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Seven Myths of CEO Succession

IntroductIon

The chief executive officer of a company is respon-
sible for a long list of decisions that impact corpo-
rate performance, including strategy, organizational 
design, and incentives. He or she also brings to bear 
a managerial and leadership style that has a consid-
erable influence on workplace productivity and cul-
ture. As such, many believe that the selection of the 
CEO is the single most important decision that a 
board of directors can make. In recent years, several 
high profile transitions at major corporations such 
as Procter & Gamble, Microsoft and JC Penney 
have cast a spotlight on succession and called into 
question the reliability of the process that compa-
nies use to identify and develop future leaders. We 
examine seven common misconceptions relating to 
CEO succession. 

Myth #1: coMpanIes Know who the next 

ceo wIll Be

Every year, approximately 10 to 15 percent of com-
panies change CEOs either because of retirement, 
recruitment to another firm, resignation following 
poor performance, or for health-related issues.1 For 
this reason, shareholders expect that companies 
have a chosen successor identified at all times to 
immediately assume the CEO position should the 
need arise. Unfortunately, research data indicates 
that this is often not the case. According to a 2010 
study by Heidrick & Struggles and the Rock Cen-
ter for Corporate Governance at Stanford Universi-
ty, only 54 percent of companies state that they are 
grooming a specific successor to the CEO position, 
and 39 percent claim to have no viable internal can-
didates to permanently replace the CEO if required 
to do so immediately. Companies estimate that it 

By david f. larcker, stephen a. Miles, and Brian tayan 

March 19, 2014

would take 90 days on average to name a perma-
nent successor.2 These results are surprising, given 
the importance that reliable succession planning 
has on corporate performance. For example, Behn, 
Dawley, Riley, and Yang (2006) find that corporate 
performance is inversely correlated with the length 
of the succession period (i.e., the longer it takes a 
company to name a successor, the worse it subse-
quently performs relative to peers).3

Myth #2: there Is one Best Model for suc-

cessIon

There are four general approaches to selecting a 
CEO:

•	 CEO-in-Waiting. The company promotes a 
leading candidate to the position of president 
or chief operating officer where he or she is 
groomed to eventually become the CEO. This 
approach allows the board to observe first-hand 
how an executive performs when given CEO-
level responsibility before having to commit to 
the appointment.

•	 Internal Development. The company identifies 
potential internal candidates and establishes a 
development plan for each. In time, the most 
promising (viable) candidate is promoted to 
CEO. This approach allows the company to 
groom and evaluate multiple executives before 
settling on a favorite.4

•	 External Recruit. The company recruits an ex-
ecutive from outside the organization. This ap-
proach is preferable when the company lacks 
qualified internal talent, or the company is in 
a turnaround situation that requires significant 
strategic, operating, or financial change.
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•	 Inside-Outside Approach. The company com-
bines an internal development plan with an ex-
ternal search. This approach allows the company 
to compare leading internal candidates against 
the external market and select the most qualified 
individual.

There are tradeoffs to each of these approaches. The 
correct model for a given company will depend on 
a variety of factors, including its current strategic 
and operating condition, the quality of the senior 
management team, the reliability of its internal 
talent development program, and the quality and 
availability of external talent. One reason that com-
panies fall short at succession planning is that they 
often select the wrong model for their current situ-
ation. For example, a director with previous succes-
sion experience at Company A will advocate that 
Company B adopt the same model even when its 
situation calls for a different approach. Further-
more, the board and management often underes-
timate the difficulty, time, and cost of succession. 
Succession is a process not an event, and irrespec-
tive of the specific model that the board adopts, it is 
important that the process is managed well.

Myth #3: the ceo should pIcK a successor

Succession planning involves two distinct activities. 
The first is the identification and development of 
candidates. The second is the selection of a succes-
sor. Many people associate “succession planning” 
with the selection event, but the majority of the 
work takes place identifying and grooming candi-
dates before the selection event takes place. Because 
the CEO tends to be heavily involved in the devel-
opment of these individuals, the board often defers 
to the CEO in the choice of his or her successor. 
This is particularly true when the outgoing CEO 
has had a successful career.5

 There are several reasons, however, why the CEO 
should not be responsible for choosing a successor. 
First, the board has a fiduciary duty to make this 
decision. Even though the CEO has considerable 
direct knowledge of the candidates and their capa-
bilities, it is the responsibility of the board, as repre-
sentatives of the shareholders, to make this decision 
in an independent and objective manner. Second, 
the CEO does not have the same perspective on 

the company as the board. The board is responsible 
for future performance and strategy, while the CEO 
has devised the current strategy and has a vested 
interest in its continuance. The board needs to de-
termine whether future operating conditions will 
require a change in direction and a leader with a 
different perspective and skill set than the current 
CEO. Finally, the CEO is not always objective in 
the evaluation of talent, having biases and prefer-
ences that have built up over many years of working 
closely with certain individuals. He or she might 
advocate on behalf of a favored colleague or ob-
struct a disfavored colleague even though this is not 
in the best interest of the organization (see Exhibit 
1). The CEO should advise on succession, but the 
final decision rests with the board.

Myth #4: successIon Is prIMarIly a “rIsK Man-

ageMent” Issue

A fourth myth is that CEO succession planning is 
primarily a “risk management” issue. This perspec-
tive is summarized by the Securities and Exchange 
Commission:

One of the board’s key functions is to provide for 
succession planning so that the company is not 
adversely affected due to a vacancy in leadership. 
Recent events have underscored the importance 
of this board function to the governance of the 
corporation. We now recognize that CEO suc-
cession planning raises a significant policy issue 
regarding the governance of the corporation that 
transcends the day-to-day business matter of 
managing the workforce.6

While it is true that failure to plan for a change 
in leadership exposes an organization to consider-
able downside risk, succession planning affords 
companies the opportunity to build (and not just 
preserve) value. Successful companies map their 
succession plans to a forward-looking view of the 
organization. They identify critical positions, in-
cluding members of the senior management team 
and below. Leadership and operating skills are de-
termined for each position, and every executive is 
benchmarked against these skills. Development 
plans are crafted for each, and potential successors 
are identified. At its best, succession planning is as 
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much success-oriented as it is risk-oriented. While 
risk management is an important element of suc-
cession planning, the primary focus should remain 
on building shareholder value (see Exhibit 2).

Myth #5: Boards Know how to evaluate 

ceo talent

Another myth of CEO succession is that boards 
know how to evaluate CEO talent. In practice, 
boards are not always adept at evaluating the cur-
rent CEO or potential successors. For example, a 
2013 survey by The Miles Group and the Rock 
Center for Corporate Governance finds that CEO 
performance evaluations place considerable weight 
on financial performance (such as accounting, op-
erating, and stock price results) and not enough 
weight on the nonfinancial metrics (such as em-
ployee satisfaction, customer service, innovation, 
and talent development) that have proven correla-
tion with the long-term success of organizations. 
Furthermore, a significant percentage of directors 
(21 percent) report having only moderate or little 
understanding of the strengths and weaknesses of 
the current CEO, while over a third of CEOs (35 
percent) do not believe that the performance evalu-
ation process is a meaningful exercise.7

 The board of directors is also generally not very 
skilled at evaluating potential CEO candidates. 
With external candidates, boards tend to put con-
siderable weight on financial track records and per-
ceived “leadership qualities,” without enough con-
sideration of how the operating conditions of the 
two companies might differ or how the executive’s 
leadership style might translate to a new environ-
ment. Similarly, internal candidates who are un-
tested and unproven in a CEO role are even more 
difficult to evaluate (see below). As a result, boards 
often take a “rearview mirror” approach in choos-
ing a successor: if the outgoing CEO was successful, 
they gravitate to a candidate (internal or external) 
with similar skills and characteristics; if the outgo-
ing CEO was unsuccessful, they gravitate toward 
someone starkly different. Deep experience and a 
rigorous, thoughtful process help to mitigate these 
tendencies.

Myth #6: Boards prefer Internal candIdates

Most newly appointed CEOs are internal execu-
tives. According to Spencer Stuart, 74 percent of 
CEO transitions among S&P 500 companies dur-
ing the ten year period 2004-2013 involved an in-
ternal replacement (see Exhibit 3). Research shows 
that companies that promote insiders to the CEO 
role tend to perform better, on average, than com-
panies that recruit external replacements.8 As such, 
many shareholders and stakeholders believe that 
boards prefer internal candidates. 
 However, this is often not the case. First, inter-
nal candidates have never actually been CEO. No 
amount of observation, coaching, and development 
will give the board 100 percent assurance that an 
untested executive can handle the complete respon-
sibility until he or she assumes the role.9 Second, 
directors tend to view insiders as junior executives 
and therefore less qualified than external candi-
dates that currently have CEO experience. They 
often forget that all CEOs had to work their way 
up through the ranks and at some point make the 
leap to the CEO level. Finally, directors do not have 
sufficient exposure to senior executives below the 
CEO, making it difficult to accurately assess their 
capacity for leadership and growth. According to 
one survey, only slightly more than half of directors 
understand the strengths and weaknesses of the se-
nior executive team “extremely” or “very well.” Less 
than a quarter of directors (23 percent) formally 
participate in senior executive performance reviews, 
and only 7 percent act as a professional mentor to 
these individuals (see Exhibit 4).10 Without more 
regular exposure, it is difficult for the board to fully 
appreciate the leadership potential of internal can-
didates.

Myth #7: Boards want a feMale or MInorIty 

ceo

A final misconception about succession is that 
boards truly want to recruit a female or ethnic mi-
nority executive to the CEO position. “Diversity” 
ranks high on the list of attributes that board mem-
bers formally look for in CEO candidates, and yet 
female and ethnic minorities continue to have low 
representation among actual CEOs. For example, 
only 5 percent of CEOs of Fortune 500 companies 
are women and 1 percent African-American.11
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 It is unclear why diversity candidates are not 
more regularly selected for the CEO role. Inter-
views with executive recruiters indicate that female 
executives and executives with ethnic backgrounds 
might exhibit leadership styles that are different 
from what directors are used to seeing. In making a 
final decision, it might be that boards are more com-
fortable selecting an executive whose behavioral at-
tributes more closely match personal stereotypes of 
CEO leadership. There is some empirical support 
for this explanation. Rudman and Glick (1999) 
find that female executives are evaluated negatively 
for exhibiting traits that, in a man, are seen as posi-
tive (such as being action-oriented, decisive, and 
leader-like).12 Professor Deborah Gruenfeld of the 
Stanford Graduate School of Business explains that 
people prefer behavior that is consistent with per-
ceived roles or stereotypes and are uncomfortable 
with behavior that is inconsistent with these. Wom-
en who are perceived as displaying masculine lead-
ership traits are seen as violating expected norms of 
behavior, while at the same time, women who are 
perceived as displaying feminine traits are judged as 
less competent than male counterparts. This dou-
ble-edged sword might work against successful fe-
male executives.13 Similar dynamics are potentially 
in play when it comes to evaluating executives who 
are ethnic minorities.

why thIs Matters

1. A viable succession plan is critical to the long-
term success of any organization. To be effective, 
succession planning should be a continuous and 
ongoing activity rather than a one-time decision 
that is required when a CEO resigns or is fired. 
Succession is a process rather than an event. Why 
aren’t more companies prepared for a change at 
the top? What organizational and cultural im-
pediments stand in the way?

2. The board of directors, and not the CEO, is 
responsible for driving the succession process 
at companies. While recent regulatory changes 
have helped to focus attention on the need for 
boards to develop a viable succession plan, more 
work can be done. For example, survey data sug-
gests that boards are not very knowledgeable 
about the qualifications and leadership skills of 

internal candidates. Why not? Wouldn’t direc-
tors make better hiring decision if they were? 
Would the board be more likely to promote 
an internal candidate rather than look outside? 
Would they be more likely to promote female 
and minority candidates? 

3. Board composition matters. Boards need to 
ensure that they have directors with succession 
experience who can work with management to 
establish best practices for succession planning 
and talent management. How many succession 
processes should a director participate in before 
he or she is considered “qualified” to lead one? Is 
there a difference between participating in a suc-
cession process as a CEO and as a director? How 
does the perspective change? 

1 Ken Favaro, Per-Ola Karlsson, and Gary Nielson, CEO Succession 
Report, Booz & Co. (2012). 

2 Heidrick & Struggles and the Rock Center for Corporate Gover-
nance at Stanford University, 2010 CEO Succession Planning Sur-
vey, (2010).

3 Bruce K. Behn, David D. Dawley, Richard Riley, and Ya-wen 
Yang, “Deaths of CEOs: Are Delays in Naming Successors and In-
sider/Outsider Succession Associated with Subsequent Firm Perfor-
mance?” Journal of Managerial Issues (Spring 2006).

4 There are two varieties of the internal development model. In the 
first, a formal competition (or “horse race”) is established between 
leading internal candidates. The classic example is General Electric, 
where three senior executives (Jeffrey Immelt, Robert Nardelli, and 
James McNerney) were identified as potential successors to outgoing 
CEO Jack Welch before Immelt was given the job. Because the for-
mal horse race invites considerable outside scrutiny, fewer companies 
today designate a formal competition. Instead, companies identify 
promising executives and assign development plans to each without 
a formal designation that they are competing for the CEO job. This 
approach reduces scrutiny and increases the chance that a company 
can retain the executives who “lose out” in the race. For example, 
Intel and General Motors both employed this model in recent years, 
and each successfully retained several of the executives who were not 
given the CEO job. By contrast, Nardelli and McNerney both re-
signed from GE shortly after losing out to Immelt.

5 For example, a recent Wall Street Journal about succession at the Walt 
Disney Company says that, given the successful tenure of CEO Rob-
ert Iger, “whomever Mr. Iger… endorses as his favored successor will 
likely have a strong shot at earning the approval of Disney’s board 
as well.” See: Ben Fritz and Joann S. Lublin, “Who Will Replace 
Iger? Disney CEO Battle Looms,” The Wall Street Journal (March 15, 
2014).

6 SEC Staff Legal Bulletin 14E (CF), “Shareholder Proposals,” (Oct. 
27, 2009). Available at: http://www.sec.gov/interps/legal/cf-
slb14e.htm.

7 The Miles Group and the Rock Center for Corporate Governance 
at Stanford University, 2013 CEO Performance Evaluation Survey, 
(2013).

8 Note that research results might be confounded by the fact that 
companies that require external CEOs tend to be in worse financial 
condition. See: Ken Favaro, Per-Ola Karlsson, and Gary L. Neilson 
2010, “CEO Succession 2000-2009: A Decade of Convergence and 

http://www.sec.gov/interps/legal/cfslb14e.htm
http://www.sec.gov/interps/legal/cfslb14e.htm


stanford closer look series  5

seven myths of ceo succession

Compression,” Booz & Company Inc., strategy+business (Summer 
2010); and Mark R. Huson, Paul H. Malatesta, and Robert Parrino, 
“Managerial Succession and Firm Performance,” Journal of Financial 
Economics (2004).

9 Directors often mistakenly use the phrase “ready now” to describe an 
idea candidate, when, by definition, an internal candidate cannot be 
“ready now.” Instead, “viability” is a better litmus test for evaluating 
successors.

10 The Conference Board, The Institute of Executive Development, 
and the Rock Center for Corporate Governance at Stanford Uni-
versity, “How Well Do Corporate Directors Know Senior Manage-
ment?” The Conference Board Governance Center, Director Notes 
(2014).

11 See: “A Look at 23 Women CEOs Running Fortune 500 Firms,” 
The Associated Press (December 10, 2013); and “African American 
Chairman & CEO of Fortune 500 Companies,” BlackEntrepreneur-
Profile.com (March 11, 2014).

12 Laurie A. Rudman and Peter Glick, “Feminized Management and 
Backlash toward Agentic Women,” Journal of Personality and Social 
Psychology (1999).

13 Deborah Gruenfeld, “Having Power and Influence,” (June 4, 2013), 
Available at: http://www.trendhunter.com/keynote/body-lan-
guage-speech.

 

david larcker is director of the corporate Governance 

research initiative at the stanford Graduate school of 

Business and senior faculty member at the rock center 

for corporate Governance at stanford University. stephen 

Miles is founder and chief executive officer of the Miles 

Group. Brian tayan is a researcher with stanford’s corpo-

rate Governance research initiative. larcker and tayan are 

coauthors of the books A Real Look at Real World Cor-

porate Governance and Corporate Governance Matters. 

the authors would like to thank Michelle e. Gutman for 

research assistance in the preparation of these materials.

the stanford closer look series is a collection of short 

case studies that explore topics, issues, and controver-

sies in corporate governance and leadership. the closer 

look series is published by the corporate Governance 

research initiative at the stanford Graduate school 

of Business and the rock center for corporate Gover-

nance at stanford University. for more information, visit:  

http://www.gsb.stanford.edu/cldr. 

copyright © 2014 by the Board of trustees of the leland 

stanford Junior University. all rights reserved. 

http://www.trendhunter.com/keynote/body-language-speech
http://www.trendhunter.com/keynote/body-language-speech
http://www.amazon.com/Real-World-Corporate-Governance-ebook/dp/B00DXQ0EC2/
http://www.amazon.com/Real-World-Corporate-Governance-ebook/dp/B00DXQ0EC2/


stanford closer look series  6

seven myths of ceo succession

exhIBIt 1 — sIx coMMon ceo BehavIors durIng successIon

source: david f. larcker and stephen a. Miles (2011), cited in: david f. larcker and Brian tayan, Corporate Governance Mat-

ters: A Closer Look at Organizational Choices and Their Consequences (new York: ft Press, 2011). 

the cooperation of the outgoing ceo can have an important impact on succession. Below are six 
observed behavior groupings that ceos tend to exhibit during the succession process.

ThE ACTIvE AdvISOr 

the sitting ceo accepts that it is time to step down and is ready to do so. the ceo provides 
thoughtful insight into the selection process but does not overstep his or her role. the ceo limits 
opinions to when they are solicited and does not impose his or her “will” on the board. disci-
plined, self-aware, and satisfied with the role as advisor, the ceo has full acceptance that the 
board will make the final decision.

ThE AGGrESSOr 
the sitting ceo is relatively overt in his or her attempt to influence the selection decision. this 
type of ceo will “play nice” for most of the process only to attempt to steer the selection toward 
a handpicked candidate at a key decision point, undermining other candidates in the process. 
the ceo will take a strong position with the board and try to force the outcome he or she favors.

ThE PASSIvE AGGrESSOr

the sitting ceo tries to influence the selection process in a covert manner. the ceo subtly under-
mines certain candidates by the way he or she positions them to the board. He or she will come 
across not as manipulative but instead as an advisor. if this behavior is undetected until late in the 
process, the board might have to start from the beginning and exclude the ceo.

ThE CAPITuLATOr

When the board is close to making the final decision on a successor, the ceo changes his or her 
mind about retirement and requests to stay longer. this behavior essentially forces the board to 
choose between the present and future leadership of the company. a nonexecutive director will 
need to meet with the ceo and firmly inform him or her that the board is moving forward with 
a successor.

ThE hOPEfuL SAvIOr

the sitting ceo largely identifies with the role of ceo and does not really want to retire. the ceo 
might actively promote successors in his or her own likeness. alternatively, he or she might pro-
mote someone less capable in the hope that the successor will fail so that he or she can be swept 
back in to “save” the company.

ThE POwEr BLOCkEr

the sitting ceo does not want to leave. He or she will throw up obstacles to slow or derail the 
process. the Power Blocker is different from the Hopeful savior in the aggressiveness of approach. 
Whereas the Hopeful savior is subtle, the Power Blocker is overt. He or she calls in favors with the 
board, makes direct personal appeals, or demands to stay.
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exhIBIt 2 — senIor executIve developMent and successIon plannIng

source: the institute of executive development and the rock center for corporate Governance at stanford University, 

2014 report on senior executive succession Planning and talent development, (2014). 

SIx kEy ELEMEnTS Of SuCCESSfuL SuCCESSIOn PLAnnInG

1. STrATEGIC PLAnnInG. determine what capabilities, roles, and talent are needed to execute the 
business strategy today and in the future.

2. TALEnT ASSESSMEnT. Gauge the executive team’s bench strength. do we have who we need (now 
and in the future) and if not, how do we get there?

3. rECruITInG. develop a talent pipeline for key roles/jobs.

4. PErfOrMAnCE ASSESSMEnT. let people know they are valued contributors and provide them op-
portunities for development, exposures to executives, networking across divisions, etc. Get them 
on the corporate radar screen.

5. dEvELOPMEnT. create development plans for individuals (e.g., leadership workshops, classes, on-
the-job learning, assignments, special projects, 360s, external classes, etc.)

6. rETEnTIOn And EnGAGEMEnT. reward and recognition, work environment, opportunities for de-
velopment, job autonomy and scope of responsibilities, etc.

SAMPLE QuESTIOnS TO COnSIdEr BEfOrE And durInG MEETInGS

1.  current organization 
structure

2.  current leadership  team
3.  identified successors / 
replacement Plans

4.  additional talent  
Pipeline

is the current structure 
working?

Who are your key players?
succession plan, 
restructuring, eliminate job, 
etc.

Who are our high 
potentials? focus on women 
and minorities

the right direct reports? too 
many? too few?

How are they doing? Who are internal successors
What are their performance 
capabilities, potential?

any job that isn’t but 
should be reporting to top 
executive?

What are their performance, 
career potential, & interests/ 
aspirations?

Who are external successors?
What should we do to 
develop them?

any missing capabilities that 
we need to recruit for?

strengths, weaknesses, 
development needs?

are they ready to step up? 
if not, what are we doing to 
help develop them?

critical jobs?
What are we doing to help 
develop them?

retention risks (if no bigger 
job opens up or passed 
over)?

any other structural 
concerns?

any retention risks?
development thoughts/ 
plans?

any missing talent?
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exhIBIt 3 — ceo transItIons: Internal v. external successors

S&P 500 CEO TrAnSITIOnS (2004-2013)

source: spencer stuart, 2013 ceo transitions. 
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exhIBIt 4 — dIrector Knowledge of senIor executIves

dOES yOur COMPAny hAvE A fOrMAL TALEnT dEvELOPMEnT PrOGrAM fOr SEnIOr ExECuTIvES 

BELOw ThE CEO?

dOES yOur COMPAny ASSIGn A BOArd MEnTOr TO SEnIOr ExECuTIvES BELOw ThE CEO?

dO nOn-EMPLOyEE dIrECTOrS rECEIvE uPdATES Or PrOGrESS rEPOrTS On ThE dEvELOPMEnT Of 

SEnIOr ExECuTIvES BELOw ThE CEO?
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exhIBIt 4 — contInued

hOw wELL dO nOn-EMPLOyEE dIrECTOrS undErSTAnd ThE STrEnGThS And wEAknESSES Of SE-

nIOr ExECuTIvES BELOw ThE CEO?

dO nOn-EMPLOyEE dIrECTOrS fOrMALLy PArTICIPATE In ThE PErfOrMAnCE EvALuATIOn Of ThE 

SEnIOr ExECuTIvES BELOw ThE CEO?nIOr ExECuTIvES BELOw ThE CEO?

source: the conference Board, the institute of executive development, and the rock center for corporate Governance at 

stanford University, “How Well do corporate directors know the senior Management team?” (2014). 


