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ABSTRACT 

In the German two-tiered system of corporate governance, it is not uncommon for chief 
executive officers (CEOs) to become the chairman of the supervisory board of the same 
company upon retirement. This practice has been discussed controversially because of 
potential conflicts of interest. As a member of the supervisory board the former CEO has to 
monitor his successor and former colleagues, and he is involved in setting their pay. We 
analyze a panel covering 150 listed firms over a 10-year period. Consistent with the existence 
of a leniency bias, we show that firms in which a former CEO serves on the supervisory board 
pay their executives significantly more. We further find weak evidence that the compensation 
of the members of the supervisory board is also higher. Short-run event study results indicate 
that the announcement of the transition of a retiring CEO to the supervisory board is 
considered as good news. Thus, despite the increases in executive compensation we 
document, CEO transitions are not a cause of concern for shareholders.  

JEL Classification: G30, G38 

Keywords: Executive compensation, board structure, two-tiered board
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I. Introduction 

One distinguishing feature of the German corporate governance system is the two-tiered 

board structure with an executive board and a supervisory board. The executive board runs 

the firm while the main task of the supervisory board is to monitor the executive board. The 

members of the supervisory board are elected by shareholders and employees (according to 

German co-determination laws). The supervisory board, in turn, nominates the members of 

the executive board and sets their pay.  

A person cannot be a member of both boards simultaneously. What can and often does 

happen, though, is that the CEO, after retiring, becomes a member of the supervisory board. 

We refer to this as CEO transitions. In the majority of the cases (about 60% in our sample) a 

former CEO who becomes a member of the supervisory board is then elected chairman of the 

board. This is potentially important because the chairman of the supervisory board almost 

always also chairs the compensation committee.  

The transition of a former CEO to the supervisory board has been discussed controversially. 

On the one hand the former CEO has accumulated firm and industry expertise, which should 

allow him to fulfill his monitoring task effectively. On the other hand he becomes the 

supervisor of the management team that he just left. This entails the danger of too cozy 

relations. The personal connection likely leads to a leniency bias, which may result in higher 

executive compensation. In addition, the former CEO may be reluctant to criticize or revoke 

decisions he took during his tenure as CEO. He may even exert pressure on his successor not 

to challenge the strategy or organizational structure he implemented during his tenure. In 

consequence, a former CEO who becomes chair of the supervisory board may impede 

necessary changes.  
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These potential conflicts of interest have sparked regulatory change. In 2005 a provision 

dealing with the issue was added to the German Corporate Governance Code.1 It 

recommended that “it shall not be the rule” for the former CEO or a former executive board 

member to become chairman of the supervisory board. This provision had little practical 

effect. Therefore a new law was enacted and came into force in 2009. It introduced a 

“cooling-off period” for former executives who wish to become supervisory board members. 

A person who was a member of an exchange-listed firm’s executive board within the past two 

years cannot become a member of the same company’s supervisory board.2 This provision is 

not limited to the position of chairman (as was the case under the recommendation of the 

code).  

It is a priori unclear whether the advantages or the disadvantages of having a former CEO on 

the supervisory board dominate (and, consequently, whether or not the new law can be 

justified on economic grounds). We therefore address the issue empirically. We construct a 

panel data set covering 150 German listed firms over a 10-year period. We use this data set to 

analyze three questions. First, we ask whether the promotion of a former CEO to the 

supervisory board affects firm value. To answer this question we perform both short-term and 

long-term event studies. Second, we analyze whether the presence of a former CEO on the 

supervisory board affects the operational performance of the firm. Third, we investigate 

whether the level of executive compensation or the level of director compensation3 is 

different in firms in which a former CEO serves on the supervisory board. To this end we 

estimate panel regressions and perform a difference-in-differences analysis.  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
1 The German Corporate Governance Code works according to the comply-or-explain principle. Compliance is 
not mandatory. Rather, firms have to publish an annual declaration of conformity that states their degree of 
compliance. See section 2 and Andres and Theissen (2008) for more details.  
2 There is an exception that is tailored to family firms. See section 2 below for details. 	  
3 We use the term "executives" for the members of the executive board and the term "directors" for the members 
of the supervisory board.  
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Our findings can be summarized as follows. Executive compensation is significantly higher in 

firms in which a former CEO sits on the supervisory board. The effect is not only statistically 

significant, but also economically significant. The per capita compensation of the members of 

the executive board is found to be about €125,000-150,000 higher (after controlling for other 

variables, such as firm size) when the chairman of the supervisory board is a former CEO of 

the same firm. Further, executive compensation is positively related to the amount of time the 

former CEO and the current executives were jointly sitting on the executive board. Results 

with respect to director compensation are less clear. We find weak evidence in favor of 

increased director compensation when a former CEO chairs the supervisory board. When 

considered in isolation, these results support the critics of CEO transitions. However, our 

event study results indicate that firm value, if anything, increases when a former CEO 

becomes a member of the supervisory board while operational performance is not 

significantly affected. In summary, our findings thus do not support the conclusion that CEO 

transitions are disadvantageous to shareholders.  

Our paper is related to several strands of the literature. First, and most importantly, it is 

related to some recent papers that have also analyzed the transition of former CEOs to the 

supervisory board of German listed corporations. Both Bermig and Frick (2010) and Grigoleit 

et al. (2011) analyze whether firms with a former CEO at the helm of the supervisory board 

have higher firm values or deliver better operational performance. While Bermig and Frick 

(2010) find some evidence of a negative effect, Grigoleit et al. (2011, p. 608) conclude that 

there is "no significant relation between supervisory board membership of former executive 

board members and firm performance". Grigoleit (2011) uses short-run event study 

methodology and concludes that the announcement of a CEO transition has no significant 

impact on share prices. Bresser and Valle Thiele (2008) find that the current CEO of a firm is 

more likely to be replaced in response to poor performance when a former CEO chairs the 

supervisory board. Fiss (2006) reports that executive compensation is lower in firms that have 
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a former CEO at the helm of the supervisory board and that have high ownership 

concentration. All papers alluded to above focus on individual aspects of CEO transitions. 

Ours is the first paper that provides a comprehensive analysis of the economic consequences 

of CEO transitions. It is also the first paper to use a difference-in-differences approach to 

study the effects on executive compensation of CEO transitions, and it is the first paper that 

analyzes director compensation in addition to executive compensation.  

On a more general level our paper is related to the literature on the magnitude and 

determinants of executive compensation (see the surveys by Murphy, 1999; Aggarwal, 2008; 

Frydman and Jenter, 2010; for evidence from Germany, see Schmid, 1997; Elston and 

Goldberg, 2003; Kaserer and Wagner, 2004; Haid and Yurtoglu, 2006). We draw on this 

literature to determine the set of control variables to be included in our analysis of executive 

compensation.  

Our paper is further related to several papers that analyze the relation between executive 

compensation and board structure. Hallock (1997) and Core et al. (1999) report that executive 

compensation in US firms with reciprocally interlocking boards is higher than in other firms. 

Agrawal and Nasser (2012), also using US data, find that the presence of an independent 

director who is also a blockholder reduces executive pay. Lawrence and Stapledon (1999), on 

the other hand, find no evidence that the proportion of independent directors on the boards of 

Australian firms affects executive compensation. Fahlenbrach et al. (2010) find that the 

appointment of the CEO of another firm as outside director does not affect CEO 

compensation. Boyle and Roberts (2010) analyze a sample of New Zealand firms in some of 

which the CEO is a member of the compensation committee. They document higher pay 

increases (but not higher pay levels) and lower pay–performance sensitivity in these firms. 

Evans et al. (2010) discuss whether a departing CEO should be retained on the board of US 
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firms. They do not, however, analyze whether this decision has implications for executive 

compensation. 

Our paper contributes to the literature in a number of important ways. As noted above, it is 

the first paper that provides a comprehensive analysis of the implications of CEO transitions 

for firm value, operating performance, and executive compensation. We are also the first to 

analyze whether the amount of time the former CEO and the current executives spent together 

on the executive board affects executive compensation. Finally, ours is the first paper that 

considers the impact of CEO transitions on director compensation. As a side product of our 

analysis, we deliver an up-to-date analysis of the determinants of executive and director 

compensation in Germany. We also go beyond the existing literature by analyzing long-run 

performance. Specifically, we build portfolios of firms with a former CEO on the supervisory 

board and test for abnormal long-run performance using the Fama-French 3-factor and the 

Carhart 4-factor model. In addition, we calculate buy-and-hold-returns based on the market 

model.  

Our results are important in several respects. First, they contribute to the regulatory debate 

about the desirability of having a former CEO on the supervisory board. Against the 

background of our evidence, the new law which came into force in 2009 and which impedes, 

or at least delays, the transition of a former CEO to the supervisory board is questionable. 

Second, our finding that a former CEO serving on the supervisory board exerts his influence 

to increase executive compensation supports the existence of a leniency bias. The result that 

executive compensation is increasing in the amount of time the former CEO and the current 

executives spent together on the executive board supports the view that stronger personal 

relations and common experiences increase the leniency bias. Our finding (albeit weak) that 

director compensation tends to be higher when a former CEO is at the helm of the supervisory 

board is consistent with the view that former CEOs exert their influence not only to the 
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benefit of their successors and former colleagues, but also to their own benefit. Finally, on a 

more general level our results deliver insights into the working of a two-tiered board 

structure. This is particularly relevant because the introduction of the statute of the Societas 

Europaea (SE) allows SEs in all European Union countries, including those that formerly 

allowed only one-tier boards, to adopt a two-tiered board structure. The German experience 

with two-tiered boards may provide some guidance on the optimal organizational form.  

The remainder of this paper is structured as follows. Section 2 describes the institutional 

setting. Section 3 develops the hypotheses. Section 4 presents the data set and some 

descriptive statistics. The design and results of our performance analysis are discussed in 

Section 5. Section 6 contains the results of our analysis of executive and director 

compensation, and Section 7 presents our conclusions. 

II. Institutional Environment 

This section briefly reviews the institutional background and corporate governance 

regulations in Germany. The German equity market is characterized by concentrated 

ownership structures and an inactive market for corporate control (Franks and Mayer, 2001). 

Consequently, monitoring by blockholders is an important corporate governance mechanism. 

Among these blockholders, founding families, domestic financials (banks and insurance 

companies), and other domestic corporations have traditionally been the most important ones. 

In recent years, however, bank equity ownership in non-financial firms has diminished 

(Dittmann et al., 2010) and foreign investors have gained importance. 

To make the German corporate governance system more transparent, particularly for foreign 

investors, Germany introduced the Corporate Governance Code in 2002. The German 

Corporate Governance Code (hereafter "the code") contains recommendations and 

suggestions deemed to constitute “good governance.” The code is updated regularly and 

contains sections on shareholders and the general meeting, the executive board, the 
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supervisory board, cooperation between these two boards, transparency, and the reporting and 

auditing of annual financial statements. 

Firms are not obliged to follow the recommendations of the code. However, the Stock 

Corporation Act (Aktiengesetz) requires that listed firms publish an annual declaration of 

conformity. It must contain the information that the recommendations of the code “have been 

and are being complied with or which of the code’s recommendations are not being 

applied.”4,5 This is referred to as the “comply-or-explain principle” and is a building block of 

corporate governance regulations in a large number of European and non-European countries. 

The German Stock Corporation Act stipulates a two-tiered board structure with an executive 

board and a supervisory board. The executive board (Vorstand) is responsible for running the 

firm. The supervisory board (Aufsichtsrat), which is composed of shareholder and employee 

representatives,6 monitors the executive board, appoints and dismisses executives, and sets 

their remuneration. The final decision about executive compensation is made by the whole 

supervisory board. The decision may be prepared by a compensation committee. Usually, the 

chairman of the supervisory board also chairs the compensation committee.7 

It is not uncommon for CEOs of German corporations to become either a member or the 

chairman of the supervisory board of the same company upon retirement. This “tradition” has 

been criticized by shareholder rights groups since it is likely that conflicts of interest arise 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
4	   This is a translation of Article 161 of the Aktiengesetz adopted from http://www.corporate-governance-
code.de/eng/entsprechenserklaerung/index.html, the official homepage of the Corporate Governance 
Commission. Besides recommendations the code also contains suggestions. No declaration of conformity must 
be made with respect to suggestions.  
5	  Even though all exchange-listed corporations are obliged to publish a declaration of conformity, companies 
have been very reluctant to comply with some recommendations of the code. For example, only a small minority 
of firms complied with the recommendation to publish executive remuneration on an individual basis (Andres 
and Theissen, 2008).	  
6	  According to several codetermination laws, German corporations must allow employee representatives on the 
supervisory board. Simply put, one-third (one-half) of supervisory board seats are filled with employee 
representatives in companies with more than 500 (2,000) employees.	  
7	   The German corporate governance code recommends that, in case a compensation committee exists, the 
chairman of the supervisory board shall also chair that committee. During 2003–2007, compliance rates with this 
recommendation were between 86% and 100% for firms included in the DAX, MDAX, or SDAX indices and 
exceeded 95% for each of these indices in most years (von Werder and Talaulicar, 2007).  
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(see section 3 for a discussion). In 2005 a provision dealing with the issue was added to the 

code. It recommended that “it shall not be the rule” for the former CEO or a former executive 

board member to become chairman of the supervisory board. As stated above, firms do not 

have to follow the recommendations of the code. In addition, this particular recommendation 

cannot be interpreted as a general ban, since it only stated that the transfer from the executive 

to the supervisory board “shall not be the rule.” Consequently, the provision had little 

practical effect. 

In 2009 a new law on the “appropriateness of management board compensation” (VorstAG) 

came into force. Among other things, the law introduced a “cooling-off period” for former 

executives who wish to become supervisory board members: According to paragraph 100(2) 

of the AktG, a person who was a member of an exchange-listed firm’s executive board within 

the past two years cannot become a member of the same company’s supervisory board.8 This 

provision is not limited to the position of chairman (as was the case under the 

recommendation of the code). Potential conflict of interest was stated as the main reason for 

the new rule. Our data set covers the period 1998–2007 and is thus not affected by the new 

law. 

III. Hypotheses 

This paper’s main objective is to analyze whether the transition to the supervisory board of a 

retiring CEO has implications for firm value, the operating performance, or the compensation 

of executives or directors. As already stated in the introduction there are arguments in favor of 

both positive and negative effects.  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
8 The law also contains an exception from the ban: If the suggestion to elect the former executive to the 
supervisory board is due to shareholders (with a quorum of 25% of votes), a former executive can directly 
become member of the supervisory board without taking the two-year waiting period into account. The 
exception was explicitly tailored to the interests of family firms, where founders or other family members should 
be able to monitor executives after their retirement.	  
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During his tenure a CEO accumulates firm and industry expertise and builds relations to 

suppliers, customers, large owners and creditors. Upon transition to the supervisory board 

after retirement he thus should be in a position to fulfill his monitoring task effectively and to 

provide valuable advice to the executive board. According to the stewardship theory of 

management, managers will use their expertise and their connections in the best interest of the 

firm. As a consequence, the appointment of a retiring CEO to the supervisory board should be 

regarded as good news by investors. We therefore have 

H1a (Share price performance - "stewardship theory"): Share prices react positively to 

the announcement that a retiring CEO will become a member of the supervisory board.  

If the stewardship theory holds, the appointment should also improve the operating 

performance of the firm. We thus have 

H2a (Operating performance - "stewardship theory"): Firms with a former CEO on the 

supervisory board have better operating performance. 

The stewardship theory essentially assumes that there are no conflicts of interest between the 

former CEO and the firm. This does not have to be the case. In his new role as supervisor the 

former CEO may be reluctant to criticize or revoke decisions he took during his tenure as 

CEO. He may even exert pressure on his successor (the new CEO) not to challenge the 

strategy or organizational structure he implemented during his tenure. In consequence, a 

former CEO who becomes chair of the supervisory board may impede necessary changes. The 

German legislator adopted such a more skeptical view. In the proposed resolution for the 

decision on the law on the “appropriateness of management board compensation” in 

parliament, it was argued that it is “alarming” that former executives are given the 

opportunity to constrain actions of the current executive board to correct strategic mistakes or 

to resolve irregularities that lead back to their time as CEO (Bundestag, 2009).  
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This more pessimistic view on the role of the former CEO results in the "agency theory" 

counterparts of hypotheses 1a and 2a above.  

H1b (Share price performance - "agency theory"): Share prices react negatively to the 

announcement that a retiring CEO will become a member of the supervisory board.  

H2b (Operating performance - "agency theory"): Firms with a former CEO on the 

supervisory board have worse operating performance.  

As noted earlier, a former CEO who becomes a member of the supervisory board becomes 

involved in setting executive pay. This is particularly true in cases in which the former CEO 

is elected chairperson of the supervisory board, because the chair of the supervisory board 

almost always also chairs the compensation committee.  

There are several arguments that suggest that executive compensation will be higher when a 

former CEO is on the supervisory board. The former CEO will typically have close personal 

relations with his former colleagues on the executive board. Out of a feeling of (excessive) 

loyalty to his former colleagues he may feel inclined to give in to their requests for higher 

compensation. In many cases, the evaluation of the performance of an executive (particularly 

with respect to long-term objectives) includes a subjective assessment besides objective 

performance measures. This is referred to as “subjective performance evaluation” 

(Prendergast and Topel, 1993). Prendergast (1999) points out that the principal’s discretionary 

authority often leads to a positive bias, the so-called leniency bias.9 Giebe and Gürtler (2012) 

present a model in which supervisor leniency is consistent with optimal contracts under 

informational asymmetries in a three-tiered hierarchy—principal, supervisor, and agent, 

which is precisely the environment we observe in public firms in which the supervisor (i.e., 

the supervisory board) is not the ultimate principal (i.e., shareholders). In our context, 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
9	  The most obvious reason for a positive leniency bias lies in the fact that it is simply unpleasant for a supervisor 
to offer negative ratings to an agent, which is why the supervisor refrains from doing so (Prendergast, 1999). 
Subrahmanyam (2008) offers an alternative explanation based on the concept of social networks.  
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personal connections between the former CEO (who is now the supervisor) and his fellow 

executives can lead to favoritism (Prendergast and Topel, 1996) and will most likely 

exacerbate the leniency bias. As a result, executives may receive higher remuneration 

packages in firms in which one of their former peers serves as member of the supervisory 

board.  

Previous research (e.g. Fiss, 2006; Westphal and Zajac, 1995) has found that greater 

similarity between the CEO and the board results in higher pay. Fiss (2006, p. 1017) argues 

that "it seems appropriate to expand similarity between executives and the board to also 

include similar experiences." Obviously, a retiring CEO who becomes a member of the 

supervisory board shares many experiences with the management team. The level of similar 

experiences is increasing in the amount of time the retiring CEO and the current executives 

have been sitting on the executive board together. Therefore we do not only analyze whether 

the presence of a former CEO on the supervisory board per se affects executive 

compensation, but also whether executive compensation is increasing in the average joint 

board tenure of the former CEO and the current executives. 

We have argued above that a former CEO may want to prevent his successor (the new CEO) 

from changing the strategy or organizational structure the retiring CEO implemented during 

his tenure. Granting higher remuneration may be a component of an implicit contract towards 

this objective.  

The aforementioned arguments lead to our third and fourth hypothesis. 

H3 (executive compensation - role dummy): The compensation of the members of the 

executive board is higher when a former CEO is a member (or the chairperson) of the 

supervisory board. 
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H4 (executive compensation - joint tenure): The compensation of the members of the 

executive board is increasing in the time the retiring CEO and the current executives 

have been sitting on the executive board together.  

If a former CEO exerts influence to increase the compensation of the members of the 

executive board after retiring from the board, he will not directly benefit from this activity. He 

thus may also use his influence on the compensation process to lobby for an increase in the 

remuneration of the members of the supervisory board. Further, the former CEO may be 

thankful for having been elected into the supervisory board10 and may, therefore, lobby for 

higher director compensation out of a feeling of reciprocity towards the other members (as 

also argued by Bebchuk and Friend, 2005 in a related context).  

However, changes in the remuneration of the supervisory board require the shareholders’ 

consent. Consequently, any proposal aimed at increasing the compensation of supervisory 

board members must be made public prior to the shareholders’ meeting and may thus attract 

the attention of shareholders and the general public. It is an empirical question whether or not 

a newly appointed supervisory board chairman will take this risk. To answer it, we test an 

additional hypothesis. 

H5 (director compensation): The compensation of the members of the supervisory 

board is higher when a former CEO is a member (or the chairperson) of the supervisory 

board. 

IV. Data and Descriptive Statistics 

Our analysis of the transfer of CEOs to the supervisory board is based on all firms included in 

the DAX, MDAX, or SDAX indices as of December 31, 2002 for the sample period 1998-

2007. The focus of our study is twofold: First, we analyze whether the promotion of a former 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
10 Formally the former CEO will be elected by the shareholders' meeting. However, the supervisory board is very 
influential in proposing candidates for the board.  
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CEO to the supervisory board affects firm value and operating performance. Second, we 

investigate the influence that a former CEO who joined the supervisory board upon retirement 

may have on the level of executive and director compensation.  

To address the first issue, we focus on CEO turnover events. During our sample period, we 

identify a total of 167 CEO transitions. When analyzing the performance implications of the 

promotion of a former CEO to the supervisory board, we need to take into account that the 

decision to offer a former CEO a seat on the supervisory board is most likely not random. An 

executive who is fired due to an unsuccessful time as CEO will most certainly not be asked to 

become a member of the supervisory board. Therefore, when constructing a control group of 

firms in which the CEOs are not transferred to the supervisory board, we want to make sure 

that we do not compare a group of successful CEOs to a sample of CEOs who failed. We 

therefore exclude all cases in which a CEO was fired (58 observations) and examine only 

cases in which a CEO stepped down voluntarily, usually because he reached retirement age. 

To identify cases of (un)forced turnover, we analyze press releases as well as additional news 

coverage of the turnover. Due to a lack of sufficient share price information for two firms, our 

initial sample consists of 107 unforced CEO turnover events. In 59 cases (55%), the CEO 

becomes member of the supervisory board, in the remaining 48 cases (45%) the CEO steps 

down and leaves the firm. 

Panel A in Figure 1 shows the frequency of these two constellations for each year of our 

sample period. For the group of CEO transitions to the supervisory board, Figure 1 further 

distinguishes between cases where the former CEO becomes the chairman of the supervisory 

board or an ordinary board member. The frequency of CEO transitions increases more or less 

steadily until 2003 (14 CEO transitions) and then decreases in the subsequent period 2004-

2007. 
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In order to investigate differences in the level of executive or director compensation in firms 

with and without a former CEO on the supervisory board, we construct a panel data set with 

additional control variables covering these 150 firms over the sample period 1998-2007. 

Missing data items reduce the size of our initial panel data set to 1,405 firm–year 

observations. We gather data on the composition of executive and supervisory boards for all 

sample firms over the period 1998–2007 from the Hoppenstedt Aktienführer. In addition, we 

collect information on the composition of executive boards for the years 1982, 1985, and 

1987-1997.  

Based on these data, we determine for each firm year whether the chairman or any member of 

the supervisory board had previously been the CEO of the firm. We define three dummy 

variables. The first is set to one for all firm years in which the chair or any member of the 

supervisory board is a former CEO of the firm, and zero otherwise. The second (third) is set 

to one for all firm years in which the former CEO is the chairman (an ordinary member) of 

the supervisory board, and zero otherwise.11 During our sample period the number of former 

CEOs on supervisory boards increased from 30 in 1998 (25.21% of observations in that year) 

to 42 in 2007 (31.58%) with a high of 46 in 2005 (31.94%). Over the whole sample period, 62 

firms (41.33% of the firms in our sample) had a former CEO on the supervisory board of the 

same firm for at least one year. It is noteworthy that there is not only cross-sectional variation 

in the data, but also a high degree of longitudinal variation. Out of 62 firms that have a former 

CEO on the supervisory board at some point in time, only 14 firms have a former CEO in this 

position over the entire sample period. Panel B in Figure 1 depicts the frequency of the three 

different constellations for each year of the sample period.  

[Insert Figure 1 about here] 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
11 For 29 firm-year-observations, the chairman and an ordinary supervisory board member are former CEOs of 
the same firm. As we are interested in differences between these two types of CEO transitions to the supervisory 
board, we set the dummy for “Former CEO is chairman of the supervisory board” to one and the dummy for 
“Former CEO is an ordinary board member” to zero for these firm-year-observations. 
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During most of our sample period, firms were not required to publish executive compensation 

on an individualized basis.12 The commercial code did, however, require the disclosure of the 

aggregate compensation of the members of both boards. We collected this data from the 

annual reports for the fiscal years ending in 1998–2007 and combined it with information on 

the number of board members to obtain the per capita compensation of the board members.  

As mentioned above, concentrated ownership potentially leads to closer monitoring, since 

large blockholders have both the incentive and power to effectively control management. 

Hartzell and Starks (2003) find a negative relation between institutional ownership 

concentration and executive compensation. Similar findings for the German market are 

reported in Elston and Goldberg (2003), Kaserer and Wagner (2004), and Haid and Yurtoglu 

(2006). In addition, Bertrand and Mullainathan (2001) find that executives in firms without a 

large external blockholder tend to be rewarded for luck. 

To account for the relation between ownership structure and executive compensation, we 

collected data on all common and preferred shareholdings exceeding the threshold of 5% 

from the Hoppenstedt Aktienführer.13 We construct two dummy variables to distinguish 

closely held firms from widely held firms. A firm is said to be closely held according to a 

50% (25%) threshold if the largest shareholder holds at least 50% (25%) of the voting 

equity.14 We follow the classification method proposed by da Silva et al. (2004) to determine 

the controlling shareholder at the ultimate level for each firm-year. The ownership data in 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
12 Only from 2006 onward did the law require the individualized disclosure of the compensation of the members 
of the executive board (but not of the members of the supervisory board) and its composition (fixed and variable 
parts). Prior to 2006 the German code recommended individual disclosure, but only a minority of firms 
complied.  
13 During our sample period, shareholdings had to be registered with the German Financial Supervisory 
Authority (BaFin) when they exceeded the threshold of 5%.	  In some but not all cases, shareholdings of less than 
5% were also reported in Hoppenstedt. For reasons of data consistency, we excluded these shareholdings.	  
14	  In addition to shareholder concentration, the identity of the controlling shareholder is a potentially important 
determinant of executive compensation. Identification of the controlling shareholder is complicated by the fact 
that German corporations often have complex control structures (Franks and Mayer, 2001). For example, a 
family can own a holding company that then owns the majority of a listed firm. If we only considered ownership 
at the first tier, we would misclassify the firm as being controlled by the holding company while it is in fact 
family controlled (Franks et al., 2012). Thus, we focus on ultimate ownership to identify the identity of the 
largest shareholder.  
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Panel A of Table 1 is based on this methodology. 39% (63%) of the firms in our sample are 

classified as closely held based on a 50% (25%) threshold.15 We also collected the percentage 

of shares held by the CEO, the chairman of the board, as well as by the entire executive and 

supervisory board, respectively. The fraction of shares held by the members of the executive 

or supervisory board exceeds a 50% (25%) threshold for 21% (38%) of all firm–years. 

Table 1 also describes the ownership characteristics separately for firms with and without a 

former CEO on the supervisory board. The results suggest that widely held firms are almost 

equally likely to have a former CEO on the supervisory board, but are more likely to have a 

former CEO as chairman of the supervisory board: 176 (133) of 234 firm–years (75% (57%)) 

with a former CEO as chairman of the supervisory board are widely held based on a 50% 

(25%) threshold, whereas the corresponding proportion of widely held firms is lower in the 

whole sample (61% (36%) using a 50% (25%) threshold). 

The existence of controlling shareholders entails the risk of conflicts of interest between large 

and small shareholders. However, a second large shareholder can mitigate these conflicts and 

prevent the controlling shareholder from expropriating minority shareholders. To capture this 

effect, we follow the approach of Gugler and Yurtoglu (2003) and divide our sample into 

“checked” and “unchecked” firms. Unchecked firms are those without a second large 

shareholder holding more than 5% of the voting shares, whereas checked firms are closely 

held and have at least one additional shareholder holding more than 5% of the votes. 

According to this definition, 12% (29%) of the firm–year observations in our sample are 

classified as checked based on a 50% (25%) threshold. 

In accordance with previous studies (Boyd, 1996; Gorton and Schmid, 2004; Linn and Park 

2005), we also control for firm size, board and CEO characteristics, firm performance, growth 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
15	  Among these firms, most companies are owned by families (69%), followed by other shareholders (21%), 
industrial (6%), and financial firms (4%). The results are similar for a 25% threshold. 	  
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opportunities, and codetermination in our panel regressions.16 Information on codetermination 

was collected from Hoppenstedt Aktienführer. All other information was taken from 

Datastream. For our panel regressions with director compensation as independent variable, we 

also control for the effort associated with a board membership. A reasonable proxy for the 

effort associated with a board membership is the number of board meetings. We obtained data 

on the number of board meetings from the annual reports.  

Descriptive statistics and detailed definitions of these variables are presented in Panel B in 

Table 1. The means of most control variables are very similar for firms with and without a 

former CEO on the supervisory board. However, firms with a former CEO as chairman of the 

supervisory board are on average larger and firms with a former CEO as ordinary supervisory 

board member exhibit a higher share price performance and higher percentage of shares held 

by the supervisory board. 

[Insert Table 1 about here] 

V. Performance Analysis 

A. Event Studies 

We begin our empirical analysis by examining the market reaction to CEO turnover 

announcements. Over the sample period from 1998-2007, we identify a total of 167 turnover 

announcements. As hypothesized above, the transition of a former CEO to the supervisory 

board of the same firm might either be perceived as positive (H1a) or negative (H1b) by 

market participants. We use the procedure described in the previous section to exclude all 

cases in which a CEO was fired (58 observations) and examine only cases in which a CEO 

stepped down voluntarily, leaving us with a sample of 107 announcements.17 We exclude 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
16	  Codetermination is defined as the number of employee representatives on the supervisory board divided by the 
total number of supervisory board members.	  
17	  Two observations are dropped due to a lack of share price information. 
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cases of forced CEO turnover as they will likely lead to a positive market reaction and will 

therefore bias the results of our control group of CEOs who leave the firm. 

We follow a standard event study approach (Brown and Warner, 1985), and estimate market-

model parameters over the period from t=-250 to t=-31 (relative to the announcement day 

t=0). Our event period covers the 60 day period from t=-30 to t=+30. Statistical significance 

is tested using a t-test, the standardized cross-sectional t-statistic proposed by Boehmer et al. 

(1991) and the Corrado (1989) rank test. 

For the full sample of unforced turnover events, we find announcement returns that are close 

to zero and statistically insignificant (see Panel A of Table 2). This implies that the 

information of an unforced CEO turnover per se is not regarded as value relevant information 

on average. However, a more detailed analysis reveals significant differences in the market 

reaction, depending on whether the CEO will stay as member of the supervisory board or 

leave the firm. Panel B of Table 2 presents cumulative abnormal returns for CEO turnover 

announcements in which the CEO leaves the firm. The reaction to the announcement of CEO 

transitions to the supervisory board is presented in Panel C. These results show negative and 

significant announcement returns for cases in which a departing CEO will not become 

member of the supervisory board. Depending on the event window, we document a reaction 

in the range of -0.87% (announcement day [t=0], significant at the 0.05-level) and -5.31% 

(event window [-30;+30], significant at the 0.10-level). For the event windows that are close 

to the announcement date, we find a negative market reaction of up to -1.80% [0;+5]. These 

findings indicate that the unforced departure of CEOs (i.e. CEOs who were not forced out of 

their jobs) is seen as a loss of a valuable resource by shareholders. In line with these results, 

we find positive and significant announcement period returns for cases in which a CEO 

changes to the supervisory board upon retirement (and thus his expertise is retained in the 

firm). Panel C shows positive and statistically significant abnormal returns for the three 
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longest announcement periods. Within the event windows from [-30;+30] and [-10;+30], the 

average cumulative abnormal return is found to be +5.30% and +4.92%, respectively. 

Announcement returns are lower (and statistically insignificant) for shorter time periods 

surrounding the event date, but never negative.  

[Insert Table 2 about here] 

In sum, our short-term event study provides evidence in favor of hypothesis H1a. On average, 

market participants seem to attribute value to the expertise of a retiring CEO and accordingly 

regard the announcement of a transition to the supervisory board as good news. Conversely, 

firm value is reduced when retiring CEOs say goodbye. These results are mostly in line with 

earlier findings by Grigoleit (2011). We analyze a series of alternative specifications to test 

the robustness of our results.18 First, we examine whether the future role of the former CEO 

on the supervisory board (i.e. chairman or ordinary board member) is systematically related to 

announcement returns. We find qualitatively similar abnormal returns for the two groups. 

Second, we separate all events into two categories, depending on whether the decision of the 

CEO to leave or stay was announced at the same time as the retirement or at a later stage. 

Again, we do not find substantial differences between the two groups. Finally, we test 

whether the announcement of other potentially value-relevant information affects abnormal 

announcement returns. Controlling for confounding events, we are left with a sample of 99 

CEO transitions. Abnormal returns for this subsample are again very similar to those reported 

in Table 2. 

In addition to the short-run event study, we examine the long-run market performance 

following CEO turnover events. In particular, we estimate the abnormal performance for a 

portfolio of sample firms with a former CEO on the supervisory board for up to 12 months 

following the month of change. As before, we consider all CEO turnover events, cases in 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
18	  The results of these robustness tests are not tabulated, but available upon request.	  
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which the CEO leaves the firm, and cases in which a former CEO becomes member of the 

supervisory board. We use the Fama-French 3-factor and the Carhart 4-factor models for the 

calendar-time approach and the market-model for the buy-and-hold approach.	   Factor 

information for the German market is obtained from the Centre for Financial Research 

Cologne.19	  

In contrast to the results presented above, we do not find significant abnormal returns for the 

long-run event study. As can be seen in Table 3 this holds for virtually all specifications, 

independent of the time window or normal return model used. For the calendar-time 

approach, we document alpha coefficients that are in line with the results of the short-run 

event study (Panels A and B of Table 3). For firms with CEOs who leave the firm, the alpha 

coefficient is negative. For firms in which the CEO changes to the supervisory board, the 

coefficient is found to be positive. In both cases, however, the reported t-statics are not 

statistically significant at conventional levels. Likewise, the market model yields abnormal 

buy-and-hold returns that are not statistically different from zero. The only exception is the 

subsample of firms in which a retiring CEO leaves the firm. However, we find negative and 

significant abnormal returns only for the two-months time window (significant at the 0.10 

level). For most time periods, we again find abnormal returns that go in the expected 

direction, but are not statistically significant. 

[Insert Table 3 about here] 

B. Operating Performance 

As argued above, we expect former CEOs who serve on the supervisory board to also affect 

operating performance. This effect can either be positive (H2a) or negative (H2b) depending 

on whether potential benefits – former CEOs act as stewards of the firm and hence support 

their successors with their firm and industry expertise – outweigh potential agency costs 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
19	  A detailed description of the data can be found in Artmann et al. (2012). 
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(impeding necessary changes, too cozy relations between former and new CEO). In the 

following, we compare the operating performance of firms with former CEOs on their 

supervisory boards with firms in which CEOs leave the firm (voluntarily) using a difference-

in-difference approach. 

In the analysis, we use the same sample as described in section A, but lose a few observations 

due to missing data. Operating performance is measured as return on assets (ROA) and return 

on equity (ROE). We examine both “raw” operating performance (measured as the average 

ROA and ROE in years t-2 and t-1 (relative to the turnover event) and in years t+1 and t+2) 

and “excess” operating performance. For the latter approach, we follow Fahlenbrach et al. 

(2011) and calculate excess performance relative to a group of control firms matched on 

industry, size, and prior performance.20 

Results of the difference-in-difference analysis are displayed in Table 4. As can be seen from 

Panel A, we do not find any significant differences in terms of excess operating performance 

between the two groups. The analysis of changes in raw operating performance (Panel B) 

shows weak evidence for a better performance of firms in which a former CEO is transferred 

to the supervisory board. However, the difference only holds for ROE as performance 

measure and is only statistically significant at the 0.10-level. Results of additional tests that 

take the position of the former CEO on the supervisory board (i.e. chairman or ordinary 

member) into account lead to qualitatively very similar results.21 

[Insert Table 4 about here] 

These (non-)results are somewhat contradictory to those of the short-run event study. A 

possible explanation is that changes in operating performance only reflect cash flow 

information, whereas the event study abnormal return also reflects changes in the firm's cost 

of capital (i.e. discount rate news).  
	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
20 See Fahlenbrach et al. (2011), section 2.2 for details. 
21 Results not tabulated, but available upon request. 
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VI. Executive and Director Compensation 

We begin our compensation analysis by examining the time pattern for director and executive 

compensation (see Panel A of Table 5). Per capita director compensation during our sample 

period amounted to €43,853 per year. Over our sample period, the average director 

compensation increased from a low of €30,757 in 1998 to €60,437 in 2007. This corresponds 

to an increase of 96.5%, or a compound annual growth rate of 7.8%. Per capita executive 

compensation is more than 20 times higher than per capita director compensation (€944,344 

compared to €43,853). The time pattern is similar. Average executive compensation increased 

by 124.0% over our sample period, which corresponds to a compound annual growth rate of 

9.4%. 

As argued before, we expect a higher director and executive compensation for firms with a 

former CEO on the supervisory board (H3, H4, H5). The means, medians and standard 

deviations of director and executive compensation are displayed in Panel B of Table 5. We 

also test for significant differences between the means and medians of firms with a former 

CEO on the supervisory board (or with a former CEO as chairman of the board/ordinary 

board member, respectively) and firms without a former CEO serving on the supervisory 

board. We observe significantly higher executive and director compensation for firms with a 

former CEO on the supervisory board. The results further suggest that these differences are 

more pronounced for firms with a former CEO as chairman of the supervisory board.22 

Overall, the univariate analysis provides first evidence in favor of our hypotheses H3, H4 and 

H5. 

[Insert Table 5 about here]  

The empirical literature has identified a number of factors that have a significant impact on 

executive (and director) compensation. We therefore estimate the following multivariate 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
22	   The difference in means and medians or firms with a former CEO as ordinary board member and those 
without a former CEO on board are statistically insignificant for executive compensation.	  
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panel regression model for our analysis of the determinants of director and executive 

compensation: 

yit = α + β(Former CEO on board) + γ(control variables) + τ(year dummies) + εit 

where yit is our measure of per capita compensation. The presence of a CEO on the 

supervisory board is captured in four different ways (resulting in the four models displayed in 

Tables 6). In models (1) and (3) we include a dummy variable that is set to one when a former 

CEO is a current member of the supervisory board. In models (2) and (4) we include two 

dummy variables. The first dummy is set to one when a former CEO acts as an ordinary 

member (but not as the chair) of the supervisory board. The second dummy is set to one when 

a former CEO is the current chair of the supervisory board. Of all firm–years in which a 

former CEO acts as director of the same firm, about 61% are cases in which the former CEO 

is the chairman of the supervisory board. In models (5) to (8) we replace the dummies by 

continuous variables that measures the average time (measured in years) the former CEO was 

sitting on the executive board jointly with the current executive board members. We refer to 

this variable as "joint tenure". The larger its value the more intense will be the personal 

relation between the CEO and the current executives, and the larger will be the set of joint 

experiences they share. In models (5) and (7) we estimate one slope coefficient for all cases in 

which a former CEO sits on the supervisory board. In models (6) and (8) we estimate 

different slope coefficient for cases in which the former CEO is an ordinary member or the 

chair of the supervisory board, respectively.  

As control variables we include firm size (measured by either the log of total assets or the log 

of the market capitalization23), the size of the executive (supervisory) board (measured as the 

log of the number of executives (supervisory board members)), CEO tenure (number of years 

on the executive board), codetermination, accounting performance (return on assets, defined 
	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
23	  In the tables we report the results obtained when using the log of market capitalization as our size measure. 
Results are similar when we use the log of total assets instead. We also included leverage as an additional control 
variable. Again the results were similar to those reported in the paper.  



	   24 

as earnings before interest and taxes over total assets), abnormal share price performance 

(measured over one year and index-adjusted using the CDAX performance index), as well as 

Tobin’s Q (defined as the market value of equity plus the book value of debt over the book 

value of total assets). In our regressions with per capita director compensation as the 

dependent variable we include the number of board meetings as additional control variable. 

Finally, we include a dummy variable for each year of the sample period. In our baseline 

specification, the ownership structure is captured by two dummy variables (largest 

shareholder holds more than 50%24; checked or unchecked).  

We employ the fixed effects estimator in all regressions because a Hausman test indicates that 

the regressors are correlated with the error term. We test for serial correlation and 

heteroskedasticity using the test procedures proposed by Baum (2001) and Drukker (2003).25 

A. Executive Compensation 

Tables 6A and 6B report the results of fixed effects regressions with per capita executive 

compensation as the dependent variable (expressed in thousands of Euros). They indicate that, 

in line with hypothesis 3, having a former CEO in the position of chairman of the supervisory 

board of the same firm has a significantly positive effect on the level of executive 

compensation. Per-capita executive compensation is higher by more than €125,000 (model 1) 

or € 145,000 (model 3) when a former CEO is on the executive board. The effect is even 

stronger (€ 127,000 and € 151,000, respectively) when the former CEO chairs the supervisory 

board.  

The results of models (5) to (8) provide evidence in favor of hypothesis 4. They indicate that 

executive compensation increases in the joint tenure of the former CEO and the current 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
24 In additional regressions we use an alternative definition based on a 25% threshold. We further re-estimate our 
models using the shareholdings of the largest shareholder instead of a dummy variable. Finally, we also estimate 
models in which we include dummy variables that control for the identity of a controlling shareholder (family, 
industrial firm, financial institution, other). The results of all these specifications are qualitatively and 
quantitatively similar to those reported in the paper. Tables are available upon request. 
25 The test procedure developed by Baum (2001) is based on Greene (2000, p. 598), and Drukker’s (2003) 
method follows Wooldridge (2002, pp. 282–283).  
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executives on the executive board. The effect is driven by those cases in which the former 

CEO is the chair of the supervisory board.  

With respect to the control variables, we find that per-capita executive compensation is 

increasing in firm size. This is consistent with previous findings (see Schmid, 1997 for 

evidence from Germany and Murphy, 1985; Jensen and Murphy, 1990; Gabaix and Landier, 

2008 for international evidence). Surprisingly, per-capita executive compensation is, if 

anything, negatively related to Tobin's Q. It is further decreasing in the size of the executive 

board and increasing in CEO tenure. The latter finding is consistent with results reported in 

Hill and Phan (1991) and Bertrand and Mullainathan (2001). 

Previous papers found that executive compensation is lower in firms with concentrated 

ownership (see Hartzell and Starks, 2003 for the US; Sapp, 2008 for Canada and Schmid, 

1997; Elston and Goldberg, 2003 and Kaserer and Wagner, 2004 for Germany). Our results 

point in the same direction but fall short of being significant. The coefficient on the dummy 

variable which identifies firms that have a dominating shareholder is negative in all eight 

models, with t-statistics ranging from 1.42 to 1.61. The existence of a second large 

shareholder, on the other-hand side, has a positive and significant impact on executive 

compensation. The equity stake held by executive directors has no impact on executive 

compensation. On the other hand, the stake held by members of the supervisory board is 

significantly positively related to per-capita executive compensation.  

 [Insert Table 6 about here] 

Since our results indicate higher pay levels for executives in firms with a former CEO as 

chairman of the supervisory board, we also expect a significant increase in executive 

compensation at the time when a CEO steps down and becomes a member of the supervisory 

board. To test this hypothesis we perform a difference-in-differences analysis around CEO 

turnovers. 
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Our treatment group consists of CEOs who step down and become members of the 

supervisory board of the same firm. We analyze three treatment groups, (1) all cases in which 

a departing CEO becomes a member of the supervisory board, (2) only cases in which the 

departing CEO becomes the chairman of the supervisory board and (3) only cases in which 

the departing CEO becomes an ordinary member of the supervisory board. These CEOs 

usually step down because they have reached retirement age. We construct a control group 

that consists of unforced CEO turnovers (as defined previously) but only contains cases in 

which the departed CEO did not become a member of the supervisory board. A control group 

that also includes forced CEO turnovers would be inappropriate. The control group is the 

same for all three treatment groups described above.  

We want to test whether per-capita executive compensation changes significantly when a 

departing CEO becomes a member of the supervisory board. To this end we compare the 

average per-capita compensation in the two years prior to the CEO turnover to the average 

per-capita compensation in the five years after the turnover. The year of the turnover is 

discarded. We use a five-year average after the turnover because the typical term of an 

executive's contract in Germany is five years. It may thus take up to five years until the 

contracts of all executives have been renewed. 

[Insert Table 7 about here] 

Panel A in Table 7 shows the results of the difference-in-differences analysis. Per-capita 

executive compensation in the treatment groups increase by about € 540,000. The increase is 

remarkably similar in the three treatment groups. The increase in the control group is about 

€ 280,000. The difference, although large, is not statistically significant. This may be due to 

the fact that the analysis so far includes neither the control variables introduced above, nor 

firm or year fixed effects. We therefore estimate the following regression model using the 

fixed effects estimator: 



	   27 

yit = α + β(post) + γ(post*treatment) + δ(control variables) + τ(year dummies) + εit 

 is our measure of per-capita executive compensation. Treatment is a dummy variable that 

is equal to one (for the pre- and the post-periods) if the former CEO becomes a member of the 

supervisory board in the post-period, and zero otherwise. Post*treatment is our difference-in-

differences estimator. It captures the difference between the change in per capita executive 

pay from the pre- to the post-period between the treatment and control groups. The results are 

shown in Table 8. Consistent with the descriptive results shown in Table 7 above, the 

coefficient for post*treatment is positive. The magnitude of the effect ranges from € 216,000 

in those cases in which the departing CEO becomes an ordinary member of the supervisory 

board to € 300,000 in those cases in which he becomes the chair. In this latter case the effect 

is statistically significant at the 5% level. This is consistent with the results in Table 6 above. 

There we also documented that the effect of the presence of a former CEO on the supervisory 

board is stronger when the former CEO is at the helm of the board.  

Thus, even after controlling for firm and year fixed effects and control variables known to 

impact executive compensation, the increase in executive compensation is significantly higher 

around CEO turnovers in which a former CEO transitions to the supervisory board. 

[Insert Table 8 about here] 

Summarizing our results on executive compensation, we find evidence in support of 

hypotheses H3 and H4. When a former CEO serves as chairman of the supervisory board of 

the same firm, per capita executive compensation is higher by an economically significant 

amount. We also find that per-capita executive compensation is increasing in the time the 

former CEO spent on the executive board together with the current executives of the firm. 

This is consistent with the existence of a leniency bias. The difference-in-differences analysis 

confirms the results. When a former CEO becomes the chairman of the supervisory board 

upon retirement, we observe a significant increase in per capita executive compensation 

ity
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relative to a control group of firms that do not transfer their retiring CEO to the supervisory 

board.  

B. Director Compensation 

Table 9 contains our regression results with per capita director compensation as the dependent 

variable. The set of explanatory variables is similar to that used in Table 6. We add the 

number of board meetings and replace the size of the executive board by the size of the 

supervisory board. We further exclude CEO tenure because it is not obvious that CEO tenure 

should be related to the compensation of the members of the supervisory board. We capture 

the presence of a CEO on the supervisory board in two different ways. In models (1) and (3) 

we include a dummy variable that is set to one when a former CEO is a current member of the 

supervisory board. In models (2) and (4) we include two dummy variables. The first dummy 

is set to one when a former CEO acts as an ordinary member (but not as the chair) of the 

supervisory board. The second dummy is set to one when a former CEO is the current chair of 

the supervisory board.26  

The results indicate that a former CEO serving as ordinary member of the supervisory board 

does not affect the level of director compensation. When the former CEO chairs the 

supervisory board, however, per capita director compensation is significantly (at the 10% 

level) higher than in firms without a former CEO on the board. We thus find at least partial 

support for hypothesis 5. We further find that director compensation increases in firm size. 

All other control variables are insignificant. We also note that the explanatory power of the 

model is much lower than that of the model for executive compensation discussed above.  

 [Insert Table 9 about here] 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
26	  We do not include the "joint tenure" variable because it is not plausible that the compensation of the members 
of the supervisory board depends on how long one of its members (the former CEO) sat on the executive board 
together with the current executives.	  
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As in the previous section, we perform a difference-in-differences analysis of the change in 

director compensation around unforced CEO turnover. Descriptive results are included in 

Panel B of Table 7. The results of fixed effects regressions (including the same control 

variables as before27) are displayed in Table 10. The coefficient of the differences-in-

differences estimator is positive in all cases but is insignificant. Thus, in contrast to the results 

on executive compensation we do not find a significantly different increase in director 

compensation between the treatment and control groups around unforced CEO turnover.	  	  

[Insert Table 10 about here] 

In summary, the evidence in favor of hypothesis 5 is weak. Per-capita director compensation 

is higher in firms in which a former CEO chairs the supervisory board. The difference-in-

differences analysis does not confirm this finding, however. It yields positive but insignificant 

estimates.  

We offer a potential explanation for the weak results. If a former executive who is now a 

member or the chair of the supervisory board exerts his influence to increase the 

compensation of the members of the supervisory board, he is effectively increasing his own 

pay. This may well be interpreted as self-dealing by shareholders and the public. One such 

case occurred during our sample period and attracted a lot of attention. Former Lufthansa 

CEO Jürgen Weber became chairman of the supervisory board right after stepping down as 

CEO. In one of the first board meetings, the new supervisory board proposed a resolution to 

double the base salary of all members of the supervisory board and to triple the salary of the 

chairman (which the annual general meeting approved). These decisions led to an outcry in 

the German public and the media accused the supervisory board of self-dealing at the expense 

of employees and shareholders (Spiegel, 2003). As a reaction, Mr. Weber decided to donate 

his pay raise as chairman to charity. With regard to our hypothesis, the public attention to Mr. 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
27 Please note that the number of board meetings is not yet included. We will include it in the next version of the 
paper.  
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Weber’s actions may imply that former executives are more reluctant to raise their own salary 

and the salary of the supervisory board in general due to the risk of being accused of self-

dealing.  

VI. Conclusion 

CEO transitions have been discussed controversially. While proponents stress that the firm 

and industry expertise of former CEOs make them good monitors and valuable advisors, the 

critics point at various conflicts of interest and their potentially negative consequences. Based 

on a panel of 150 German firms, this paper provides evidence that executive pay is 

(statistically and economically) significantly higher when a former CEO is a member or the 

chairman of the supervisory board. The per capita compensation of the members of the 

executive board is higher by about €125,000-150,000 (after controlling for other variables, 

such as firm size) when the chairman of the supervisory board is a former CEO of the same 

firm. In terms of total executive compensation, executive board members with a former CEO 

as chairman of the supervisory board earn about €675,000-800,000 more as a group. Using 

difference-in-differences estimators, we find that per capita executive compensation increases 

by about €300,000 when a retiring CEO becomes the chairman of the supervisory board. We 

find weak evidence in favor of an increase in director compensation. We argue that the effect 

is weak because the former CEOs on the supervisory board me be afraid of allegations of self-

dealing.  

Our short-run event study results imply that the stock market considers the announcement of a 

CEO transition as good news. However, neither the long -run event study not the analysis of 

operating performance yield significant results.  

In summary, we can conclude that CEO transitions, despite the fact that they are associated 

with higher executive compensation, are not a cause of concern for shareholders. 
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Consequently, the new law which came into force in 2009 and which aims at preventing, or at 

least delaying, CEO transitions cannot be justified on the grounds of shareholder protection.  
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Figure 1 

Descriptive statistics on different categories of unforced CEO turnovers (Panel A) and the 
composition of the supervisory board for each sample year (Panel B)	  

Figure 1 shows the frequency of unforced CEO turnover events and the number of firm–year observations for 
the sample period 1998-2007. Based on press releases and additional news coverage, CEO turnovers are 
categorized into forced and unforced turnovers. Panel A shows the frequency of unforced CEO turnovers for 
each year of the sample period. Unforced CEO turnovers are further subdivided into the three categories CEO 
becomes chairman of the board, CEO becomes an ordinary board member and CEO leaves the firm. Panel B 
depicts different categories of the composition of the supervisory board for each year of the sample period. A 
firm–year observation is assigned to Former CEO is chairman of the board if the chairman of the supervisory 
board in the respective year was the CEO of the same company in at least one of the previous years between 
1987 and 2006 or in 1985 or in 1982. The variable Former CEO is ordinary board member equals one for the 
years 1998–2007 if an ordinary member of the supervisory board in the respective year was CEO of the same 
company in at least one of the previous years between 1987 and 2006 or in 1985 or in 1982. All other firm-year 
observations are assigned to the category No former CEO on board.  
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Table 1 
Descriptive statistics ordered by year 

The table presents descriptive statistics for all sample firms and for sample firms ordered by dummy variables 
for the supervisory board composition. Panel A contains information on binary variables. Firms are categorized 
according to the variables Former CEO is on board, Former CEO is chairman, Former CEO is ordinary board 
member and No former CEO on board. A firm–year observation is assigned to Former CEO is on board (is 
chairman/is ordinary board member) if any supervisory board member (the chairman of the supervisory 
board/an ordinary supervisory board member) in the respective year was the CEO of the same company in at 
least one of the previous years between 1987 and 2006 or in 1985 or in 1982. All other firm-year observations 
are assigned to the category No former CEO on board. Panel A contains information on binary ownership 
variables. For each variable, the number (left column) and percentage (right column) of firms for each category 
are presented; the percentages are expressed in relation to the total number of firms in each category. The 
variable largest50(25) corresponds to the number of firms with a largest shareholder holding at least 50% (25%) 
of the voting equity at the first tier. Firms are classified as widely50(25) if their largest shareholder holds less 
than 50% (25%) of the voting equity at the first tier. A firm is said to be checked50(25) if the firm has a largest 
shareholder holding at least 50% (25%) of the voting equity and a second largest shareholder holding at least 5% 
of the voting shares at the first tier.	  Panel B contains the means of cardinal variables for all sample firms and for 
sample firms ordered by dummy variables for the supervisory board composition. Total assets is measured as the 
book value of total assets in units of €1,000; market capitalization is measured as the total market value of 
equity; executive (supervisory) board size is defined as the number of executive (supervisory) board members; 
board meetings is defined as the number of supervisory board meetings in the respective fiscal year; CEO tenure 
is defined as the number of years that the current CEO has served on the executive board (as either CEO or 
ordinary member); joint tenure is measured as average number of years that the former CEO spent together with 
the current executive board member on the executive board for firms with a former CEO on the supervisory 
board and zero otherwise; codetermination is calculated as the number of employee representatives on the 
supervisory board divided by the total number of supervisory board members; Tobin’s Q is computed as the 
market value of equity plus total assets minus the book value of equity, divided by total assets; share price 
performance is defined as index-adjusted stock return using the CDAX performance index and measured over 
the respective fiscal year; ROA is calculated as the ratio of earnings before interest and taxes to total assets; ROE 
is defined as income before extraordinary items over book value of equity and stake executive (supervisory) 
board measures the percentage of shares held by the executive (supervisory) board. 

Panel A Former CEO is 
on board 

Former CEO is 
chairman 

Former CEO is 
ordinary board 

member 

No Former CEO  
is on board 

All observations 

Largest50  134  (0.35) 58  (0.25) 76  (0.51) 413  (0.40) 547  (0.39) 
            25 213  (0.56) 101  (0.43) 112  (0.75) 678  (0.66) 891  (0.63) 
Widely50 249  (0.65) 176  (0.75) 73  (0.49) 609  (0.60) 858  (0.61) 
            25 170  (0.44) 133  (0.57) 37 (0.25) 344 (0.34) 514  (0.36) 
Checked50 53  (0.14) 24  (0.10) 29  (0.19) 110  (0.11) 163  (0.12) 
              25 104  (0.27) 51  (0.22) 53  (0.36) 305 (0.30) 409  (0.29) 
 
Panel B Former CEO is 

on board 
Former CEO is 

chairman 
Former CEO is 
ordinary board 

member 

No Former  
CEO  

is on board 

All observations 

Total assets  60, 300 90, 700 11, 900 21, 700 32, 300 
Market capitalization 9,219, 249 12,400, 000 3,971, 024 4,898, 059 6,078, 574 
Executive board size 5. 073 5. 278 4. 752 4. 156 4. 406 
Supervisory board size 13. 556 14. 402 12. 228 11. 021 11. 712 
Board meetings 4. 953 4. 991 4. 894 5. 215 5. 140 
CEO tenure 7. 211 7. 201 7. 228 9. 633 8. 995 
Joint tenure 2. 085 2. 313 1. 973 0. 000 0. 569 
Codetermination 0. 390 0. 400 0. 376 0. 337 0. 352 
Tobin´s Q 1. 049 1. 134 0. 908 1. 102 1. 088 
Share price performance 0. 066 0. 029 0. 126 0. 064 0. 065 
ROA 0. 078 0. 077 0. 080 0. 080 0. 079 
ROE 0. 036 0. 035 0. 038 0.. 031 0. 033 
Stake executive board 10. 063 2. 650 21. 705 12. 133 11. 569 
Stake supervisory board 13. 122 14. 021 11. 711 10. 586 11. 278 
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Table 2 

Short-run announcement returns 
This table contains cumulative abnormal returns (CARs) of unforced CEO turnover announcements for different 
event windows (expressed relative to the announcement date t=0). Panel A presents results for the full sample 
(107 observations), while Panel B (C) shows abnormal announcement returns for the subsample of CEOs who 
leave the firm (become member of the supervisory board) (48 and 59 observations, respectively). T-statistics, the 
test statistic proposed by Boehmer et al. (1991), and the non-parametric Corrado (1989) test are reported in 
columns 4, 5, and 6. Asterisks denote statistical significance at the 0.01 (***), 0.05 (**), and 0.10 (*) levels. 

Panel A: All CEO turnover events 

 Pos:Neg CAR t-test Boehmer  
test 

Corrado  
test 

[-30;+30]  54 : 53 0.54% 0.28 0.06 0.34 
[-10;+30]  49 : 48 2.13% 1.35 1.13 1.08 

[-5;+5]  58 : 49 1.26% 1.54 0.33 0.67 
[-1;+5]  53 : 54 -0.33% -0.51 -0.64 -0.29 
[0;+5]  55 : 52 -0.42% -0.70 -0.84 -0.47 
[0;+3]  45 : 62 -0.23% -0.47 -0.65 -0.02 
[0;+1]  46 : 61 -0.36% -1.02 -0.94 0.43 

[0]  60 : 47 -0.31% -1.24 -0.80 0.84 
 
Panel B: CEO leaves the firm 

 Pos:Neg CAR t-test Boehmer  
test 

Corrado  
test 

[-30;+30] 21 : 27 -5.31% -1.81* -1.94* -1.34 
[-10;+30] 24 : 24 -1.30% -0.54 -0.71 -0.54 

[-5;+5] 23 : 25 -0.68% -0.54 -0.56 -0.54 
[-1;+5] 23 : 25 -1.71% -1.72* -0.76 -0.68 
[0;+5] 24 : 24 -1.80% -1.95* -0.97 -0.97 
[0;+3] 17 : 31 -1.14% -1.51* -0.85 -0.53 
[0;+1] 20 : 28 -0.93% -1.74* -0.94 -0.53 

[0] 22 : 26 -0.87% -2.32** -1.15 -0.78 
 
Panel C: CEO becomes supervisory board member 

 Pos:Neg CAR t-test Boehmer  
test 

Corrado  
test 

[-30;+30]  33 : 26 5.30% 2.07** 1.71* 1.55 
[-10;+30]  35 : 24 4.92% 2.35** 2.49** 1.88* 

[-5;+5]  35 : 24 2.84% 2.62*** 1.00 1.34 
[-1;+5]  30 : 29 0.79% 0.91 -0.13 0.16 
[0;+5]  31 : 28 0.70% 0.88 -0.19 0.16 
[0;+3]  28 : 31 0.51% 0.77 -0.04 0.40 
[0;+1]  26 : 33 0.11% 0.24 -0.36 1.01 

[0]  38 : 21 0.16% 0.47 0.02 1.76 
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Table 3 
Long-run announcement returns 

This table contains results of long-run event studies following unforced CEO turnover announcements. 
Abnormal performance is measured for a portfolio of sample firms for up to 12 months following the month of 
the CEO change. Panels A and B present abnormal returns for a calendar-time approach based on the Fama-
French 3-factor and the Carhart 4-factor model, while Panel C contains buy-and-hold returns based on a market-
model approach. Factor information for the German market is obtained from the Centre for Financial Research 
Cologne. The number of observations corresponds to the number of months with a positive number of firms in 
the portfolio. In each month, firms are included in our portfolio "all turnover events (CEO leaves firm/CEO 
becomes board member)" if an unforced CEO turnover has occurred within the previous 12 months (and the 
CEO left the firm or changed to the supervisory board). 

Panel A: 3-Factor Model – Calendar-time 

 Alpha 
(t-statistic) 

Beta 
(t-Statistic) 

SMB 
(t-statistic)  

HML 
(t-Statistic)  

Number of 
observations  

All turnover events -0.006 
(-0.12) 

1.193 
(13.88) 

0.618 
(4.89) 

0.405 
(3.46) 

137 

CEO leaves firm -0.007 
(-1.28) 

0.871 
(7.95) 

0.314 
(2.18) 

0.357 
(2.81) 

118 

CEO becomes board member 0.006 
(1.00) 

1.252 
(12.96) 

0.601 
(4.23) 

0.299 
(2.27) 

137 

 
Panel B: 4-Factor Model – Calendar-time 

 
 

Alpha 
(t-statistic) 

Beta 
(t-Statistic)  

SMB 
(t-statistic)  

HML 
(t-Statistic)  

MOM 
(t-statistic) 

Number of 
observations 

All turnover events 0.003 
(0.51) 

1.072 
(10.84) 

0.519 
(3.96) 

0.435 
(3.76) 

-0.228 
(-2.37) 

137 

CEO leaves firm -0.006 
(-1.02) 

0.832 
(6.76) 

0.281 
(1.86) 

0.369 
(2.88) 

-0.080 
(-0.71) 

118 

CEO becomes 
board member 

0.009 
(1.50) 

1.137 
(10.17) 

0.507 
(3.43) 

0.327 
(2.50) 

-0.215 
(-1.98) 

137 

 
Panel C: Buy-and-Hold Returns 

 BHAR (t-statistic) 
All turnover events 

BHAR (t-statistic) 
CEO leaves firm 

BHAR (t-statistic) 
CEO becomes board 

member 

2 months -1.51% 
(-0.85) 

-4.22% 
(1.82) 

0.74% 
(0.28) 

4 months 1.34% 
(0.48) 

-2.67% 
(-0.66) 

4.67% 
(1.22) 

6 months -0.15% 
(-0.05) 

-4.05% 
(-0.88) 

3.10% 
(0.75) 

8 months 0.81% 
(0.22) 

-4.93% 
(-1.01) 

5.58% 
(1.04) 

10 months 3.98% 
(0.81) 

-2.33% 
(-0.40) 

9.22% 
(1.22) 

12 months 6.96% 
(1.20) 

2.87% 
(0.35) 

10.36% 
(1.26) 
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Table 4 
Operating performance 

This table contains the results of a difference-in-differences analysis of operating performance around CEO 
turnover events. We compare firms in which a former CEO changes to the supervisory board to firms in which a 
retiring CEO leaves the firm. Return on assets (ROA) is defined as income before extraordinary items plus 
interest expenses over total assets. Return on equity is defined as income before extraordinary items over book 
value of equity. Excess ROA and ROE are measured relative to a control group of firms matched on industry, 
size and prior performance. See Fahlenbrach et al. (2011) for details regarding the construction of our measures 
of excess operating performance. The difference-in-differences analysis compares average (excess) ROA and 
ROE under the old CEO (average of years t-2 and t-1) to average (excess) performance under the new CEO 
(years t+1 and t+1, relative to the turnover year (t=0)). The superscript * denotes statistical significance at the 
10% level. 

Panel A: Excess performance 

 Former CEO changes to 
the supervisory board 

 

Former CEO does not 
change to the supervisory 

board  

Difference 

ROA (N=50) (N=35)  
Average excess ROA 
(t-2, t-1)  

0.013 
 

0.017 
 

-0.003 
[-0.006] 

Average excess ROA 
(t+1, t+2)  

0.020 
 

0.029 
 

-0.008 
[-0.014] 

Change in excess ROA 
 

0.007 
[0.009] 

0.012 
[0.014] 

-0.005 
[-0.016] 

 
ROE  (N=48)  (N=33)  
Average excess ROE 
(t-2, t-1)  

0.008 
 

0.017 
 

-0.009 
[-0.008] 

Average excess ROE 
(t+1, t+2)  

0.034 
 

-0.003 
 

0.037 
[0.095] 

Change in excess ROE 
 

0.026 
[0.078] 

-0.020 
[-0.021] 

0.046 
[0.096] 

 

Panel B: Raw performance 

 Former CEO changes to 
the supervisory board 

 

Former CEO does not 
change to the supervisory 

board  

Difference 

ROA (N=52) (N=35)  
Average ROA 
(t-2, t-1)  

0.077 
 

0.074 
 

0.003 
[0.015] 

Average ROA 
(t+1, t+2)  

0.077 
 

0.063 
 

0.014 
[0.014] 

Change in ROA -0.000 
[-0.010] 

-0.011 
[-0.011] 

0.011 
[0.014] 

 
ROE  (N=52)  (N=35)  
Average ROE 
(t-2, t-1)  

0.033 
 

0.041 
 

-0.009 
[-0.013] 

Average ROE 
(t+1, t+2)  

0.034 
 

0.011 
 

0.023 
[0.023] 

Change in ROE 
 

0.001 
[0.009] 

-0.030* 
[-0.016] 

0.032* 
[0.017] 
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Table 5 
Descriptive statistics for director and executive compensation ordered by year (Panel A) and 

by dummy variable for different categories of the composition of the supervisory board  
(Panel B) 

Panel A presents descriptive statistics for director and executive compensation. For each variable, it shows the 
mean, median, standard deviation, and number of observations for selected years from 1998 to 2007 and for the 
entire sample period. The variable director compensation is measured as the total compensation of the 
supervisory board in Euros divided by the number of supervisory board members in the respective year. The 
variable executive compensation is measured as the total compensation of the executive board in Euros divided 
by the number of executive board members in the respective year. A firm–year observation is assigned to 
Former CEO is on board (is chairman/is ordinary board member) if any supervisory board member (the 
chairman of the supervisory board/an ordinary supervisory board member) in the respective year was the CEO of 
the same company in at least one of the previous years between 1987 and 2006 or in 1985 or in 1982. All other 
firm-year observations are assigned to the category No former CEO on board. Panel B contains the mean, 
median, standard deviation and number of observations ordered by dummy variables for the supervisory board 
composition. Values in parentheses in the first three columns correspond to p- and z-values for tests of statistical 
difference in means and median across firm-years assigned to the categories Former CEO is on board (is 
chairman/is ordinary board member) and the category No former CEO on board. The superscripts *, **, and 
*** denote significance differences at the 10%, 5%, and 1% levels, respectively.	  
Panel A 1999 2001 2003 2005 2007 1998–2007 
Director compensation        

  Mean 32,  404 42, 546 40, 085 48, 184 60, 437 43, 853 

  Median 24, 010 25, 250 27, 157 36, 690 43, 333 30, 000 

  Std. dev. 27, 686 67, 578 34, 854 38, 748 49, 675 48, 899 

  Obs. 126 146 145 140 131 1,371 

       
Executive compensation        

  Mean 649, 684 770, 631 902, 040 1,136, 793 1,449, 404 944, 344 

  Median 517, 833 580, 000 656, 000 811, 500 1,140, 925 656, 000 

  Std. dev. 580, 240 720, 443 839, 870 1,161, 696 1,165, 000 907, 752 

  Obs. 122 145 145 140 131 1,359 

 
Panel B                                                                                                Former CEO is 

on board 
Former CEO is 

chairman 
Former CEO is 
ordinary board 

member 

No Former  
CEO  

is on board 
Director compensation  

  Mean 59, 
(7. 

037*** 
24) 

65, 
(7. 

227*** 
61) 

49, 
(2. 

374*** 
77) 

38, 051 

  Median 46, 
(8. 

667*** 
65) 

50, 
(8. 

000*** 
81) 

37, 
(3. 

083*** 
79) 

25, 841 

  Std. dev. 49,  487 54,  772 38, 052 47, 430 

  Obs. 379 231 148 992 

Executive compensation  

  Mean 1202, 
(-6. 

105*** 
61) 

1366, 
(-8. 

321*** 
12) 

945, 
(-1.. 

795 
49) 

844, 659 

  Median 763, 
(5. 

600*** 
65) 

907, 
(6. 

667*** 
59) 

648, 
(1. 

071 
41) 

619, 833 

  Std. dev. 1205,  028 1313,  252 962, 825 739, 380 

  Obs. 379 231 148 980 
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Table 6A  
Determinants of executive compensation 

The table shows the results of fixed effects regressions with per capita executive compensation as the dependent 
variable. The variable executive compensation is measured as the total compensation of the executive board in 
units of €1,000 divided by the number of executive board members in the respective year. The first column 
shows the independent variables. The variable Former CEO is on board (is chairman/is ordinary board member) 
is equal to one, if any supervisory board member (the chairman of the supervisory board/an ordinary supervisory 
board member) in the respective year was the CEO of the same company in at least one of the previous years 
between 1987 and 2006 or in 1985 or in 1982 and zero otherwise. Ln(number of executives) is defined as the 
natural logarithm of the number of executive board members. CEO tenure is defined as the number of years that 
the current CEO has served on the executive board (as either CEO or ordinary member). The variable stake 
executive (supervisory) board measures the percentage of shares held by members of the executive (supervisory) 
board. The variable largest shareholder holds >50% is a dummy that is set to one for all firms with a largest 
shareholder holding at least 50% of the voting equity. A firm is said to be checked if the second largest 
shareholder holds at least 5% of the voting shares at the first tier. The variable codetermination is defined as the 
number of employee representatives divided by the number of supervisory board members in the respective year; 
ln(market capitalization) is defined as the natural logarithm of the total market value of equity; share price 
performance is computed as the annual change in the share price from the previous year, index-adjusted using 
the CDAX performance index; and Tobin’s Q is defined as the market value of equity plus total assets minus the 
book value of equity, divided by total assets. The coefficient for constant is the average value of the fixed effects 
as obtained from Stata 11. Each cell shows the estimated coefficient and t-value (in parentheses). The 
superscripts *, **, and *** denote significance at the 10%, 5%, and 1% levels, respectively. 

 (1) (2) (3) (4) 
Constant 
 

-2433 
(-5 

.39*** 

.24) 
-2437 

(-5 
.19*** 
.22) 

-2587 
(-5 

.68*** 

.55) 
-2595 

(-5 
.44*** 
.55) 

Former CEO on board 
 

124 
(2 

.63** 

.12) 
  145 

(2 
.42** 
.50) 

  

Former CEO is chairman  
 
 126. 

(1 
.96** 
.97) 

  150 
(2 

.99** 

.35) 
Former CEO is ordinary 
board member 

  119 
(1 

.48 

.45) 
 
 
 134 

(1 
.27* 
.68) 

Ln (number of executives) 
 

-479 
(-7 

.67*** 

.29) 
-479 

(-7 
.80*** 
.29) 

-507 
(-7 

.91*** 

.69) 
-508 

(-7 
.11*** 
.69) 

CEO tenure 
 

5 
(1 

.81* 

.83) 
5 

(1 
.83* 
.84) 

6 
(2 

.55** 

.07) 
6 

(2 
.58** 
.07) 

Stake executive board 
 

1 
(0 

.37 

.85) 
1 

(0 
.37 
.85) 

1 
(1 

.81 

.13) 
1 

(1 
.815 
.13) 

Stake supervisory board 
 

4 
(3 

.22*** 

.38) 
4 

(3 
.21*** 
.38) 

4 
(3 

.29*** 

.45) 
4 

(3 
.287*** 
.44) 

Largest shareholder  > 50% 
 

-80 
(-1 

.33 

.46) 
-80 
(-1 

.39 

.46) 
-88 
(-1 

.62 

.61) 
-88 
(-1 

.76 

.61) 
Checked 
 

133 
(2 

.74** 

.26) 
133 

(2 
.66** 
.26) 

137 
(2 

.23** 

.31) 
137 

(2 
.13** 
.30) 

Codetermination -17 
(-0 

.50 

.08) 
-18 
(-0 

.23 

.08) 
-94 
(-0 

.80 

.42) 
-96 
(-0 

.39 

.43) 
Ln(market capitalization) 
 

263 
(7 

.74*** 

.51) 
264 

(7 
.05*** 
.48) 

280 
(8 

.47*** 

.14) 
281 

(8 
.10*** 
.13) 

ROA 
 

541 
(2 

.48** 

.05) 
541 

(2 
.33** 
.05) 

    

Share price performance 
 

    -12 
(-0 

.89 

.43) 
-12 
(-0 

.73 

.42) 
Tobin´s Q  
 

-48 
(-1 

.14* 

.93) 
-48 
(-1 

.18* 

.93) 
-50 
(-1 

.96* 

.93) 
-51 
(-1 

.05* 

.93) 
Year dummies yes yes yes yes 
R² within 0 .332 0 .332 0 .336 0 .336 
R² between 0 .516 0 .516 0 .511 0 .512 
R² overall 0 .444 0 .444 0 .444 0 .445 
N 1287 1287 1281 1281 
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Table 6B  
Determinants of executive compensation 

The table shows the results of fixed effects regressions with per capita executive compensation as the dependent 
variable. The variable executive compensation is measured as the total compensation of the executive board in 
units of €1,000 divided by the number of executive board members in the respective year. The first column 
shows the independent variables. The variable Former CEO is on board (is chairman/is ordinary board member) 
is equal to one, if any supervisory board member (the chairman of the supervisory board/an ordinary supervisory 
board member) in the respective year was the CEO of the same company in at least one of the previous years 
between 1987 and 2006 or in 1985 or in 1982 and zero otherwise. These dummy variables are interacted with 
joint tenure, which measures the average number of years that the former CEO spent together with the current 
executive board member on the executive board. Ln(number of executives) is defined as the natural logarithm of 
the number of executive board members. CEO tenure is defined as the number of years that the current CEO has 
served on the executive board (as either CEO or ordinary member). The variable stake executive (supervisory) 
board measures the percentage of shares held by members of the executive (supervisory) board. The variable 
largest shareholder holds >50% is a dummy that is set to one for all firms with a largest shareholder holding at 
least 50% of the voting equity. A firm is said to be checked if the second largest shareholder holds at least 5% of 
the voting shares at the first tier. The variable codetermination is defined as the number of employee 
representatives divided by the number of supervisory board members in the respective year; ln(market 
capitalization) is defined as the natural logarithm of the total market value of equity; share price performance is 
computed as the annual change in the share price from the previous year, index-adjusted using the CDAX 
performance index; and Tobin’s Q is defined as the market value of equity plus total assets minus the book value 
of equity, divided by total assets. The coefficient for constant is the average value of the fixed effects as obtained 
from Stata 11. Each cell shows the estimated coefficient and t-value (in parentheses). The superscripts *, **, and 
*** denote significance at the 10%, 5%, and 1% levels, respectively. 

 (5) (6) (7) (8) 
Constant 
 

-2436 
(5 

.82*** 

.25) 
-2441 

(-5 
.55*** 
.25) 

-2588 
(-5 

.84*** 

.56) 
-2591 

(-5 
.60*** 
.56) 

Former CEO on board* 
joint tenure 

39 
(2 

.23** 

.48) 
  42 

(2 
.22*** 
.76) 

 
 
 

Former CEO is chairman* 
joint tenure 

  39 
(2 

.93** 

.36) 
 
 
 44 

(2 
.92*** 
.69) 

Former CEO is ordinary 
board member*joint tenure 

  25 
(0 

.99 

.97) 
 
 
 25 

(1 
.82 
.04) 

Ln (number of executives) 
 

-473 
(-7 

.62*** 

.22) 
-472 

(-7 
.85*** 
.20) 

-500 
(-7 

.34*** 

.59) 
-498 

(-7 
.92*** 
.57) 

CEO tenure 
 

5 
(1 

.22* 

.71) 
5 

(1 
.10* 
.67) 

5 
(1 

.73* 

.88) 
5 

(1 
.57* 
.83) 

Stake executive board 
 

1 
(0 

.35 

.85) 
1 

(0 
.40 
.87) 

1 
(1 

.77 

.10) 
1 

(1 
.83 
.14) 

Stake supervisory board 
 

4 
(3 

.32*** 

.48) 
4 

(3 
.33*** 
.48) 

4 
(3 

.42*** 

.57) 
4 

(3 
.42*** 
.56) 

Largest shareholder  > 50% 
 

-77 
(-1 

.85 

.42) 
-78 
(-1 

.17 

.42) 
-86 
(-1 

.87 

.58) 
-87 
(-1 

.27 

.58) 
Checked 
 

132 
(2 

.70** 

.25) 
128 

(2 
.73** 
.17) 

135 
(2 

.31** 

.28) 
130 

(2 
.29** 
.19) 

Codetermination -39 
(-0 

.41 

.18) 
-49 
(-0 

.11 

.23) 
-119 

(-0 
.81 
.53) 

-133 
(-0 

.19 

.59) 
Ln(market capitalization) 
 

264 
(7 

.86*** 

.55) 
265 

(7 
.61*** 
.56) 

281 
(8 

.92*** 

.19) 
282 

(8 
.53*** 
.20) 

ROA 
 

550 
(2 

.24** 

.09) 
545 

(2 
.74** 
.07) 

  
 

   
 

Share price performance 
 

    -10 
(-0 

.15 

.34) 
-9 

(-0 
.65 
..32) 

Tobin´s Q  
 

-50 
(-2 

.73** 

.04) 
-50 
(-2 

.79** 

.04) 
-53 
(-2 

.91** 

.04) 
-54 
(-2 

.20** 

.05) 
Year dummies yes yes yes yes 
R² within 0 .331 0 .333 0 .337 0 .337 
R² between 0 .535 0 .535 0 .535 0 .535 
R² overall 0 .457 0 .457 0 .460 0 .460 
N 1287 1287 1281 1281 
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Table 7 
Director and executive compensation: Difference in differences 

This table shows the levels and changes of director and executive compensation around unforced CEO turnovers 
using the difference-in-differences methodology. Based on press releases and additional news coverage, CEO 
turnovers are categorized into forced and unforced turnovers. Before corresponds to the average per capita 
executive (director) compensation (in €) in the last two years of the CEO under consideration on the executive 
board, whereas after refers to the average per capita executive (director) compensation (in €) in the five years 
following the CEO turnover. All firms whose former CEO transfers to the supervisory board (becomes the 
chairman of the supervisory board/becomes an ordinary supervisory board member) are defined as the treatment 
group, whereas all firms whose retiring CEO leaves the firm are defined as the control group. The third row 
shows the difference in director or executive compensation before and after CEO turnover. The third column 
gives the differences between the treatment and control groups before and after CEO turnover and the difference 
between the differences in executive or director compensation before and after CEO turnover for the treatment 
and control groups. The mean is reported for each table cell. For the third row and third column, t-tests are used 
to test if the mean difference is significantly different from zero. The superscripts *, **, and *** denote 
significance at the 10%, 5%, and 1% levels, respectively. Panel A (B) contains the analysis for executive 
(director) compensation. 

Panel A:  
Executive compensation 

 Treatment group  
(1) 

Control group 
(2) 

Difference 
(3) 

CEO changes to the board   

  Before  1020, 818 707, 939 312, 879 

  After  1568, 073 990, 482 577, 591** 

  Difference  547, 255*** 282, 543*** 264, 711 

CEO becomes chairman  

  Before  1211, 208 707, 939 503, 269* 

  After  1760, 873 990, 482 770, 390* 

  Difference  549, 665*** 282, 543*** 267, 122 

CEO becomes ordinary board member  

  Before  735, 233 707, 939 27, 294 

  After  1278, 873 990, 482 288, 391 

  Difference  543, 640*** 282, 543*** 261, 097 

 
Panel B:  
Director compensation 

 Treatment group  
(1) 

Control group 
(2) 

Difference 
(3) 

CEO changes to the  board  

  Before  53, 104 28, 179 24, 924*** 

  After  78, 518 44, 409 34, 109*** 

  Difference  25, 414*** 16, 229*** 9, 185 

CEO becomes chairman  

  Before  57, 172 28, 179 28, 992*** 

  After  81, 624 44, 409 37, 215*** 

  Difference  24, 452*** 16, 229*** 8, 223 

CEO becomes ordinary board member  

  Before  46, 643 28, 179 18, 463*** 

  After  73, 584 44, 409 29, 175** 

  Difference  26, 941*** 16, 229*** 10, 712 
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Table 8 
Determinants of executive compensation: Difference in differences 

This table shows the results of fixed effects regressions using the difference-in-differences methodology with per 
capita executive compensation as the dependent variable and the last two years prior to and the first five year 
following unforced CEO turnovers as observations. The variable executive compensation is measured as the total 
compensation of the executive board in units of €1,000 divided by the number of executive board members. The 
first column shows the independent variables. The variable post is equal to one for observations in the two-year 
period prior to the CEO turnover, and zero otherwise. Post*treatment measures the difference between the 
differences of executive compensation before and after CEO turnover for the treatment and control groups. The 
control group consists of all firms whose former CEO leaves the firm. For columns 1 (2/3) the treatment group 
consists of all firms whose former CEO transfers to the supervisory board (becomes the chairman of the 
supervisory board/becomes an ordinary supervisory board member). Ln(number of executives) is defined as the 
natural logarithm of the number of executive board members. CEO tenure is defined as the number of years that 
the current CEO has served on the executive board (as either CEO or ordinary member). The variable largest 
shareholder holds >50% is a dummy that is set to one for all firms with a largest shareholder holding at least 
50% of the voting equity. A firm is said to be checked if the second largest shareholder holds at least 5% of the 
voting shares at the first tier. The variable codetermination is defined as the number of employee representatives 
divided by the number of supervisory board members in the respective year; the variable stake executive 
(supervisory) board measures the percentage of shares held by members of the executive (supervisory) board; 
ln(market capitalization) is defined as the natural logarithm of the total market value of equity; share price 
performance is computed as the annual change in the share price from the previous year, index-adjusted using 
the CDAX performance index; and Tobin’s Q is defined as the market value of equity plus total assets minus the 
book value of equity, divided by total assets. The coefficient for constant is the average value of the fixed effects 
as obtained from Stata 11. Each cell shows the estimated coefficient and t-value (in parentheses). The 
superscripts *, **, and *** denote significance at the 10%, 5%, and 1% levels, respectively. 

 Former CEO changes to  
the supervisory board 

Former CEO becomes  
chairman of the board 

Former CEO becomes  
ordinary board member 

 (1) (2) (3) 
Constant 
 

-276 
(-0 

.88 

.16) 
-2632 

(-1 
.88 
.17) 

884 
(0 

.83 

.58) 
Post 
 

-20 
(-0 

.61 

.12) 
5 

(0 
.45 
.03) 

-167 
(-0 

.88 

.75) 
Post*treatment 
 

217 
(1 

.53 

.47) 
300 

(2 
.99** 
.09) 

216 
(1 

.12 

.06) 
Ln(number of executives) 
 

-625 
(-3 

.85*** 

.99) 
-536 

(-3 
.06*** 
.48) 

-816 
(-3 

.27*** 

.67) 
CEO tenure 
 

14 
(2 

.66** 

.31) 
21 
(3 

.48*** 

.54) 
-3 

(-0 
.87*** 
.33) 

Largest shareholder holds >50% 377 
(3 

.32*** 

.20) 
382 

(3 
.44*** 
.34) 

320 
(1 

.82** 

.97) 
Checked 
 

-40 
(-0 

.92 

.33) 
-54 
(-0 

.32 

.41) 
67 
(0 

.44 

.44) 
Codetermination 
 

182 
(0 

.72 

.35) 
545 

(1 
.53 
.11) 

-496 
(-0 

.39 

.55) 
Stake executive board 
 

0 
(0 

.43 

.10) 
-2 

(-0 
.78 
.60) 

3 
(0 

.19 

.46) 
Stake supervisory board 
 

-0 
(-0 

.97 

.35) 
-3 

(-1 
.33 
.06) 

-1 
(-0 

.97 

.55) 
Ln (market capitalization) 
 

70 
(0 

.27 

.99) 
169 

(1 
.20* 
.72) 

79 
(0 

.70 

.81) 
Share price performance 
 

103 
(1 

.53 

.06) 
144 

(1 
.86 
.39) 

64 
(0 

.03 

.49) 
Tobin´s Q 
 

50 
(0 

.00 

.86) 
50 
(0 

.55 

.94) 
98 
(0 

.75 

.71) 
Year dummies yes yes yes 
R² within 0 .354 0 .426 0 .318 
R² between 0 .000 0 .300 0 .115 
R² overall 0 .046 0 .311 0 .001 
N 413    301 238 
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Table 9 
Determinants of director compensation 

This table shows the results of fixed effects regressions with per capita director compensation as the dependent 
variable. The variable director compensation is measured as the total compensation of the executive board in 
units of €1,000 divided by the number of executive board members in the respective year. The first column 
shows the independent variables. The variable Former CEO is on board (is chairman/is ordinary board 
member)is equal to one, if any supervisory board member (the chairman of the supervisory board/an ordinary 
supervisory board member) in the respective year was the CEO of the same company in at least one of the 
previous years between 1987 and 2006 or in 1985 or in 1982 and zero otherwise. Ln(number of directors) is 
defined as the natural logarithm of the number of supervisory board members. The variable largest shareholder 
holds >50% is a dummy that is set to one for all firms with a largest shareholder holding at least 50% of the 
voting equity, and zero otherwise. The variable stake executive (supervisory) board measures the percentage of 
shares held by members of the executive (supervisory) board. A firm is said to be checked if the second largest 
shareholder holds at least 5% of the voting shares at the first tier. The variable codetermination is defined as the 
number of employee representatives divided by the number of supervisory board members in the respective year; 
board meetings is measured as the number of board meetings in the respective year; ln(market capitalization) is 
defined as the natural logarithm of the total market value of equity; ROA is calculated as the ratio of earnings 
before interest and taxes to total assets; share price performance is computed as the annual change in the share 
price from the previous year, index-adjusted using the CDAX performance index and Tobin’s Q is defined as the 
market value of equity plus total assets minus the book value of equity, divided by total assets.	  The coefficient 
for constant is the average value of the fixed effects as obtained from Stata 11. Each cell shows the estimated 
coefficient and t-value (in parentheses). The superscripts *, **, and *** denote significance at the 10%, 5%, and 
1% levels, respectively. 

 (1) (2) (3) (4) 
Constant 
 

-51 
(-1 

.75 

.21) 
 -59 
(-1 

.54 

.39) 
 -65 
(-1 

.88 

.50) 
 -73 
(-1 

.42* 

.67) 
Former CEO on board 
 

 4 
(0 

.01 

.89) 
    4 

(1 
.64 
.03) 

   

Former CEO is chairman 
 

   8  
(1 

.45* 

.69) 
   9  

(1 
.57* 
.89) 

Former CEO is ordinary 
board member 

  -5 
(-0 

.64 

.87) 
  -5 

(-0 
.15 
.80) 

Ln (number of directors) 
 

 -1 
(-0 

.01 

.11) 
 -0 
(-0 

.28 

.03) 
 0 
(0 

.60 

.06) 
 1 
(0 

.30 

.14) 
Largest shareholder holds 
>50% 

 6 
(1 

.33 

.41) 
 6 
(1 

.25 

.39) 
 5 
(1 

.05 

.10) 
 4 
(1 

.97 

.09) 
Stake executive board 
 

 0 
(0 

.08 

.69) 
 0 
(0 

.09 

.71) 
0  

(0 
.10 
.73) 

 0 
(0 

.10 

.76) 
Stake supervisory board 
 

 -0 
(0 

.08 

.69) 
 -0 
(-0 

.09 

.85) 
 -0 
(-0 

.08 

.78) 
 -0 
(-0 

.09 

.85) 
Checked 
 

 -3 
(-0 

.21 

.67) 
 -3 
(-0 

.47 

.72) 
 -2 
(-0 

.52 

.52) 
 -2 
(-0 

.70 

.55) 
Codetermination 
 

 -32 
(-1 

.79 

.64) 
 -36 
(-1 

.00* 

.80) 
 -37 
(-1 

.09* 

.75) 
 -40 
(-1 

.48* 

.91) 
Board meetings 
 

 0 
(0 

.70 

.79) 
 0 
(0 

.71 

.79) 
 0 
(0 

.43 

.49) 
 0 
(0 

.43 

.48) 
Ln (market capitalization) 
 

 6 
(2 

.40** 

.35) 
 6 
(2 

.94** 

.54) 
 7 
(2 

.43*** 

.67) 
 7 
(2 

.96*** 

.86) 
ROA 
 

 29 
(1 

.05 

.35) 
 29 
(1 

.65 

.38) 
      

Share price performance       -0 
(-0  

.06 

.02) 
0 

(0  
.08 
.03) 

Tobin´s Q 
 

 -2 
(-1 

.42 

.25) 
 -2 
(-1 

.43 

.26) 
 -1 
(-0 

.43 

.70) 
 -1 
(-0 

.44 

.71) 
Year dummies yes yes yes yes 
R² within 0 .070 0 .073 0 .067 0 .071 
R² between 0 .308 0 .311 0 .332 0 .328 
R² overall 0 .184 0 .193 0 .200 0 .204 
N 1198 1198 1195 1195 
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Table 10 
Determinants of director compensation: Difference in differences 

This table shows the results of fixed effects regressions using the difference-in-differences methodology with per 
capita director compensation as the dependent variable and the last two years prior to and the first five year 
following unforced CEO turnovers as observations. The variable director compensation is measured as the total 
compensation of the supervisory board in units of €1,000 divided by the number of supervisory board members. 
The first column shows the independent variables. The variable post is equal to one for observations in the two-
year period prior to the CEO turnover, and zero otherwise. Post*treatment measures the difference between the 
differences of executive compensation before and after CEO turnover for the treatment and control groups. The 
control group consists of all firms whose former CEO leaves the firm. For columns 1 (2/3) the treatment group 
consists of all firms whose former CEO transfers to the supervisory board (becomes the chairman of the 
supervisory board/becomes an ordinary supervisory board member). Ln(number of directors) is defined as the 
natural logarithm of the number of supervisory board members. The variable largest shareholder holds >50% is 
a dummy that is set to one for all firms with a largest shareholder holding at least 50% of the voting equity, and 
zero otherwise. The variable stake executive (supervisory) board measures the percentage of shares held by 
members of the executive (supervisory) board. A firm is said to be checked if the second largest shareholder 
holds at least 5% of the voting shares at the first tier. The variable codetermination is defined as the number of 
employee representatives divided by the number of supervisory board members in the respective year; ln(market 
capitalization) is defined as the natural logarithm of the total market value of equity; share price performance is 
computed as the annual change in the share price from the previous year, index-adjusted using the CDAX 
performance index and Tobin’s Q is defined as the market value of equity plus total assets minus the book value 
of equity, divided by total assets.	  The coefficient for constant is the average value of the fixed effects as obtained 
from Stata 11. Each cell shows the estimated coefficient and t-value (in parentheses). The superscripts *, **, and 
*** denote significance at the 10%, 5%, and 1% levels, respectively. 

 Former CEO changes to  
the supervisory board 

Former CEO becomes  
chairman of the board 

Former CEO becomes  
ordinary board member 

 (1)  (2) (3) 
Constant 
 

-124 
(-1 

.74 

.47) 
-192 

(-2 
.94** 
.26) 

-20 
(-0 

.42 

.25) 
Post 
 

-2 
(-0 

.68 

.33) 
2 

(0 
.91 
.44) 

3 
(0 

.30 

.31) 
Post*treatment 
 

7 
(1 

.11 

.00) 
8 

(1 
.69 
.42) 

2 
(0 

.93 

.30) 
Ln(number of directors) 
 

-0 
(-0 

.73 

.05) 
8 

(0 
.89 
.68) 

3 
(0 

.28 

.13) 
Largest shareholder holds >50% -6 

(-1 
.17 
.07) 

-3 
(-0 

.74 

.75) 
-6 

(-0 
.08 
.76) 

Stake executive board 
 

0 
(1 

.25 

.20) 
0 

(1 
.28 
.38) 

0 
(0 

.27 

.78) 
Stake supervisory board 
 

-0 
(-0 

.07 

.49) 
0 

(0 
.02 
.13) 

-0 
(-0 

.12 

.63) 
Checked 
 

3 
(0 

.59 

.60) 
7 

(1 
.56 
.33) 

4 
(0 

.88 

.64) 
Codetermination 
 

-41 
(-1 

.37 

.52) 
-35 
(-1 

.27 

.56) 
-60 
(-1 

.97 

.21) 
Ln (market capitalization) 
 

8 
(2 

.16*** 

.57) 
10 
(3 

.07*** 

.00) 
4 

(1 
.99 
.19) 

Share price performance 
 

0 
(0 

.05 

.01) 
-3 

(-0 
.49 
.85) 

-0 
(-0 

.08 

.01) 
Tobin´s Q 
 

-0 
(-0 

.50 

.17) 
0 

(0 
.41 
.17) 

3 
(0 

.46 

.63) 
Year dummies yes yes yes 
R² within 0 .257 0 .411 0 .181 
R² between 0 .412 0 .554 0 .145 
R² overall 0 .363 0 .521 0 .159 
N 427 315 252 
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