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Abstract  
In this thesis I examine the impact of the educational background of Chief Executive 
Officers (CEOs) on firm performance of listed firms in the Stockholm stock exchange. 
This area of research is important given that researchers in the area of behavioral 
finance and in management argue that CEO characteristics such as educational 
orientation, age and functional background influence the way business problems are 
perceived and the decision making process. The numerous and growing challenges 
which businesses face, particularly in the area of operations ,cost-cutting  and  
production efficiency  makes the need to examine how CEO educational background  
could  be beneficial for  firm performance very relevant. Particular attention is on listed 
firms in the manufacturing, oil and gas, energy sector characterized by low instability 
(turbulence) and the IT industry characterized by rapid growth and high turbulence. 
Educational background information for 100 CEOs is examined between 2008-2010. 
The information gathered from the annual reports of these companies, shows that the 
educational path way for most CEOs in these industries has been an engineering 
degree. The regression analysis on CEO educational background and firm performance 
show no significant relationship. More specifically the regression analysis show no 
support for the assertion that firms controlled by CEOs with an educational background 
in engineering have a firm performance advantage or outperformed  firms controlled by 
CEOs with  other backgrounds such as law ,marketing and finance. In addition, the 
finding shows no significant relationship between CEO educational level 
(undergraduate or postgraduate) and firm performance. The analysis thus showed no 
support for the claim that firms controlled by CEO with a higher level of education 
(postgraduate degree) had a superior firm performance over firms controlled by a CEO 
who had an undergraduate degree.  

Key words: CEO, Educational background, Firm performance, Educational level 
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Chapter 1: Introduction 
 

This chapter presents an overview of the research background. It presents readers with a 
general understanding of the motives surrounding the problem statement, research question 
and the purpose of this study. The chapter ends with a section on delimitation and disposition 
of the study. 

 

1.1Background to research Problem 
 

CEO characteristics and firm performance have been a topic of increased interest in both 
academic and popular literature. Such interest gained impetus from the assumption that CEOs 
have a strategic role to play in the performance of a firm given the symbolic power that they 
exercise on decision making and key operations of a firm. CEO educational background is 
vital for a firm given that such background may influence the way business problems are 
perceived and the mental process which they use in the decision making process (Fligstein, 
1990, p. 4). Fligstein (1990, p. 75) attributes these changes and importance of certain 
educational background of CEOs to organizational strategies which he terms ``conception of 
control´´. Koyuncu (2010, p. 872) argues that these ``conceptions of controls´´ shape the 
firm’s priorities , strategy and the way in which the long term goals and objectives of the firm 
would be achieved. CEO Cognitive orientation influences the competitive strategy pursued by 
a firm given that such values shape the assumptions made about present, future and 
alternative actions (Rajagopalan, 1996, p. 200). 

While top management team members may contribute through their individual task and team 
work to the strategic direction and achievement of the overall goal of a firm, the CEO is 
however looked upon as the final individual to give a go ahead and make decisions which are 
crucial to the vision and the strategic direction of the firm (Calori et al., 1994, p. 438; Alice et 
al., 2000, p. 95). In the daily planning, innovation, cost reduction and strategic direction of an   
organization, CEOs act as a filtering mechanism or mirror image through which their own 
cognitive behavior and values influence the way they perceive and interpret data (Daellenbach 
et al., 1999, p. 200).This idea is supported by Hambrick &Mason (1984) who argues that the 
primary determinant of the cognitive behavior, bias and value of the CEO include educational 
background, age and work experience. In spite of a general agreement that CEOs influence 
firm’s performance in some specific way due to their heterogeneous talents and skills for 
example  (Gabaix et al., 2008; Bennedsen et al., 2008), theorist and scholars remain divided 
and have provided little evidence to support which managerial/behavioral characteristics, 
educational background or CEO attributes are essential for firm performance. This leaves us 
with the question of which educational background of the CEO really matters to enhance firm 
performance given today’s challenges in the business world. While this topic is not 
completely new in the area of research, certain aspects makes this study different.   

To begin, prior research investigating the impact of CEO educational background and firm 
performance had been many years before the financial crisis of 2008.This makes the findings 
of prior research outdated. Little attention has been paid to this area of research in recent years 
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particularly within the Swedish context.  This is important because the financial crisis of 2008 
and the current stock market turmoil in the U.S and EU has transformed a lot of the ways 
firms conduct business, ownership structures have changed and consumer needs have changed 
substantially. Given these chains of events, top management teams and firms need to make 
adjustments on the way their strategic goals and organizational vision is defined.  Changes in 
business dynamics and economic crisis have made cost reduction strategies an essential and 
integral part of organizational strategy. Firms face enormous competition and challenges in 
the way products are designed, the way customer’s needs are fulfilled, and the way they 
communicate to the market to meet these needs. These challenges have kept firms on the 
watch to constantly put in place a strategy which reflects present and future challenges. These 
changes in global business dynamics have impacted so much on the core organizational 
functions of marketing, product/service development and the operations functions. The 
accounting and finance function which have often facilitated and made available information 
to senior management for decision making have witnessed changes across the globe. The 
usage of e-commerce and the internet to access various economic based information outlets 
unlike before have changed these support functions dramatically. Taking this into 
consideration it would be important to examine such a topic to understand if CEO educational 
background and level of education would enhance firm performance. Through understanding 
this key question, the study also reflects if  Fligstein (1990, p. 4) conceptions of control 
during which finance related CEO were highly considered to enhance firm performance is 
still relevant given the socio-economic and political changes which have affected today’s 
businesses.  

This thesis also acknowledges the fact that other demographic and managerial characteristics 
are important to enable the success of the CEO in achieving a better firm performance. This 
study contributes to the area of firm performance by bringing in the role of institutional theory 
as a basis which could be used to make certain explanation in the variations in firm 
performance. This study therefore views the use of institutional theory as a basis to support 
the explanations of CEO background characteristics and its effects on firm performance. In 
this sense therefore, the theories discussed though divergent, are discussed using a 
complimentary approach. Also the involvement of institutional theory to explain certain 
aspects of firm performance and success is somehow a tactical tool which this study provides 
to policy makers on the regulatory framework that may account for firm success or failure. 
While focused on CEO educational background , this thesis acknowledges and control for 
variables such as ownership structure, firm age, firm size and industry characteristics which 
have traditionally found to influence firm performance. This study also broadens the range of 
firm size to include small, medium and large capitalized firms in the manufacturing sector and 
IT industry.  

1.2 Problem statement 
 

In spite of the diverse changes which have characterized the business environment such as 
those discussed earlier, a majority of scholars are of the consensus that managerial 
characteristics such as education, experience, and age influences the mental orientation of 
CEO in the way they perceived organizational problems and business challenges. However, 
there remain some differences on the actual educational background which are suitable for 
enhancing firm performance given the growing and complex dynamics which firm are 
exposed to. The pivotal question which this research will then answer is whether CEO 
educational background in an operations /technical related field such as engineering provides 
the firm with a performance advantage over firms led by CEOs with other educational 
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backgrounds such as MBA, Economics, finance, marketing, and law. This thesis would also 
examine if CEO educational level has an impact on the performance of IT and Manufacturing 
firms listed on the Stockholm Exchange. Xiaowei & Zhang (2010) have used a high level of 
CEO education as a measure to indicate a high capacity to process information and flexibility 
to openness, innovation and development of strategic decisions. As such CEO educational 
background could be viewed as a proxy measure of CEO intelligence. Could this suggest that 
more intelligent CEOs would be better at handling complex organizational problems and 
enhance firm performance due to their high capacity to process information? In their  
argument  ( Hayes & Abenathy, 2007, p.138) suggested   that firms were bound to fail  if they  
valued relying  on  CEOs who  had  an  educational background  in marketing, finance, 
accounting and other scientific background. (Hayes & Abenathy, 2007, p. 142; Daellenbach et 
al., 1999, p. 200) based support for this argument on the fact that CEOs with such educational 
background were going to focus more on selecting projects that had a clear and quantifiable 
net present value benefits, thereby paying little or no attention to innovation. koyuncu et al. 
(2010) argues that an application of knowledge of engineering and operations to supply chain 
management and the complex system of business units would bring enormous benefits and 
add to the market value of the firm. Specifically knowledge of operations and engineering 
would help to lower fixed cost, faster inventory turnover, and a greater ROA (Koyuncu et al., 
2010, p. 3). 

1.3 Research question 
 

With the broad objective of the study focused on the educational background of CEO 
background  and firm performance, some specific research questions would be indentified 
below which are going to guide this research throughout. 

Ø Does CEO educational background affect firm performance? 
Ø Does CEO educational level affect firm performance? 

 

1.4 Purpose of study 
 

The main purpose of this study is to examine the impact of CEO educational background and 
educational level on firm performance. Specifically I narrow down the study to examine if 
firms that are headed by CEOs who have had an operations and technical oriented educational 
background such as engineering are likely to show better performance than other firms that 
are headed by CEOs with different educational background such as Finance, Economics, law 
and Marketing. The timing of this research is particularly important for investors and 
shareholders as they get involve in understanding how the decision making process of the 
CEO could be influenced or biased by their educational orientation. While this research does 
not answer or examine the decision making process involved in the selection of the CEO, it 
provides some insight as to which kinds of educational background of CEOs are likely to be 
considered when the position needs a candidate. This study may also serve as a wake-up call 
for graduate school teaching guides that focuses on preparing students with skills and 
knowledge which are practical and have a direct influence in the ever changing business 
world. The increasing number of graduate schools, private and public companies competing 
with each other in offering graduate and training programs makes such a study important. Can 
this be caused by the use of archaic concepts, or the use of too much theory in graduate school 
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curriculum which are irrelevant for today’s businesses? Could this be due to the high 
expectation place on graduates?  

This thesis specifically examines the relationship of firm performance and CEO educational 
background in the manufacturing sector (energy and industrial sector) which are relatively 
stable compared to the IT industry which is fast growing and very turbulent. Jokull & Iryna 
(2010, p. 453) outlines five levels of turbulence associated with the business environment. 
These include stable, speed of change, ability to predict changes in the industry, anticipatory, 
reactive and exploring. Kuivalainen et al. (2004, p. 37)  suggest that the above mentioned  
turbulence factors particularly industry  complexities  and the diversity of the market segment 
and heterogeneity influences CEO actions which in some way could affect firm performance.   
Middle level managers, top managers and almost all managers are involved in the 
management of processes along the supply chain (Slack, 2007, p. 14). It would be interesting 
to examine if an educational background or pre-knowledge in operations can help a company 
reduce costs; improve product design and quality, and production efficiency which are all 
factors that can enhance firm performance. Also the close association of the 
operations/technical knowledge with the core organizational function of marketing, product 
development and other support function gives more impetus to understand if CEO educational 
background in such areas of operations is an added advantage for the performance of the firm. 

1.5 Delimitation  
 

Due to time constraint, delimitations are necessary. The broad nature of this topic cutting 
across many disciplines such as finance, accounting, sociology etc, makes it necessary I limit 
myself to specific areas in this subject area which relates to firm performance. While CEO 
educational  background would have been complimented with other numerous demographic 
characteristics of the CEO to make this thesis more comprehensive, it would had posed some 
potential difficulties in obtaining all the information within the time period scheduled for this 
thesis. Besides, obtaining and making an analysis of all the varied demographic and 
managerial characteristics may have made the research somehow complicated requiring 
advanced mathematical propositions and assumptions, a problem acknowledged by Hambrick 
(2007) in an update of the echelon theory. Therefore, I follow Hambrick &Mason (1984) 
method to base this study on observable aspects of CEO characteristics which includes CEO 
age, educational level, background, tenure and gender. Using such proxies is necessary 
because of the highly complex mathematical models that may be involved to measure CEO 
attributes. The data used for this study has been entirely extracted from the annual reports of 
listed firms in the Stockholm stock exchange. In this respect, the conclusions and 
recommendation made from this thesis cannot be generalized to cover other companies 
outside the Swedish market. Also the variables used in this study are measures which have 
been used by prior researchers.  It would have been better if I had combined the return on 
asset (ROA) as a measure of firm performance with other measures such as ROE, EPS, and 
Tobin’s Q. These measures may have given a more comprehensive measure of firm 
performance.  Ownership structure would have been a key aspect to include in the analysis. 
However for the sample utilized, the firms were all public owned. If this could be extended to 
include aspects such as managerial ownership, family ownership and the ownership 
concentration it would have been a variable of interest. 
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1.6 Disposition  
 

The rest of the thesis is organized as follows; in the second chapter of the thesis, I am going to 
present some models which explain how CEO educational background shapes firm 
performance. In this chapter also, I present the historical trends which have characterized 
CEO educational backgrounds over the past years.   I equally discuss the role CEO played 
from the general perspective of the firm as a whole. Included also in chapter two is a section 
on review of related literature. Chapter two ends with a section where I state the various 
hypotheses of the study. In chapter three, I focus on the methodology and the data collection 
process.  Chapter four focuses on the presentation of results of the study. Chapter five focuses 
on discussion of results, practical implication of the study, limitations of the study and 
provides suggestions for future research. 
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Chapter 2: Theoretical Framework 
Introduction 

In this section I discuss on models which have sought to explain how CEO educational 
background shape organizational outcomes relating to firm performance. Most of the 
models which form the theoretical framework of this section come from the works of 
previous researchers in the field of management, sociology and behavioral finance. 
These theories are relevant and help to provide significant knowledge in the drafting of 
the hypothesis.  This section begins with discussing the role of the CEO, CEO 
performance appraisal, followed by historical trends in preferences for CEO educational 
background, theoretical framework, review of literature and hypothesis. 
  

2.1The role of the CEO 
 

CEOs have often been considered superstars in both academics and the business. CEOs 
become very positively popular when they take companies which have been low performing 
and are able to bring renewed energy and making these companies succeed. With the 
declining nature in world economies and a slow downturn in most companies, CEOs are 
under tensed pressure to make things different during this period of recession. Long gone are 
the days when the CEO was mostly concerned with issues such as expansion, strategy and 
some ``sweet´´ excited deals. The events of the last years have dramatically changed these 
roles. CEOs in today’s businesses spend considerable hours in tasks such as restructuring 
operations, designing product lines, enhancing debt recovery procedures, and making other 
tasks not thought of before (Jim, 2009, p. 42).While the success or failure of a firm cannot be 
solely attributed to the role of the CEO from a rational point of view, Hambrick (2007, p. 334) 
argues that for us to fully comprehend why firms do the things they do, or ``why they perform 
the way they do´´, focus must be paid on understanding the values, biases, perceptions and 
dispositions of the executives who exercise the most of power in these firms.  The CEO may 
have some influenced on selecting the composition of the top management team in a firm. In 
this regard a CEO may influence other member of the team through their loyalty to him/her 
based on his functional background and the way he wants things to be done. This indirectly 
influences the performance of the firm through the activities of these top management teams. 
Jim (2009, p. 42) compares the role of today’s CEOs to; 

 `` an airline pilot navigating through stormy skies. Even if they know that the ride will be 
rough, they recognize that employees, like passengers on the edge of their seats are waiting 
for the reassuring voice over the loudspeaker´´ (Jim, 2009, p. 42). 

Haleblian et al. (1993, p. 847) points to the fact in an environment when information 
procession is slow, a dominant CEO may be vital in reducing the time loss to process 
information. However in an environment with increased uncertainty which sets in new 
challenges and opportunities, more information needs to be shared among various team 
members in order that a clear strategic decision is made to enhance firm performance. In this 
situation therefore a dominant CEO may hinder firm performance. Carpenter & Fredrickson 
(2001) argue that focusing on the broad managerial characteristics of top management teams 
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may serve a better explanation for firm performance than a narrow and limited focus on the 
CEO managerial characteristics, which may provide an incomplete and biased explanation of 
firm performance. In an environment with increased uncertainty, a lot of challenges are being 
posed which may make the decision making process difficult. In this situation, therefore, top 
management teams with more members may be beneficial for firm performance. The greater 
skills, capacities of a large team may facilitate the decision making process and the 
development of strategies that makes the firm adaptive to the business environment. 
Hambrick (2007, p. 334) admits that coordination and leadership of a firm is a collective 
activity and responsibility of management teams who are guided by their collective 
cognitions, close interaction and competencies which are embedded in the decision making 
process. This goes a long way to affect the strategic direction and vision of the firm. 

2.2 CEO performance Appraisal 
 

The main objective of CEO performance appraisal is to be able to link the performance of 
CEO with compensation package of the CEO. Longnecker et al. (1992, p. 18) bring forth an 
idea which they term ``executive appraisal paradox´´. They state that, as key management 
personnel move up the organizational hierarchy, there are increasingly less chances they are 
likely to have a quality performance feedback. They advance a number of factors to support 
this paradox some of which include; CEOs generally do not like a formal appraisal, they also 
prefer to be evaluated based on the results they produce, and finally CEOs enjoy a sense of 
autonomy in the absence of regular feedback.  

The aforementioned factors makes CEO performance appraisal a complicate process since 
many variables must be taken into consideration in before a comprehensive appraisal can be 
made. Newman et al. (200, p. 23) argues that performance evaluation is vital for a number of 
reasons; First of all by evaluating the performance of the CEO, it benefits him/her personally 
to improve on his strength and weaknesses. It Facilitate easy flow of information and builds 
communication between the board and the CEO which makes it easy to sort out problems in 
their early stages. It creates an atmosphere of teamwork between the board and the CEO. It 
also serves as a measure to guarantee the support of the board to the CEO in difficult times. 
Performance appraisal equally gives a clear picture as to how the performance of the CEO is 
related to his incentive. In a nutshell, Newman et al. (2001, p. 26-27) argues that a systematic 
method should be put in place which is based on the strategic goals and objectives laid down 
by the firm. One of such measure which has attracted a great deal of interest in recent years is 
the balanced score-card. This measure both includes financial as well as non-financial 
performance measures. 

2.3 Historical Trends in CEO educational Background 
 

Trends of preference for CEO functional background have tremendously varied throughout 
the years (Koyuncu, 2010, p. 871).These trends have been influenced to a larger extend by 
contingencies within the environment in which firms operates (Koyuncu, 2010, p. 871). CEOs 
with an operations related background were more preferred to CEOs with finance; marketing 
or law background in the years between 1925-1950.This periods witnessed the largest 
percentage of CEOs who had an educational background in operations. Priest et al. (1985, p. 
135), shows that there was a decline in preference of CEOs with an educational background in 
law between the 1940s-1955, followed by an increase in the number of CEOs with 
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educational background in law between  1955-1970. Preference of CEO with educational 
background in law could be explained using organizational theory.  Given the growing 
problems which organizations are faced with such as coordination, securing market outlets 
and other areas of litigation, top management teams and CEOs with a legal background reflect 
some of these problems organizations face (Priest et al., 1985, p. 131). Perrow (1970, p. 15) 
supports this view, arguing that firms and other corporate structures are entangled in a 
complex web of law. 

Fligstein (1987, p. 44) states that the background of the CEO gives an indication of the 
strategy and the contingency in the business environment which the firm wants to pursue. 
Firms have also changed their competitive strategies. For example firms which had initially 
operated as single units, now have a chain of networks. Given these shifts in strategy over 
time, organizations are thus bound to make changes on their top management teams to make 
them adaptive. Fligstein (1985) show evidence that in the early part of 20th century large 
preference was laid on CEOs who had an operations or manufacturing background .This 
preference was shifted later to sales and marketing CEOs from 1930-1950s. Later on, CEOs 
with background in finance became dominant in the last 25 years (Flagstein, 1987). CEOs 
with a background in finance gained control and popularity in major US firms between 1960s-
1970s (Ocasio, 1999, p. 532). During this period control and strategy was influenced by these 
finance oriented CEOs. Ocasio (1999, p. 532), refers to this era of control and dominance by 
Finance oriented CEOs as a period when these CEOs used the available financial tools at their 
disposal to enhance short term profitability, and high concentration on mergers and 
acquisitions etc. The emergence of large conglomerate mergers and acquisitions were a major 
characteristic during the period of dominance by finance CEOs (Fligstein, 1990). 

 However in the 1980s, certain events posed great challenges to the finance conception of 
control. These included the increase in awareness on corporate governance issues, divestures, 
and structural reforms across many companies which had been engage in conglomerate 
mergers. With these changes in environmental contingencies, Hayes et al. (1990) mentions 
that one of the key challenge faced by the finance conception of control was the heavy 
concentration on managing the portfolio and achieving short term profitability. This was 
achieved at the detriment of investment in technology, and other long term investments which 
were very vital for the firm’s survival, sustainability and success. The finance conception of 
control witnessed ideological challenges as to how the strategic goals of the firm could be 
pursued. This raised critiques from other management researchers on the basis that it was 
some sort of detachment from management practices in favor of empire building. This led to 
temporal instability and impermanence of control by any specific background on the control 
of the firm (Ocasio, 1999, p. 533). In the late 1980s the resource based conception of the firm 
became prominent. This witnessed the dominance of CEOs with functional and educational 
background in the area of operations and technical backgrounds that were regarded as the best 
CEOs to manage the core competence and capabilities so as to position the firms on a 
competitive advantage (Wernerfelt, 1984). 

From the perspective of the `` the circulation of control´´ model, March et al. (1962, p. 672) 
argue that firms are political coalitions that responds to the problems posed by the 
environment in which they operate. By this, March et al. (1962, p. 672) meant that there are 
times and periods of business challenges that these political coalitions may not longer serve or 
reflect the needs of the organization they represent. Ocasio (1999) suggest that the decline of 
CEOs with educational background in finance can be attributed to the fact that their functions 
became ``technically obsolete´´ as a result of failure on their part to utilize their abilities to 
meet the changing business environment. With this decline in control posed by the business 
environment, finance CEOs loss power to other core competency era, controlled by CEOs 
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who had a technical and operations background. Ocasio (1999, p. 532) states that the 
influence posed by foreign competition on the choice of new CEOs, to some extends is 
moderated by the financial performance of the firm. Due to the fact that firm restructuring is 
usually associated to low performance, Ocasio (1999) points that firm restructuring is most 
associated with a CEO who has a functional background in operations and a technical 
background. He thus argued that firms associated with low performance are likely to settle for 
a CEO who has an operations or technical background. 

 

Table I: Distribution of functional background of CEOs from 1961-1992 

Functional 
Background 1961 1971 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 
Production 
& 
Technical 24% 19% 20% 21% 22% 21% 22% 23% 23% 24% 25% 25% 25% 24% 

Marketing 
& Sales 23% 22% 21% 23% 22% 22% 22% 20% 19% 18% 18% 18% 18% 18% 

Finance & 
Legal 33% 31% 34% 30% 27% 26% 26% 23% 21% 21% 21% 22% 22% 21% 

Finance 19% 19% 22% 20% 18% 18% 17% 17% 16% 16% 16% 17% 17% 16% 

Legal 14% 12% 12% 10% 9% 8% 9% 6% 5% 5% 5% 5% 5% 5% 

Operations 
& Others 20% 28% 24% 27% 29% 30% 31% 34% 37% 37% 36% 36% 36% 37% 
Source: adapted from Ocasio (1999, p. 548) 

Table (I) indicates that the operations and technical background are major functional path 
ways which leads the position of CEO, showing an increased number of CEOs with a 
functional and educational background in these fields over the years.  

This data presented on table I, tends to suggest that the financial conception of control during 
which much attention was paid to how markets function and at the expense of    internal 
operations of the firms is on a decline. This statistics thus suggest that firms are getting to be 
more involved on their core internal operations so as to better develop strategic outcomes that 
cut production inefficiencies, reduce cost and maintain better production techniques. Also, 
another possible support for the increasing numbers of CEO with the operations and technical 
background can be associated with institutional theory (organizational theory) which will be 
discussed later. This theory propounds that firms and organization are constantly evolving and 
are faced with an array of business challenges and problems such as increasing cost, 
coordination of activity, stiff competition, litigation, designing supply chain processes and 
many other problems which vary in the course of time (Perrow, 1970). In such situations it is 
necessary to march CEOs who’s background and experience reflect the relative importance of 
these challenges that the organization faces over time (Priest et al., 1985).This point of view is 
supported by Scott (1987) who views institutionalization as a process which makes the 
company to develop adaptation characteristics to its environment so as to gain value. 
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Slack (2010, p. 22) brings in the idea of `` the new operations agenda´´ to support the 
increasing number of top management teams with an engineering and operations background. 
He states that modern business pressure has changed the operations agenda. Part of this 
agenda has been accelerated by the effects of globalization and increasing cost pressure which 
firms are faced with. Slack (2010, p. 22) states that in challenging and difficult times 
businesses pay more attention to operations/technical related fields such as engineering to 
help them develop better strategies to stay sustainable and remain profitable (Slack, 2010, 
p.10).This can also be explained by the increasing difficulties of distinguishing between 
products and services, more importantly, information and communication is increasingly 
overcoming the notion of the intangibility of services (Slack, 2010, p. 23). A key example 
pointed by Slack (2010, p. 14) is the fact that internet–based retailers are increasingly able to 
``transport´´ their products and services to the homes of customers. Some changes in the 
business environment and responses are presented below in the table II. 

 

Table II: Changes in the business environment are shaping a new operations 
agenda 

The business environment is 
changing..... Prompting operations responses.....   
For Example For Example       

Increased cost based competition 
Globalization of operations 
networking   

High quality expectations Information-based technologies   

Demands for better service 
Internet-based integration of operations 
activities 

More choice and variety Supply chain management   
Rapidly developing technologies Flexible working pattern   
Frequent new products/service 
introduction Mass customization   
Incrased ethical sensitivity Fast time-to-market method   
Environmental impacts are more 
transparent Lean process design   
More legal regulations Enviromental design   
Greater security awareness Failure analysis   
  Business recovery planning     
Source: Adapted from Slack (2010, p. 22) 

2.4 Theoretical aspects of CEO functional Background 
 

Prior research relating to top management, CEO and firm performance can be viewed from 
two distinct perspectives. Most of the models which form the theoretical framework of this 
section of the study come from the works of previous researchers in the field of management, 
sociology and aspect of behavioral finance. The first perspective relates to studies which have 
viewed CEO characteristics and firm performance as a product of organizational and 
environmental factors. A strong advocate relating to this category is (Cannella & Lubatkin 
1993).This school of thought is referred to as the ``Constraints School´´ in the works of 
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Wasserman et al. (2010, p. 2). The other school of thought with prominent writers as 
(Finkelstein & Hambrick, 1990; Hambrick, 1993; Bantel et al., 1992) is of the strong opinion 
that firm performance and organizational outcome is a product of managerial actions and their 
functional background. This school of thought is sometimes referred to as the ``Leadership 
school´´ which advocates strongly that leaders have a substantial influence on the 
performance of a firm. 

2.5 Financial conception of control 
 

In this model proposed by Fligstein (1990) he posits that firms and top management teams 
which were in the era of financial conceptions of control paid much attention in the way the 
market functioned, neglecting the internal operations of the firm (Fligstein, 1990, p. 238-239). 
Firms whose activities are guided by the ``financial conception of control´´ are referred to as 
`` a collection of assets earning different rates of return´´ Fligstein (1990, p. 238). Fligstein 
(1990) reiterated that under the financial conception of control, as firms and top management 
teams focus on the market, the primary measuring rode of the firm’s value becomes its stock 
price. This places the firms and the CEOs under enormous pressure to meet the expectations 
of various actors in the markets. Key attention is paid by market actors on what and how the 
CEO decision making process is pursued.  This concern is also shared by Alice et al. (2000) 
who mentioned that, during the IPO process, firms are highly monitored and screened by 
investment analysts and other influential stakeholders. During the IPO process CEOs have so 
much to do.  They have to simultaneously choose a strategic direction in which to position the 
firm not only for the IPO process, but equally on a long term business path. This is done while 
assuring stakeholders that the long terms goals such as profitability of the firm will be 
achieved to the maximum (Alice et al., 2000, p. 95) and Andrews (1995). Andrews (1995) 
considers these dual goals important for the CEO because the conditions and strategies which 
are set down during the IPO process play an instrumental role in taking the firm to the next 
stage of growth. In his model of financial conception of control Fligstein (1990, p. 239) and 
supported by Alice et al. (2000, p. 95) argue that as more attention is being focused on the 
stock prices and other related market ratio measures such as price/earnings ratio, CEOs may 
devote their energy and skills to use accounting gimmicks to increase short term stocks 
return/prices while neglecting or paying less attention to the internal operations of the firm. 
This model also argues that firms and CEO operating under this concept of control turn to 
neglect any aspects of the firm operations that may not enhance the stock return of the firm. 
Long term aspects such as suitable job environment or employee welfare which are 
considered unattractive by investors are brushed aside to ensure high stock prices. This is very 
prominent during the IPO process (Alice et al., 2000, p. 96). 

2.6 The echelon theory 
 

This model is largely attributed to the works of   Hambrick &Mason (1984). According to this 
theory, Hambrick & Mason (1984) argue that the strategic vision and the organizational 
direction of a firm pursued by the CEO is guided or influenced by his/her understanding of 
the world. They argue that CEO orientation which is subject to his experience, educational 
background, functional background  and other demographic factors, play an instrumental role 
in the way they perceive problems and the mental orientation they deploy in the decision 
making process. This theory argues that it is difficult for top management to actually be 
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drawn to all things happening around them. Given this situation, Hambrick and Mason (1984) 
argued that CEOs were likely to be drawn to those things which draws their perception and  
which intend is guided by their educational background, age, experience and at large their 
orientation of the world. Hambrick (2007, p. 334) advanced that CEO actions were based on 
their ``personalized interpretations of the strategic situations they face´´ which intend was a 
function CEO functional background and values. Under this perception of control, they 
argued that firm performance can much be explained by managerial characteristics of the 
CEO. The echeloned theory is based on the premise of ``bounded rationality´´ (Cyert & 
March, 1963). Advocates of the echelon theory include Child (1972), Lawrence et al. (1967) 
who all agree that CEOs are involve in strategic decision making process and choices that 
impact directly on the performance of the firm. CEOs actions reshape organizational 
structures and make them adaptive to the environmental and economic challenges. A 
proponent of this school of thought states ``in a competitive economy, above all, the quality 
and performance of the managers determine the success of a business; indeed they determine 
its survival´´ (Drucker, 1954, p. 1). 

Upon the release of the Echelon theory, questions were raised from various researchers 
questioning if really top management teams and the CEO actually had anything to do with the 
performance of the firm. A prominent school of thought oppose to the idea that firms 
performance was related to the functional or educational background of the CEO is that 
headed by Hannan & Freeman (1977) who view firm performance from the perspective of 
``population ecology´´. Support for the above school of thought also comes from the new 
institutional theory (DiMaggio et al., 1983) who postulates that firm performance could better 
be explained by a series of events, regulatory framework and other forces that were totally 
beyond the influence of the CEO. DiMaggio et al. (1983) argued that CEOs were just a 
minute and inconsequential actor in the processes.  In a bid to resolve these competing views 
on the role of the CEO and firm performance, (Hambrick   & Finkelstein, 1987) brought in 
the aspect of managerial discretions to be incorporated into the Echelon theory as a 
moderating factor. 

2.7 The new institutional theory 
 

 Institution and institutionalization as a concept has been viewed and defined from varied 
angles.  Some approaches to the definition of the term have been much more specific while 
others have held a less clear definition of the concept. Scott (1987, p. 493-494) uses the works 
of Selznick (1957, p. 17) to define organizations and business units as a flexible vehicle 
shaped by the reactions`` to the characteristics and commitments of participants as well as to 
influences and constraints from the external environment.´´ (Scott, 1987, p. 494).This process 
of institutionalization makes the company develop adaptation characteristics to its 
environment so as to sustainable and gain value. Contrary to this definition, (Berger & 
Luckmann, 1967, p. 52) view institutionalization as the process by which ``actions due to 
constant repetition across time periods have some meanings attributed to them´´ (Berger & 
Luckmann, 1967, p. 52). In spite of these varied definition, researchers of institutional theory 
are united on the idea that institutionalization is a social reality within firms, business units 
often ``taken for granted´´ but which plays a valuable role in the ``way things are to be done´´ 
(Scott, 1987, p. 496).  Business units and institutions exist in an institutional environment 
which has boundaries defined by the social reality. Failure to acknowledge the influence of 
this social reality as a factor in shaping firm performance and organizational structures would 
be misleading (Scott, 1987, p. 508). 
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 From a  general point of view ,the primary  focus of the institutional  theory is on how the 
regulatory framework (social-cultural norms) impacts on the way various groups, business  
units and firms position themselves to pursue their long term goals of profitability 
,sustainability and survival (Scott,  2007; Bruton et al., 2010, p. 422). This means that besides 
the availability of resources to the firm, performance would still be influenced by 
environmental factors and industry trends beyond the control of the CEO. This concern is 
shared by Bruton et al. (2010) who stresses that institutional theory can be use as a theoretical 
lens where entrepreneurial success and firm performance can be examined. In his work titled 
``Institutions, Institutional Change and Economic Performance´´, North (1990) defines 
``institutions´´  as a collection of rules, ex ante agreement ( Bruton et al.,  2010) which, 
organizations,  firms and  their top management teams are expected to follow. Meyer & 
Rowan (1977, p. 340-363) states that these regulations and socio-cultural norms forms the 
basis and the expectations in which the actions of the CEO and the direction in which the firm 
was heading to was guided by, a view shared by (Bruton et al., 2010). Meyer & Rowan (1977, 
p. 340-363) go a step ahead to confirm that such norms influenced the behavior and the 
actions of firms and their executives in ways that were often unnoticeable or done in an 
unconscious manner. To this therefore they argued that CEO educational background and 
actions had little in common to the performance of the firm. Most especially if such actions 
were examined in isolation to the institutions of the society in which the firm operated. Bruton 
et al. (2010) attributes the increasing importance of institutional theory to explain firm 
performance to the dissatisfaction of researchers with theories that focus solely on firm 
efficiency theories to explain firm actions making no reference to socio-cultural forces. In 
light of the enormous constraints that managers face, they are bound to make limited 
decisions or take drastic actions that can affect firm performance. Variations across firm 
performance therefore should not be attributed to the work of the CEO or his functional 
background. 

2.8 Agency theory 
 

This theory argues that managerial actions deviate from those required to serve the best 
interest of the shareholders most especially when ownership is widely dispersed (Donaldson 
& Davis, 1991, p. 49-50).This theory is important to be considered in this study because it 
gives an understanding of what may influence the motives and actions of the CEO. This is 
because access to privileged information may influence the judgment of the executives 
thereby causing them to pursue a strategy, prioritize certain objectives or making decisions 
which they wouldn’t have made in the absence of such privileged information. These strategic 
actions by the CEO may influence the firm performance directly and indirectly. The agency 
theory is based on the fundamental assumption that human or agents  are egocentric and self 
opportunist who  use  their asses to privilege and superior knowledge about the firm, market, 
etc to  do  whatever they can to exploit the owners to satisfy their personal interest in the 
absence of a  proper governance mechanism  to safeguard the interest of the owners, or agents  
are not given incentives to do otherwise (Miller & Sardis, 2011, p. 7).This principal agent 
problem arises due to the existence of information asymmetry  between well informed agents 
for example the case of a CEO and a more diverse  and distant owners (Fama & 
Jensen,1983).The interest of the of the owners would be best served only where the CEO does 
not have dual roles as both chairman and also as Chief Executive Officer or where through a 
well designed incentive structure, the interest of the CEO are aligned to that of shareholders 
(Donaldson & Davis, 1991, p. 50).The theory assumes that the agents main primary goal is to 
serve the interest of the principal who are the key stakeholders. In such prevailing 
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circumstances, the agents are bound to exercise due diligence in the actions and initiatives 
they do to ensure that they promote the underlying interest of the principal (Miller & Sardais, 
2011, p. 7; Bakan, 2005). Miller & Sardais (2011, p. 6) argue that the agency theory somehow 
assumes that the owners of the firm would always be ``in the right´´ while the agents if they 
do not work to the interest or serve the owners are `` in the wrong´´. They argued that the top 
management executives for example the CEO may be more motivated in some instances than 
the owners. Miller & Sardais (2011) argues that the owners in some situations may be the self 
opportunists and not the CEO. Miller & Sardais (2011) point to a situation where large 
investment firms control and take over substantial ownership of a public firm. The investment 
firm then exerts pressure on the management of the subsidiary firm to engage in activities 
such as downsizing which may bring quick returns to the investment firm but at the 
disadvantage of the long term future of the subsidiary firm. 

Contrary to this, stewardship theory assumes that they are some executives who strive to do a 
good job and be an effective steward to the owners. It does not recognize the notion that there 
is a problem in the motivation of employees. This theory argues that variations in firm 
performance can be attributed to effective actions and response of the CEO. This is influenced 
by how the organizational structure facilitates prompt and effective action by the CEO. This 
theory thus assumes that effective actions could be promptly taken in structural situations 
where the CEO is empowered to take concrete actions to achieve better firm performance. In 
such situations the CEO is likely to hold dual functions as the CEO and as the board chair 
(Donaldson & Davis, 1991; Miller & Sardais, 2011).  

2.9 Literature Review 
 

 CEO leadership as a topic has vast literature;   the problem with such vast literature is that it 
has been written from various perspectives from sociological, ecological, institutional, 
conventional management theories and efficiency theories. A review of the literature on CEO 
educational background and firm performance provides evidence to support divergent results. 
Theses opinions are contrasted by varied schools of thoughts, some based on conventional 
management theories and others inclined to the organizational ecological school, which 
argues that firms and CEO have little impact on firm performance because they have been 
constraint by environmental factors such as industry culture and history (Wasserman et al., 
2001). 

Wasserman et al. (2001) found evidence to support the contention that the impact of CEO 
educational background on firm performance vary across industry. In their recommendation  
Wasserman et al. (2001) proposed that in firms where CEOs had a large impact on firm 
performance, it would be  good for the board to pay consideration and due diligence in the 
selection process of a new CEO than in an  industry where the CEO had little impact on firm 
performance. The authors also recommended that in firms where CEOs had a high influence 
on firm performance through their actions, it would be better   for the board of directors to 
link the compensation of the CEO   to be sensitive to the firm performance. On the other 
hand, CEOs with low effects on firm performance should not have their compensation 
package tied up to firm performance. Wasserman et al. (2001) argue that, given that leaders 
vary in their abilities, competencies, skill and perceptions, their actions are bound to have 
varied impact on the performance of the firms they control. Wasserman et al. (2001) argues 
that, because CEOs are active agents, they too have personal interest which has a considerable 
impact on the performance of the firms. 
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Also variations in firm performance caused by CEO role can be viewed from the perspective 
in which the CEO began his current job (Wasserman et al., 2001). They point out that those 
CEOs who had their current position after a board fight which forced out their predecessors 
had positive impact on firm performance. Wasserman et al. (2001) points out two ways in 
which firm performance can be influenced negatively by the CEO. In the first instance, a 
situation in which an outsider takes over the position of CEO after a normal (``natural 
turnover´´) and a situation in which after a forceful turnover of the predecessor, an insider 
takes the position of CEO. With these variations across firms, (Wasserman et al. 2001) 
conceded that the impact of CEO educational background on firm performance was bound to 
varied. These arguments are supported by the works of  (Gabaix et al., 2008; Bennedsen et al., 
2008) whose researches find evidence to show that top management teams and CEOs have 
heterogeneous skills and abilities that play a lot in the performance of the firm. Such 
researchers also found evidence indicating that CEOs with certain specific skills matter at 
certain times. 

Alice et al. (2000) investigate `` the effects of the chief executive officer financial orientation 
on the people/performance balance for IPO firms´´. Among other hypotheses, they 
hypothesized that firms that were controlled by a finance oriented CEO were more likely to 
have a better market potential (firm performance) than other firms managed by CEOs who 
had a non-financial background. Using data collected from IPO prospectus for firms that went 
public in 1988 and 1993 in the United States, they had a total of 126 firms for 1988 and 261 
for 1993 that filed and went public. Alice et al., 2000, p. 98) used the Tobin’s Q as a measure 
of the market value (market price/book value per share) of the firm. Using CEO educational 
background in finance as the independent variable and human resource value as the dependent 
variable, the results of the study found out no evidence  to support the hypothesis that firms 
headed by a  CEO having a financial background performed better than  firms headed by 
CEOs with a non-financial background. One interesting aspects which the study also found 
was the fact that firms controlled by younger CEOs recorded higher value of the Tobin’s Q. 
Supporting the results of the study, Alice et al. (2000, p. 96) argue that finance oriented CEOs 
by paying less attention to human resource value and a suitable job environment, they 
somehow failed to lay out an appropriate foundation for the long term strategic survival of the 
firms. Alice et al. (2000, p. 96-97), however called to attention the negligent on employees 
values by finance oriented CEO may not be an intentional or conscious goal but an 
unconscious one triggered by the perception and orientation of these CEOs to the world. 

Fama & Jensen (1983) are of the opinion that start up firms that deploy strategies that ensure 
that   they maximize the economic benefits of moral hazard, agency cost, adverse selection 
and who are also able to undertake an appropriate level of risk are bound to succeed (Shane et 
al., 1999, p. 142), an opinion not shared by   Hannan & Freeman (1984) who argues that firm 
performance could be largely accounted and/or inseparable from the values, cognitive of the 
social reality. Shane et al. (1999)  investigate the survival and performance of 1292 new firms 
in the united states between 1979 and 1996, using Cox regression analysis to minimize the 
influence of right censoring (i.e. to reduce biasness of estimators). Shane et al. (1999) found 
evidence in support that the survival and performance of new firms could be better explained 
by using both institutional theory factors and economic efficient theories. The results of their 
study also provided some support for the earlier work of Shane (1996) who argued that in the 
early stage of firm development, survival was far more important than any other goal. 

Daellenbach et al. (1999) examine the impact that top management team characteristics had 
on commitment to innovation. They used a total of 145 firms from primary metals industry 
and 99 firms in semiconductors. They used commitment to innovation as the dependent 
variable and employing regression analysis, based on sales data, expenditure and employees 
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figures from COMPUSTAT database. They used return on asset(ROA)  as a measure of firm 
performance between 1988 and 1990.The results of the study found evidence in support that 
CEOs who had a technical educational background (operations, Research & development) 
devoted more time and spending in innovation. However, they also pointed out that firms 
were more likely to cut spending in R&D when profitability levels were low. The results of 
their study also supported the results of (Hayes et al.,1980) pointing to the assertion that firms 
managed by  CEOs with educational background  in operations related subjects and those 
with technical education, experienced better technological initiatives than firms headed by 
CEOs with a support function like finance and accounting. The study also found evidence to 
support that, there existed a positive relationship between firm profitability (ROA) and 
educational background in scientific fields that enhance innovation. Notably amongst their 
findings was that firms with low performance (ROA) invested considerably low in R&D 
compared to their competitors. They however failed to say if this poor performance was 
caused by a low R&D in previous years, or the low research and development was caused by 
poor performance in previous years (Daellenbach et al., 1999).  Daellenbach et al. (1999) 
therefore argued that a better understanding of a firm’s vision and strategic direction could be 
easily assessed using a thorough analysis of the educational background of the CEO and the 
top management teams. Daellenbach et al. (1999) concluded that firms should concentrate on 
the selection of top management in operations and technical experience if their core strategy 
for competition was innovation in product development. 

Koyuncu et al. (2010), examine the role CEO educational background has on firm 
performance based on   a sample of 437 CEOs of firms selected from S&P 500, from 1992-
2005. The results of their study showed evidence in support of the hypothesis that firms 
managed by a CEO with an educational background in operation related subjects such as 
engineering had better firm performance than firms headed by CEOs with other functional 
background. In addition, the results of the study also showed evidence to support that firms 
which were experiencing low performance were more likely to recruit a CEO with a 
background in operations than those with a background in marketing, finance, law or 
accounting. Also firms managed by CEOs with a functional background in operations were 
more likely to experience higher post succession performance (firm performance after three 
years of holding the position of CEO) than other firms with CEOs with a non-operations 
background. Buyl et al. (2011) compares the performance of firms who were headed by CEO 
``generalist´´ (CEO with multifunctional background) to a CEO who had a specialized 
knowledge in marketing. They based their study on 54 firms in the IT industry in Belgium 
and Germany. Results of the study showed evidence to support the claim that firms with a 
CEO who has a marketing background out performed firms headed by a CEO who had a 
``generalist´´  background. Buyl et al. (2011) argued that this success recorded by firms 
managed by  CEOs  with a  marketing background,  was because  a marketing specialist was 
able to coordinate, communicate, and exchange ideas with other members of the top 
management teams and lower line manager effectively than a CEO ``generalists´´. 

Aaron et al. (2010) investigate if the educational background of the CEO had any influence on 
firm performance. They found no evidence in support that firms managed by a CEO who has 
an MBA had better performance than firms headed by CEOs who hold a liberal arts degree, or 
a law degree. The study also failed to show any evidence for the hypothesis that firm headed 
by CEOs with a postgraduate degree had better performance than firms  managed by CEOs 
with a bachelor or undergraduate degree. Barker & Muller (2002) study the impact of CEO 
educational background and firm spending on research and development. Findings from 
Barker & Muller (2002) provided evidence that, there was no relationship between CEO 
educational backgrounds and spending on research and development. However, there was a 
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positive relationship between CEOs who had a postgraduate degree in technical and scientific 
background to research and development spending. 

Berkeley et al. (1991) use a sample size of 224 companies and found out that there existed 
some strong indication to support a positive relationship between firm’s performance and the 
educational background of the CEO. Warren et al. (2005) are of the suggestion that it would 
be very important for firms to link the CEO educational background to the strategy of the 
firm. Warren et al. (2005) suggests that the educational background and experience of the 
CEO is often reflected on firm strategy through the way the CEO cognitive attitude and 
interpretation of events in the business environment. Berkeley et al. (1991) argue that firms 
managed by a CEO with a broad functional and educational background had better chances of 
improving their performance than those that were headed by CEO who had a specialist’s 
knowledge. They based their arguments on the grounds that a CEO with a broad functional 
background could bring broad and new ideas, thereby opening a new page for the company. 
Warren et al. (2005) studies based on a sample of 282 firms indicate that firms managed by 
CEOs with extensive functional and executive background had higher level of firm 
performance (ROA).The results of their study also indicated that it would be important to take 
into consideration the quality of the functional and educational experience, when this 
experience was gained, at what level this experience was gained and the intensity associated 
in the process the experience was gained  

 Bolton et al. (2009) investigate the most desirable attributes of a leader that could be essential 
in balancing coordination of the resources of the firms and at the same time adapting to the 
changing business environment. They argued that a key attribute which leaders should have to 
increases firm performance while balancing the organization’s needs to the changing 
environment and coordination is overconfidence. Bolton et al. (2009) termed this 
``resoluteness’’. They defined a ``resolute leader´´ as one who has a ``strong prior´´ and is 
``slow to change his mind in the face of new information about the environment in which the 
organization operates´´ (Bolton et al., 2008, p. 3-4) and believes strongly in his own personal 
judgment more than other members of his management team. Bolton et al. (2008) argue that a 
resolute sticks very strongly to commitments and is highly to keep the organizational 
direction unchanged. This leads to better coordination, achieved at a low cost. The results of 
their study indicated that resolute CEOs performed better than CEOs who were good listeners 
and effective communicators. This is especially true during a crisis situation when the firm 
desperately needed a high level of coordination. Results of this study is also similar to the 
findings by Kaplan et al. (2007) in which using a sample of 316 applicants for the position of 
CEO in private equity firms between   2000-2006, they found out that firms managed by 
CEOs with more ``execution related skills´´ had a higher firm performance than firms which 
were managed by CEOs who had good listen and communication skills.  

Carpenter et al. (2004) argue that top management homogeneity facilitate decision making in 
more stable environment than divers and heterogeneous teams. Lin et al. (2007) examine the 
impact of CEO on firm performance in family controlled firms, and the link between CEO 
educational background and firm performance. They use a time interval of 9 years from 1991 
to 2000 of family listed firm in Taiwan. Tobin’s Q (market-to-book value of total assets) and 
return on asset (ROA) were used as proxy measures for firm performance, based on a total 
number of 375 firms. The results of the study showed strong support for the hypothesis that in 
high-expropriation firms, a CEO who is from within the family is a better choice in enhancing 
firm performance than a professional CEO.  Results of Lin et al. (2007) have also been 
supported by prior studies carried out by (Burkart et al., 2003; Bhattacharya et al., 2004) who 
found evidence in support of the argument that there exist a significant relation between a 
firm’s operation characteristics and the CEO educational background. 
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 Halebian et al. (1993) investigate the effect of management team size, CEO dominance and 
firm performance. Using a total of 47 firms from the IT and natural gas industry of US 
companies from 1978-1982. Halebian et al. (1993) use return on asset (ROA), Return on sales 
(ROS) and return on equity (ROA) as a measure of firm performance. To ensure 
autocorrelation, they used modified generalized-least squares (GLS).The results of the study 
found out that larger top management teams were better in enhancing firm performance than a 
CEO in the IT industry (more turbulent and fast changing environment) than in the natural gas 
industry (more stable and predictable environment).The results  also found evidence to 
support that CEO dominance will be negatively related to firm performance in the IT industry 
than the gas and oil industry. From the results of their study, Halebian et al. (1993) argued 
that the   dominant role of the CEO varies across industry due to different challenges posed by 
the environment. 

Jalbert et al. (2002)  examine the relationship between  CEO compensation and education 
background, using a sample size of  8,000  CEOs  over a period  10 years  from 1987-
1996.They took  into consideration top universities such as Harvard and Princeton  which 
provided a majority of the CEOs in major US firms. They found little evidence to support the 
contention that firm performance was affected by the educational background of the CEO. 
Jalbert et al. (2010) argued that a great deal of changes have occurred after ten years of an 
earlier study by Jalbert (2002). They point to changes in the market place such as the Enron 
Scandal, the passage and the role of the Sarbanes-Oxley Act of 2002, WorldCom, the global 
financial crisis and more recently the BP oil spill. They argued that these events have 
substantially changed the behavior and relationships that existed between CEOs, board and 
other stakeholders. In a later study Jalbert et al. (2010) investigate whether CEO educational 
background affects compensation and firm performance.  The analysis involved data from 
1997-2006 of top largest US firms published in Forbes .Using return on asset (ROA) as a 
measure of the firm financial performance. Using regression analysis, they found out that 
there existed some link between CEO educational background and firm performance. 

Gottesman et al. (2010) examine the relationship between the quality of CEO educational 
background and firm performance, using the Tobin’s Q as a measure of the financial 
performance of a firm. The sample size for the study included all firms listed in the New York 
stock exchange from 2000-2003 who had at least an undergraduate degree. They separated the 
CEOs into those who had an undergraduate degree in liberal arts, non-liberal arts, an MBA or 
a law degree. They also used the mean SAT, GMAT, and SAT score to define the quality of 
the undergraduate and graduate schools from which the CEOs graduated. They found no 
evidence to support the hypothesis that CEO educational background is related to the firm 
performance. More specifically, they found no evidence in support of the hypothesis that 
firms managed by CEOs with an MBA degree had better financial performance than other 
firms managed by a CEO with a liberal arts and law. They also found no evidence to support 
the hypothesis that firms managed by CEOs from more selective schools with high GMAT 
and SAT score performed better than other firms headed by CEOs from less selective 
Schools. Supporting the findings of the study, Gottesman et al. (2010) pinpoints that the 
benefits which may accrue to a firm or CEO from benefiting from the quality or area of his 
educational background is eroded (diminished) away by the lengthy time between the time the 
CEO completed the studies and the time he/she assumes the position of CEO. Gottesman et 
al. (2010) argue that CEOs were more likely to have learned or developed more skills in their 
career life before they could be appointed as CEOs in firms listed over the New York Stock 
Exchange (NYSE). 

This is contrary to a study by Chevalier & Ellison (1999) who examine the impact of CEO 
educational and demographic characteristics on the performance of mutual fund managers. 
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The findings of the study showed that mutual funds managed by managers from university 
with high SAT score (high quality university) perform better than mutual funds managed by 
CEOs from low quality university. Chevalier & Ellison (1999, p. 877) also found out that 
mutual fund managers who had an MBA outperformed their counterparts who did not hold an 
MBA by 63 points. Chevalier & Ellison (1999, p. 877) attribute this performance edge of 
mutual fund manager having an MBA the greater system risk taken by these managers. 

2.10 Propositions 

Hypothesis 1 
Firms with a CEO who has an educational background in engineering show better firm 
performance than firms which are controlled by a CEO who has a background in some other 
field such as marketing, finance, economics and law. 

I   expect that given the changes in the business environment and the role of the operations as 
a core function unlike before, firms headed by a CEO who has a technical and operational 
related background such as engineering would have better firm performance than others. 
Ocasio et al. (1999) findings indicate that the early 1960s was dominated by the finance 
background CEOs; this was later followed by events that encouraged and led to the 
dominance of CEOs with an engineering and operations background. With the changing and 
complex web that businesses are entangle in, I expect that CEO with an engineering 
background would have a positive impact on firm performance than other CEOs background. 
As earlier pointed out by (koyuncu et al., 2010, p. 3; Ocasio & Kim, 1999), the dominance of 
CEO  background in operations related fields particularly engineering gained momentum 
when modern industrial   corporations grew from self-contained business entities to a network 
of several units with unbounded boundaries. Under such circumstances, koyuncu et al. (2010) 
argues that an application of knowledge of engineering and operations to supply chain 
management and the complex system of business units would bring enormous benefits and 
add to the market value of the firm. Specifically knowledge of operations and engineering 
would help to lower fixed cost, faster inventory turnover, and a greater ROA (Koyuncu et al., 
2010, p. 3). 

 I expect that firms for example manufacturing firms with low financial performance are more 
likely to engage in restructuring and other cost efficiency program which would cut cost, 
make the company more competitive and enhance profits. This may also involve reorganizing 
some of the product lines and designing a global supply chain network which makes the 
company more profitable and competitive. I think that substantial knowledge in operations 
and engineering is vital for such activities to be carried out smoothly in a manner which 
guides decision making and ensures the achievement of the long term profitability of the firm. 
Also it is important to understand the role of the knowledge of the firms engineering 
operations in corporate social responsibility (CSR). This is usually a major area to be taken 
into consideration for product design (for example ensuring that the products and services 
pose no threat to the environment) and the long term sustainability of the firm. Particularly the 
role of operations is central in enhancing firm performance in that all most all organizations 
deal with operations processes. These activities of the operations function have increased 
importance in a challenging business environment and most especially when the firm is not 
performing well financially. 
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Hypothesis 2 
 Firms managed by CEOs with a higher educational level (postgraduate degree) outperform 
firms managed by CEOs with an undergraduate degree. 

Previous literature dealing with firm performance and CEO orientation for example (Xiaowei 
& Zhang, 2010) have used a high level  of CEO education  as a measure to indicate a high 
capacity to process information and flexibility to openness, innovation and development of 
strategic decisions.  Xiaowei & Zhang (2010, p. 46) found out that managers educational level 
had a positive effect on firm operation and market performance. Given the growing 
challenges that firms face for their everyday survival, CEOs are face with numerous solution 
options from which to choose from to respond to the firm’s business challenges. It takes 
therefore a CEO who has a high level of information process capacity to make such flexible 
decisions. It is therefore believed that firm performance is positively related to CEO 
educational level. With the changing and complex web that businesses are entangle in. The 
formal educational background of the CEO has been used in this study as an indicator of CEO 
cognitive preferences. As such CEO educational background could be viewed as a proxy 
measure of CEO intelligence. This may suggest that more intelligent CEOs would be better at 
handling complex organizational problems due to their high capacity to process information. 
To measure this educational background I created two different scales to represent the 
following; (0) undergraduate Degree, (1) postgraduate degree (including MBA). 
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Chapter 3: Research Methodology 
Introduction 

This chapter outlines and explains the research method applied in this thesis. It begins with a 
discussion on choice of subject area and preconception. Then it discusses the research 
philosophies that have guided this research. While discussing the research methods generally, 
this section sheds more light on the deductive and quantitative research strategy that has been 
adopted in this thesis. The later part of the chapter discusses the definition of variables and 
the coding process. As a whole therefore, this section of the thesis thus exposes readers to the 
scientific perspectives which this research is based on. 

 

3.1 Selection of subject area and preconceptions 
 

My desire and interest to pursue a thesis in this subject area stems from previous knowledge 
in the area of firm performance and operations management. This interest had been 
predominantly influenced during my study period in Umea school of business and economics 
(USBE).My   interest in aspects of behavioral finance which I think would be a major field of 
research to support quantitative finance is also a motivating factor for my choice of this topic. 
My initial considerations were to make the thesis more elaborate. However, with some tips 
from my supervisor who is also an expert in this area of firm performance and accounting, he 
suggested possible variables and areas where I could reflect on during our first seminar 
meeting. After a quiet period of reflection during which I read various literatures I developed 
the interest to examine the impact of educational background of CEO and firm performance. 
From the searched literature sources I read, I was most inspired to research on the IT and 
manufacturing industries in the Stockholm stock exchange. 

According to Bryman & Bell (2007) business research can be influenced by numerous factors 
ranging from personal values the author holds about a subject. Preconceptions could therefore 
be described as prior knowledge of the researcher in a subject area that influences his/her 
judgment of the results, analysis, choice of research area, method used or even the research 
design and questions (Bryman & Bell, 2007, p. 30) and (Saunders & Thornhill, 2009).  
Bryman & Bell  (2007, p.  29) points that it is important for researchers to be  both  bias and 
value free so that objectivity can be upheld in the research. For a research project to be 
considered scientific and conform to validity it must be free from the personal values and 
subjectivity of the researcher. With this understanding therefore, I am aware  of some 
personal values, feelings  or personal beliefs that can or may  impact in the research process, I 
have taken great considerations to ensuring that I remain value free, opened-minded  and 
assume an objective position throughout  the research. 

3.2 Research Approaches 
 

The use of any specific research strategy in a research is greatly influenced by the nature of 
the observation under study. Basically we can identify the main research approaches to fall 
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under deductive or inductive, quantitative or qualitative strategy, mixed research methods. 
These various research approaches do have varied differences in the way theory, 
epistemological concerns and ontological concerns are examined. The role/influence that 
these aspects play in the research study depends on the type of the research being studied 
(Bryman & Bell, 2007, p. 28; Quinlan, 2011, p. 95). Neither of these approaches has an 
absolute advantage over the other but some are more preferable for certain studies than others 
(Saunders & Thornhill, 2009). 

3.3 Quantitative research approach 
 

Bryman  & Bell (2007,  p. 26) describes quantitative research as a research approach which 
``emphasizes quantification in the data collection and analysis of data´´ (Bryman & Bell, 
2007, p. 26). This research approach uses a deductive approach to create a link between 
theory and the observed phenomenon with particular attention focused on testing theories 
(Bryman & Bell, 2007).This research approach also involves the use of scientific models and 
positivism placing much emphasis on norms and objective reality. Qualitative research as 
described by Bryman & Bell (2007, p. 27) involves the use of ``words rather than 
quantification in the collection and analysis of data´´. It relies predominantly on the inductive 
approach to establish the relationship between theory and research. This is directed towards 
the development of theories. It equally lays much emphasis on the way the social world is 
perceived by the individual researchers. As such it neglects the use of natural scientific 
models. Some of the methods used in this research approach include aspects of ethnography, 
interpretive and constructionism. 

 Mixed research uses both aspects of quantitative and qualitative research strategy. In spite of 
the distinction between the quantitative and qualitative approaches, they can be merged within 
a single research study. The mixed method is usually used when the use of either just one of 
the methods (quantitative or qualitative) may be insufficient of capturing or giving a precise 
picture of the observation under study. In this research approach, researchers are able to make 
numerical analysis while at the same time bringing in the use of narrative data (Williams, 
2007, p. 67). 

In this study I have used a quantitative research strategy. In selecting this choice, I based 
attention on selecting a strategy which would best capture and give a clear picture of the 
study. The data used in this thesis have quantitative features. Also the use of coding makes the 
data to be easily dealt with using a quantitative research strategy.  The emphasis placed on 
natural scientific model and objectivity of this research strategy in this study makes the 
quantitative method more preferable to the qualitative strategy. In addition the quantitative 
research method is the most appropriate regarding this research assumes a positivist and it is 
conducted from an objective position. 

In this study I have used quantitative methods. Specifically I have used a deductive approach, 
by starting from a general understanding of how firm performance could be influenced from 
the perspective of institutional theory, upper echelon theory and the conception of control. 
Then I developed specific hypothesis which uses concepts and variables (embedded in those 
theories) that serve as a connecting point between the theories discussed and the phenomenon 
under study. With the numerous managerial characteristics that influenced firm performance, 
I selected those that were most specific to my topic. From the selected variables I developed 
hypothesis which are validated and tested. From tested hypothesis and research findings 
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conclusions are theories developed. The deductive approach therefore begins from a general 
point of view and gradually narrows down to more specific theories (Trochim, 2006). 

As described by (Bryman & Bell, 2007) the inductive approach is more involve in making 
generalizations about the observation under study. In this inductive approach the research 
uses observations/findings and then moves on to the theory. This approach is particularly 
useful because it gives the research the opportunity to allow respondents to interpret the social 
phenomenon the way they perceive it (Trochim, 2006; Saunders, 2009). 

3.4 Research philosophy  
 

In this thesis I am going to dwell mainly on two research philosophies. It is important that 
mentioned be made of these philosophies because they serve as some of the considerations 
which researchers do encounter in the research process. It is also important that researchers 
make their philosophical consideration be known because they can have an influence on the 
objectivity of the research. This is often influenced by the personal values, bias, ``the politics 
of business research´´ (Bryman & Bell, 2007, p. 32) and the perceptions the researcher is 
influenced at the time of conducting the research. 

3.4.1 Epistemological considerations  
 

A central philosophical consideration in business research which has been utilized in this 
study is that of epistemology. Remenyi et al. (1998, p. 282) describes epistemology as ``the 
study or the theory of the nature and grounds of knowledge especially with reference to its 
limits and validity´´. This involves the central question of ``what actually is (or should be) 
regarded as acceptable knowledge in a discipline´´ (Bryman & Bell, 2007, p. 15). It  is 
therefore important epistemological consideration are properly dealt with in this study given 
the central role it plays in  business research as a whole and this research in particular. 

3.4.2 Positivism and Interpretivism 
 

Basically, positivism advocates the use of natural science methods to the study of social 
reality (Bryman & Bell, 2007). Positivism as an epistemological position entails both aspects 
of deductive and inductive research strategy. Saunders et al. (2009) points that positivism is 
more likely to be used if the researcher is more inclined to the natural sciences than the social 
research. Interpretivism as described by (Saunders et al., 2009; Bryman & Bell, 2007) is a 
term opposite to positivism. Proponents of interpretivism are so critical and against the use of 
natural scientific model to make observations or draw inferences about the social world. They 
support this view based on the fact that the social world or research is mostly centered on 
people who operate within an institutional framework. This underlying difference with the 
natural sciences calls for the need to apply distinct research procedures to tackle research in 
both subject areas. In other words, interpretivism is ``predicted upon the view that a strategy 
is required that respects the differences between people and the objects of the natural 
sciences…….´´ (Bryman & Bell, 2007, p. 17). Based on the above research philosophies 
discussed above, this study assumes a positivism view. This thesis uses clear quantitative data 
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and develops research hypothesis which are tested through stepwise and clear scientific 
procedures. 

3.5 Truth criteria  

3.5.1 Reliability  
Reliability, replication and validity are some of the most discussed criteria in business 
research. Basically Bryman & Bell (2007, p. 41) describes reliability as a criteria concern 
with answering the question of whether the results of a study is consistent or whether the 
results of a study are repeatable. Reliability is very crucial for a quantitative research as it 
constantly serve as a reminder to the researcher to check if measures used are stable and 
consistent. When it comes to coding, stability could be viewed as testing to see if the same 
coder could result to the same outcome when the content is coded multiple times. Weber 
(1990, p. 12) writes `` to make valid inferences from text, it is important that the classification 
procedure be reliable in the sense of being consistent; different people should code the same 
text in the same way...´´. In the event of instability and inconsistency in the measure used, 
researchers are thus bound to reconsider the reliability of their study. One of the ways used to 
test for the stability of the study is through the ``test-retest´´ method. This method involves 
applying a test to the same sample on different and subsequent occasions to see what the 
outcome would be. However, Bryman & Bell (2007) points out some weaknesses of this 
method of testing for reliability. For example they mention that events may intervene between 
the last time the test is conducted and subsequent periods. 

Another method of evaluating reliability is the use of internal reliability. This aspect of 
reliability usually comes into play when each respondents’ responds to each questions are 
grouped together to constitute a general score. Which such aggregation, there arise the 
possibility that some of the indicators are not coherent. Bryman & Bell (2007) suggest one 
possible way of testing internal reliability is through the ``split-half´´ method.  

3.5.2 Validity 
 

Validity is concern with the integrity of the conclusions that pertains to a study. Validity is 
concern with questions of whether or not an indicator(s) or measurement actually ends up 
measuring a concept which it claims it measure (Bryman & Bell, 2007). The variables used in 
this research and those that have been coded have been guided by theories based in this 
subject area. Enormous literatures in this subject area have also been of help in the coding 
process. Also a majority of the data used for this study is based on the annual reports of listed 
firms in the Stockholm stock exchange. These companies follow well spelt out laws by the 
Swedish regulatory authorities to ensure that the quality of the information display out for 
investors meets regulatory standards. To further ensure that the information used for the thesis 
is correct, I have used multiple sources of information to check that the information I get 
about the CEOs such as age, educational experience, firm experienced are correct. In 
situations where there was conflicting information, the firm was excluded from the sample. 
As it concerns the measurement used to depict firm performance, firm size and CEO 
functional characteristics, I have ensured to read a bulk of literature to ensure that the 
measures used are consistent with that used by prior authors. From this therefore I think this 
study meets the criteria of validity. 
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3.6 Sources of data 
 

In this thesis I have used secondary sources of data for the literature. The majority of data 
used for this thesis has been manually collected from the annual reports of the firms used for 
this study. Also utilized for the study are   peer review articles, books, market intelligence 
firms. This multiple sources of information were used so as to cross check and ensure that 
educational background of the executives actually tie with other sources. However, I must 
mention that one significant drawback which I encountered in the scientific articles used in 
this study involves the time the articles were published. This could be specifically explained 
by the fact that a majority of studies involved in managerial and leadership thoughts dates far 
back many decades ago, most especially the works of renounced thinkers in this field. Some 
of the literature also used for this thesis was gotten from the Google scholar search portal. 
Some of the key words used in the search included, firm performance, CEO educational 
background, CEO educational level, echelon theory, etc. 

I used this source for data collection because it was the most appropriate for this study. 
Secondary sources of data offer wide information from various useful governmental 
organizations, social scientist and professional associations. Based on this therefore I follow 
Hambrick & Mason (1984) to based this study on observable aspects of CEO characteristics 
which includes CEO age, educational level and   background, tenure, gender which are used 
as proxies for CEO characteristics. Using such proxies is necessary because of the difficulties 
or the mathematical models that may be involve to measure CEO attributes. The data used for 
this study has been entirely based from listed firms in the Stockholm stock exchange.  

In spite of its advantages of less cost and time consumption, high quality data, opportunity for 
longitudinal analysis, opportunity for cross-cultural analysis, Bryman & Bell (2007) points 
out a number of limitations of the secondary sources of data. To begin with, researchers often 
encounter the problem of a lack of familiarity with data. Saunders et al. (2009) argues 
secondary sources of data may pose a problem to researchers because it involves analyzing 
data which had been collected for entirely some other reason. Another problem is that of 
complexity of the data. This problem arise  due  the voluminous  nature  of most secondary  
sources of data .This  makes it complex for the researcher to extract exactly what information 
he/she wants given the numerous variables involved. Some other problem encounter with the 
use of secondary data is the fact that the researcher has no control over the quality of the 
information. From the above pros and cons of secondary sources of data used, I always had in 
mind that the sources used for this study were relevant, valid and credible, and reliable. 

3.7 Population and sampling plan 
 

The use of a sample is very important and a decision that is almost certain to be encounter 
when conducting a quantitative research. Sampling  constitute a very important stage in this 
thesis because it  highlights the approach or sampling technique  which is deploy to select the 
target population on which data is collected on. The sampling technique used has a great 
impact on the reliability, validity and the biasness of the study.  Sampling is vital for this 
study because it would have been cumbersome to study the entire number of firms operating 
in Sweden or all those listed in the Stockholm stock exchange. Bryman & Bell (2007, pp. 
176) outlines two commonly used approaches of sampling. These include probability and 
non-probability sample techniques. Probability random sampling generally gives a more 
representative sample of the population than non-probability sampling approaches that make 
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it more likely that some variable or units have more chances of being selected than others. 
The main sampling approach which has been utilized in this study is cluster sampling and 
convenience sampling technique. More specifically I have used one-stage cluster sampling. 
This involves selecting all the firms in each of the identified clusters (small, medium and 
large size firms). 

Using cluster sampling ensures that all the firms which are listed on the Stockholm exchange 
within the large, medium and small capitalized firms in the sectors targeted for the research 
have an equal chance of being included in the sample. This technique was selected for this 
study because it was the most suitable given the targeted population clusters. It also serves 
time because by grouping firms into clusters, data can be extracted easily. Also cluster 
sampling is used on the sample to select firms which are in the industry category set by the 
Global Industry Classification Standards (GICS) system which is utilized by the OMX to 
categorize industries. This industry classification system groups firms into various categories 
based on their main area of activity. Cluster sampling makes it possible that firms listed under 
each of the GICS categories are fairly represented. The end sample of this study therefore 
constitutes a fair representation of the firms listed on the stock exchange in the industries 
which this study intends to examine. The main categories of the industries that were listed for 
Large (companies with a market value of over1 Billion), Medium (companies with a market 
value between 150 million and 1 billion euro) and Small cap firms (companies with a market 
value below 150 million) on the Stockholm Stock Exchange (OMX) included energy, 
Materials, Industrials, Consumer Discretionary, Consumer Staples, Healthcare, Financials, 
Information Technology, Telecommunication Services, utilities. This excludes firms listed on 
the Nordic stock exchange. 

Similar to previous studies in the area of CEO educational background and firm performance 
such as Koyuncu et al.( 2010), this  study uses annual report data on the sample listed firms 
for a period of three years i.e. from   2008-2010 . The initial sample considered for this study 
consisted of 146 listed firms. Out of the sample, 33 firms were large capitalized firms, 36 
were medium size firms, and 77 were small size firm. Out of this sample, firms which did not 
provide complete and up-to-date information such as educational background of the CEO, 
age, firm age, and industry prior experience were excluded from the list. Using this criterion 
of convenience sampling, 26 firms were excluded from the sample. Secondly, 12 firms were 
further excluded due to the fact   that the CEOs did not have at least an undergraduate degree.  
A further 8 firms which had their annual reports written solely written in Swedish were 
excluded from the sample. Basically this criterion was used so as to focus more on firms 
which had the potential of attracting foreign investors and not limited within Sweden. The 
total observation left after this process of elimination was 100.The purpose for this criterion 
was to facilitate calculation and comparison of ratios extracted from the companies.  

The total sample left after going through the elimination process was 100. The initial sample 
categorized according to GICS standards utilized by the Stockholm stock exchange was made 
up of 6 categories of firms. This included energy, material, industrials, information 
technology, telecommunication and utilities. These firms were further grouped into two main 
categories. Those that were involve in manufacturing and those that were involves in IT 
related services. The purposes for this division was to separate firms that witnessed high 
turbulent (IT) from firms that were more stable and less turbulent (manufacturing). Jokull & 
Iryna (2010) outlines fives levels of turbulence associated with the business environment. 
These include stable, speed of change, ability to predict changes in the industry, anticipatory, 
reactive and exploring (Jokull & Iryna, 2010, p. 453).  Kuivalainen et al. (2004, p. 37)  
suggest that the above mentioned  turbulence factors particularly industry  complexities  and 
the diversity of the market segment and heterogeneity influences CEO actions which in some 
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way could affect firm performance. So by grouping the industries into this broad set of 
categories makes the analysis and result outcome simplified and reasonable. 

Table III: Representation of sample observation used for studies 

Industry Category Firm Size 
Population 
observed 

  Sample 
Observations 

Energy Large Firms 2 2 
  Mid Cap 2 1 
  Small Size 1 1 
Material Large Firms 7 6 
  Mid Cap 2 2 
  Small Size 5 5 
Industrials Large Firms 15 12 
  Mid Cap 21 19 
  Small Size 27 13 
Information technology Large Firms 3 3 
  Mid Cap 10 9 
  Small Size 36 22 
Telecommunication Large Firms 3 3 
  Mid Cap 0 0 
  Small Size 3 0 
Utilities Large Firms 3 0 
  Mid Cap 1 1 
  Small Size 5 1 
Total   146 100 
The observed sample (Table: III) consist of 26 large cap firms, 32 mid-cap firms and 42 small 
cap firms. 

Table IV: Distribution of CEO educational Background, Educational level and 
industry type 

Educational Background                              N           Sum 
Economics 100 17 
Finance 100 6 
Marketing 100 4 
MBA 100 22 
Law 100 7 
Engineering 100 44 
Educational level 
Postgraduate 100 86 
Undergraduate 100 14 
Industry Type 
Manufacturing 100 66 
IT 100 44 
CEO educational background shown in table v comprised of six educational backgrounds. 
CEOs with an Engineering background constituted 44%, the highest proportion of the 
sample.  MBA 22%, Economics 17%, Law 7%, Finance 6%,  Economics 17% and   Marketing 
4%. From the table 86% of the CEOs had a postgraduate (Masters, MBA) while 14% had an 
undergraduate degree. 
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I focused this study on firms listed on the Stockholm stock exchange specifically because 
prior studies discussed in the literature section of this study have often utilized data of listed 
firms on S&P 500, firms in U.S and UK markets. Swedish cultural dimensions of power 
distance, individualism, masculinity, uncertainty avoidance and long term orientation contrast 
significantly with that of   major European countries particularly the UK and U.S. This thus 
makes Sweden a great and unique choice for such a study which involves aspects of 
managerial and institutional characteristics. As mentioned by Hofstede (2005), different 
management styles and various forms of organizational structures are bound to exist due to 
differences in the cultural dimensions. 

3.8 Definition and coding of independent variables 
 

In this study uses both dependent and independent variables. These independent variables 
were mostly centered on CEO managerial characteristics. Control was also made for 
traditional factors which have been found to affect firm performance. The independent 
variables were used to explain variations in the dependent variable. I equally used some 
dummy variables. The dummy variables were used because of the present of qualitative 
independent variables. The dummy variables are assigned the values of 1 or 0. 

3.8.1 Independent variables 

3.8.2 CEO educational characteristics 
 

This study makes use of various discrete and continuous variables. To account for discrete 
variables, I have use dummy variables. These dummy variables can be assigned the value of 0 
or 1. 0 would indicate the absence of the variable and 1 would indicate the presence of the 
variable. These dummy variables have been used to represent the various types of CEO 
educational backgrounds and the various categories of the industries which I use for this 
study. To avoid collinearity, I have ensured to exclude one of the categorical variables in the 
regression model (Hill et al., 2001). CEO age is a continuous variable. Firm size, ROA, firm 
leverage is three year averages. Bhagat et al. (2010, p. 9) examine the impact of CEO 
educational background and CEO turnover on firm performance. Bhagat et al.(2010) uses 
information on  CEO age, tenure, ownership and educational information from a sample of 
14596 CEO years based on 1500 U.S large firms between 1992-2007.The information was 
obtained from standard & Poor’s Super-Composite 1500. CEO educational background was 
grouped into various categories such as quality of the school, duration of the degree and type 
of degree (MBA, Masters, Undergraduate and Doctoral).The results of the study indicated 
that CEO educational background has little impact on firm performance. However, Bhagat 
(2010) results indicate that CEO educational level has an impact on CEO selection but has 
little influence on the long run profitability of the firm. Based on the above, I suspect that 
CEO educational characteristics for example educational background and educational level 
would have no significant impact on firm performance. 
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3.8.3 CEO Educational background 
 

In this study I consider CEO educational background as the area of educational background 
where a CEO has his/her highest educational qualification. CEO educational background in 
engineering was coded as a dummy variable. To measure CEO educational background, I 
created dummy variables to represent each of the educational background. To ensure that the 
CEOs actual educational background was well specified, I cross check the biographies among 
the various sources listed above. This was intended to provide accurate and reliable data for 
the thesis. In situations where there wasn’t enough detailed information to ascertain the 
specific educational background of the CEO, it was totally excluded from the sample. Given 
that there were numerous educational backgrounds associated with CEOs, I limited the 
educational backgrounds to marketing, finance, law, engineering and economics since these 
were the most represented in the data set that had at least three or more CEOs. CEOs who 
hadn’t been classified into any of the major categories listed above were either excluded or 
regrouped and referred as ``others´´.  

3.8.4 CEO Educational Level  
In this study I group CEO educational level into two main categories namely undergraduate 
and postgraduate. Under postgraduate, I grouped the MBAs and Msc into a single group.  
Bachelors’ degree was grouped under the same group. To facilitate this, I ensured that only 
CEOs who had at least a bachelor degree which was well specified were considered to be 
included in the educational background variable. Postgraduate was assigned the value 1, while 
the undergraduate was assigned the value 0. 

3.8.5 CEO gender  
 

CEO gender is an interesting variable which would have been utilized for this study. However 
for the observed sample, the entire population was male. This variable would have constituted 
an aspect of CEO characteristics   intended to examine the impact gender of CEO has on the 
performance of the firm. This is of particular importance in the Swedish context where 
government regulations encourage the involvement of women in the composition of top 
management teams. The Norwegian government is another clearing case where women 
increasingly constitute about 40% of the board (Smith et al., 2005, p. 1). Also the increasing 
focus on corporate governance issues in most countries the world over, encourages top 
management diversity. By using this factor we may also understand if there is any 
relationship on CEO gender and firm performance. Smith et al. (2006, p. 572) use a sample of 
2500 Danish firms from 1993-2001 to examine the impact of female executives on firm 
performance. The results of the study indicate that women in top management positions turn 
to have a positive effect on the performance of the firm. Singh & Vinnicombe (2004, p. 481) 
argue female executives can influence firm performance positively given that they may be 
knowledgeable in some aspects of the market which their male counterparts are lacking in. 
For example women may bring new ideas to the board on how the firm's products are 
delivered to the targeted population. However other studies argue that a more diverse and 
heterogeneous board might not be helpful for the firm.  A diverse board would produce varied 
opinions, and a longer time would be consumed to reach a decision.  
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3.8.6 CEO Age 
 

As mentioned earlier CEO age is used as an independent variable. CEO age has been used in 
numerous studies relating to Upper Echelons theory and firm performance as proxy of CEO 
Job experience and also as an indication of the CEO risk taking characteristics (Herrmann & 
Datta, 2006). Results of (Hermann & Datta, 2006) study shows that younger CEOs have a 
high propensity for risk while CEOs who are older are resistant to change. These older 
executives devout much attention of their older career years securing  and ensuring that their 
finances are stable when they retire, given this situation (Herrmann & Datta, 2006) points that 
such older CEOs will pay less attention to risky projects. Also previous literature research 
also uses age as a measure of information processing.(Hermann & Datta, 2006) suggest that 
younger CEOs are better compared to older CEOs when it comes to processing information 
and making analysis because older CEOs have ``less physical and mental stamina´´. Based on 
this knowledge, I believe that firms with older CEOs would have low performance. This is 
based on the understanding that the business environment has grown so complex, with lot 
more operations unlike decades ago. This poses a formidable challenge to older CEO to 
respond swiftly to business opportunities which may require some high level of information 
processing and analysis. 

3.8.7 Dependent variable 
 

Firm performance 

 I   used the average return on asset (ROA) measured as the ratio of operating income to total 
assets, as a measure of firm performance. However note must be mentioned here that a vast 
amount of literature do show some drawbacks when ROA as an accounting measure is used to 
measure the profitability and performance of a firm. For example such a measure may not 
take into consideration the impact of inflation, risk and the lapses between prior management 
investment action and today’s firm performance (McGahan, 1998; Whittington, 1983). To 
ensure that the firm performance was actually related to the period under study, I used an 
average of the firm performance over a period of three years to decrease the possibility that 
much attention was paid on a one year value which may make the result unrealistic. A single 
year firm performance   may be largely influenced by events not related the CEOs who is 
currently managing the firm. This three year period interval has also been used by (Carpenter 
et al., 2002; Shen et al., 2002; Zhang, 2008; Koyuncu et al., 2010). 

3.8.8 Control variables 
 

To estimate the effect of CEO educational background and firm performance, there is need to 
recognize and control certain factors which are traditionally bound to affect the performance 
of the firm. The control factors included are; firm size, firm’s leverage, firm’s age, industry 
type and ownership. 
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Firm size 

Firm size is an important variable that should be controlled for. Firm size is important because 
it can indirectly affect firm performance through the impact it has on the CEO. 
Berkeley(1988) and Wasserman et al. (2001, p. 27), argue that  a CEO in a small size  firm 
has greater exposure to be in contact and know a lot more about the things going on in the 
company. This exposure factor will facilitate the CEO to swiftly respond and position the firm 
in a better position thereby influencing the performance of the firm. To measure firm size, I 
initially thought of using the number of employees that the firm had employed. However I 
later noticed that, there could be a bias using this method given that labor needs vary across 
company and such needs are largely affected by the nature of capital intensity and 
technological processes deployed by the firms in their activities. I   therefore settled on using 
the natural logarithm of the annual sales as a measure of the firm size. This has been used also 
by (Koyuncu et al., 2010; Zhang, 2008).  

 

CEO Tenure 

CEO tenure is also used as a control variable in this study.CEO tenure refers to how long the 
CEO has been working in the same firm. (Wasserman et al., 2001) points to the argument 
suggesting that long serving CEOs would have a positive impact on the firm performance 
given that, such CEOs would be able to put in place a management team which they are 
capable of collaborating effectively with thereby enhancing firm performance. CEO who has 
spent a longer time in a company is a vital asset for firm performance because he/she would 
have developed and learned some knowledge which directly fits to solve the firm’s problems. 
This is however contradictory because the CEO however may not be exposed to varied set of 
problems given he has spent his entire job in the same environment or the same company. 
Although no period is commonly accepted as shorter, intermediate or longer for CEO tenure, 
Allgood & Farrel (2001, p. 379) group CEOs into 3 categories. CEOs with tenure of less than 
four years are grouped under the category of New CEOs, Intermediate being CEOs with less 
than 10 years but greater than 4 years and CEOs with greater than 10 years are grouped as 
old. 

 

Firm leverage 

 This measure describes how the firm’s total asset is being financed. This could be financed 
either with the use of debt or equity. Firm leverage in this study is expressed as the ratio of 
total debt to total assets. Ho & Hsu (2010, p. 270-271) study based on the Taiwan Banking 
Industry uses regression analysis to investigate the relationship between firm’s leverage 
(financial structures) and investment strategy. Ho & Hsu (2010, p. 210) found a positive 
relationship between firm performance measured by ROE and firm leverage. They argue that 
leverage can improve firm performance given that the firm's management would be obliged to 
make crucial decisions which results in maximizing returns. These difficult decisions may 
have been avoided had the firm not involve in debt. (Tom et al., 2010) examine the impact of 
firm leverage on firm performance in an environment with high information asymmetries. 
Tom et al. (2010, p.1045) use a  five-year window for start-up firms and   a sample 18935 of 
start-up firms in Belgium between 1996-2003.To measure  firm performance, Tom et al. 
(2010) use ROA  and annual earnings growth.  Result of the study showed evidence that 
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leverage was positively related to firm performance. It also indicated that, the impact of firm 
leverage on the firm performance increases as the venture grows older (Tom et al., 2010, p. 
1047). Tom et al. (2010, p. 1047) in support of the result of the study, argued that 
management of start-ups are constantly under pressure for high earnings from capital markets. 
This makes the management to be involved in value maximizing activities. Based on the 
above therefore, I suspect that firm leverage would have a positive effect on the firm 
performance. 

 

Firm age 

Firm age is a continuous variable .This value is gotten from the annual reports of the firms. 
Firm age may be defined in varied ways. For example   Shumway (2001, p. 113) regards age 
of the firm from the period when the firms goes public for example the period when its stocks 
are traded in the stock exchange for example New York Stock Exchange(Shumway, 2001, 
p.113). Loderer & Waelchli (2010, p. 8) define firm age as to the period when a firm has a 
legal status. In this thesis to avoid complexities and the difficulties of defining firm age 
especially when companies have formed mergers over many years, I define firm age in this 
study as the period when a company is founded.  Loderer & Waelchli (2010, p. 8) use a total 
of 10930 firms with 82,845 firm-years to examine the relationship between firm age and 
performance. Loderer & Waelchli (2010) results   indicate that firm age has a negative 
relationship to firm performance. They argue that firm profitability either measured using 
ROA or Tobin’s q reduces in older firms. Loderer & Waechli (2010, p. 21-26) support this 
result by suggesting that older firms turn to have a greater proportion of their assets not 
functioning (obsolete), little investment in R &D and a poor governance structure.  The 
increase in board size of old firms and larger pay packages for executives are some the factors 
pointed out by Loderer &Waechli (2010). Pástor & Veronesi (2003) view the negative 
relationship between firm performance and firm age from the perspective of the low 
uncertainty associated with older firms compared to younger firms. With this low uncertain, 
volatility of stocks of older firms turn to be minimal thus resulting to a lower profit. In a study 
on a sample of UK based firms focused on failures and acquisition of UK firms, Bhattacharjee 
et al. (2009) control for firm age. Worth mentioning is the ownership structure of the firm. 
This variable could be measured by the use of ownership concentration, State or Public 
ownership, management ownership or family ownership. However, for the firms utilized for 
this study, it happened that they were entirely public owned. Unfortunately this variable was 
not utilized due to the above mentioned reason 

3.9 Regression analysis 
 

In this study I use multi-regression   analysis given that there are two or more explanatory 
variables. In the regression analysis I keep aside the engineering background in all the models 
that were used. The reason why I excluded this background from the other background was to 
be able to compare its impact to other functional backgrounds. I created dummy variables for 
each of the various types of educational background. These dummy variables were necessary 
because I had to convert each of the qualitative independent variables into quantitative 
variables so that I could able to run a multi-regression analysis to assess the impact on each of 
the variables. For the six types of CEO educational backgrounds, I created five dummy 
variables keeping aside the engineering background so as to compare its impact with the other 
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backgrounds. To establish the relationship between educational level and the performance of 
the firm, I created dummy variable(s) for the CEO educational level. I assigned the value 1 to 
postgraduate and 0 to undergraduate. Since the independent variable CEO age, firm age, firm 
size and CEO tenure were not categorical; I didn’t do any coding on them. The general 
regression equation could be stated as 

 y=α + β1χ1 + β2χ2 + β3χ3 + ei, i=1……..n 

Specifically for this thesis two regression equations are used 

ROA=α + β1Size + β2Leverage + β3FirmAge+ β4CEOage+ β5CEOtenure+ β6Industry+ 
β7ECON+ β8MKT+ β9FIN + β10LAW + β11MBA + et……………………..(1) 

ROA= α + β1Size + β2Leverage + β3FirmAge + β4CEOage + β5CEOtenure + β6Industry + 
β7EduLevelP + et……………………………………………………………. (2) 

Where, ROA is the return on asset used to measure firm performance(Net income/Total 
Assets), SIZE is the natural logarithm of the firm sales, LEVERAGE is the percentage of the 
firm’s assets financed by debt (total debt/total asset), FIRMAGE and CEOage are all 
continuous variables extracted from the annual reports. CEOtenure refers to how long the 
CEO has been working in the same company. INDUSTRY is a dummy which refers to the 
sector in which the firm operates and it has the value 1 if the firm operates in the 
manufacturing sector and 0 if it operates in the IT industry. EduLevelP is a dummy used for 
CEO educational level, with a value of 1 if CEO has a postgraduate degree otherwise zero. 
ECON, MKT, FIN, LAW and MBA are all dummy variables used to represent the various 
educational backgrounds of the CEOs. 

 

 

 

 

 

 

 

 

 

 

 

 

 



34 
 

Chapter 4: Research Findings and 
analysis 

Introduction  

This chapter presents the results   and analysis of the result. This chapter begins with the use 
of descriptive statistics to present the research findings, then  it narrows down specifically to 
the use inferential statistics to asses each of the propositions that had been made earlier in 
the study. 

 

4.1 Descriptive Statistics  
Table (V), below shows the means, deviations of the major variables that have been used in 
our analysis in this study.  

Table V: Descriptive Statistics (Mean, Max, Min, Std. Deviation) 

 N 
Minimu

m 
Maximu

m Mean 
Std. 

Deviation 
ROA 100 -, 06773 ,42938 ,0795765 ,07593114 
LEVERAGE 100 ,0256 ,8626 ,475357 ,2031318 
FIRM_AGE 100 5 145 49,42 642,63 
FIRM_SIZE 100 2,4987 15,0587 9,289434 2,7432706 
CEO_AGE 100 38 67 50,92 6,286 
CEO_Tenure 100 1 14 4,43 3,046 
Valid N 
(listwise) 

100     

 

The total number of firm for this study was 100 firms. Out of this sample, the population of 
CEO was made up of men entirely. The average age of the CEO was approximately 51 years. 
The mean tenure of CEO was approximately 4.5 years; the median CEO tenure was 3 years. 
The standard deviation of CEO age was 6.286, with a maximum value of 67 and a minimum 
of 38 years. 
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Table VI: Correlation matrix for model 1 CEO educational background and firm 
performance 

Variable(s) 1 2 3 4 5 6 7 8 9 10 11 12 13 14 

1.ROA 1   

2.Leverage 0,01 1   

3.FirmAge -0,05 0,09    1   

4.FirmSize 0,07 0,25** 0,114 1   

5.CEOAge -0,07 0,052 0,143 -0,03 1   

6.CEOTenure 0,07 -0,09 0,13 0,02 0,069 1   

7.Economics 0,02 0,066 -0,14 -0,18 0,01 -0,1 1   

8.Finance 0,43** -0,11 -0,14 0,125 -0,11 0,2* 
-

0,11 1   

9.Marketing 0,01 -0,12 -0,09 -,23* -0,11 -,03 
-

0,09 -0,05 1   

10.MBA 0,01 -0,03 -0,04 0,092 0,12 -,05 
-

,24* -,134 -,11 1   

11.LAW 0,04 0,04 0,04 0,18 0,02 0,09 -,12 -0,07 -,06 -0,15 1   

12.Postgraduate -0,082 -0,1 -0,02 0,067 -0,11 0,03 
-

0,2* 0,11 0,08 0,214* 0,11 1   

13.IndustryType -0,129 0,194 0,29** -0,08 ,257** 0,18 0,04 
-

,27** -,07 -0,13 0,03 
-

,05 1   

14.Engineering -0,21* ,056 0,224* 0,001 -0,02 0,03 
-

0,4* 
-

,224* -,18 -,47** 
-

,24** 
-

,17 0,21* 1 
**. Correlation is significant at the 0, 01 level (2-tailed), 

*.Correlation is significant at the 0, 05 level (2-tailed) 
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Table VII: Model Summary Model 1 

Model 1 R R Square Adjusted R Square Std. Error  

 
,452a ,204 ,105 ,07155453 

a. Predictors: (Constant), Industry Characteristics, Law, Marketing, Economics, 
LEVERAGE, FIRM_AGE, CEO_AGE, CEO_Tenure, MBA, FIRM_SIZE, Finance 

 

The R2   for the model 1 which was used to test for hypothesis 1 is 0,204.This means that, 
20.4% of the regression model or variation in the dependable variable (ROA) is explained by 
the independent variables. This value seems to be normal suggesting that the regression 
equation or the variables used seem reasonable to account for variations in ROA. It would 
however been better if the value for R square was high. This R2 gives a significance value of 
0,033 (see table VIII below) which is less than the p-value of 0.05 at 95% level of confidence. 
This thus indicates that the regression model is significant at this level of confidence. 

Table VIII:ANOVAb Model 1 

Model Sum of 
Squares df 

Mean 
Square F Sig. 

1 Regression ,116 11 ,011 2,052 ,033a 
Residual ,454 88 ,005   
Total ,571 99    

a. Predictors: (Constant), Industry Characteristics, Law, Marketing, Economics, 
LEVERAGE, FIRM_AGE, CEO_AGE, CEO_Tenure, MBA, FIRM_SIZE, 
Finance 
b. Dependent Variable: ROA 
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Table IX: Model 1; CEO educational background and Firm Performance 

Model Unstandardized 
Coefficients 

Standardized 
Coefficients 

t Sig. B Std. Error Beta 
1 (Constant) ,065 ,068  ,947 ,347 

LEVERAGE ,023 ,038 ,060 ,589 ,557 
FIRM_AGE 6,654E-5 ,000 -,037 ,362 ,713 
FIRM_SIZE ,001 ,003 ,014 ,126 ,900 
CEO_AGE ,000 ,001 -,034 -,341 ,734 
CEO_Tenure 5,719E-5 ,003 ,002 ,022 ,982 
Economics ,023 ,021 ,112 1,060 ,292 
Finance ,148 ,034 ,465 4,296 ,000 
Marketing ,025 ,039 ,064 ,627 ,532 
MBA ,021 ,019 ,116 1,090 ,279 
Law ,007 ,030 ,023 ,227 ,821 
Industry 
Characteristics 

-,004 ,018 -,006 -,052 ,959 

a. Dependent Variable: ROA 
 

Hypothesis 1  states that  Firms with a CEO who has a educational background in engineering 
show better firm performance than firms which are controlled by a CEO who has a  
background in some other field such as marketing, finance, economics and law  states that 
CEO educational level is positively related to firm performance. To test for this hypothesis, I 
entered variables related to the CEO educational background into model 1. Since there were 6 
CEO educational backgrounds, I created 5 dummy variables excluding the engineering 
background which I considered as the variable of interest or the reference background used 
for the model. Table 1 above presents the regression results for hypothesis 1. From the 
regression analysis, all the various CEO educational backgrounds have a positive coefficient. 
This thus suggest that there seem no evidence to indicate that firms controlled by a CEOs with 
an educational background in engineering have any higher firm performance(ROA)  
advantage compared to  firms controlled by CEOs with other educational background such as 
Marketing ,law economics or finance. This suggests thus that there is no such support for the 
hypothesis 1.  However, the result indicates that the CEO educational background in finance 
had a significant effect on the firm performance. The P-value was 0, 00< 0, 05 the value of α 
at the 95% confidence level. Thus we can say that the hypothesis that CEO educational 
background in the field of engineering or operations related subjects had no performance 
advantage for the firms over other backgrounds. With the exception of the finance 
background, no statistical significance relationship could be found to impact on firm 
performance by CEO educational background in Engineering. 
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Table X: Model 2; correlation matrix used to establish the relationship between 
firm performance and CEO educational level 

  Variable 1 2 3 4 5 6 7 8 

1 ROA 1   
2 Leverage 0,011 1   
3 Firm Age -0,053 0,094 1   
4 Firm size 0,072 0,246* 0,114 1   
5 CEO age -0,071 0,052 0,143 -0,033 1   
6 CEO Tenure 0,069 -0,092 0,13 0,02 0,069 1   
7 Industry  -0,129 0,194 0,287** -0,077 0,257** 0,178 1   

8 postgraduate -0,082 -0,098 -0,02 0,067 -0,111 0,029 -0,05 1 
*.Correlation is significant at the 0, 05 level (2-tailed) 

**.Correlation is significant at the 0, 01 level (2-tailed) 

Table XI: Model 2 Summary; CEO educational Level and Firm Performance 

 
Model 

R R Square 
Adjusted R 

Square 
Std. Error of 
the Estimate 

dimension0 
1 

,205a ,042 -,031 ,07709 

a. Predictors: (Constant), Postgraduate, FIRM_AGE, FIRM_SIZE, 
CEO_Tenure, CEO_AGE, LEVERAGE, Industry Characteristics 
 

Table XII: ANOVAb   Model 2 

Model Sum of 
Squares df 

Mean 
Square F Sig. 

1 Regression ,024 7 ,003 ,578 ,773a 
Residual ,547 92 ,006   
Total ,571 99    

a. Predictors: (Constant), Postgraduate, CEO_Tenure, FIRM_AGE, 
FIRM_SIZE, CEO_AGE, LEVERAGE, Industry Characteristics 

b.Dependent Variable: ROA 
 

The R2   for the model 2 which was used to test for hypothesis 2 is 0,042.This means that, 
barely 4, 2% of the regression model or the dependable variable (ROA) is explained by the 
independent variables. This value seems to be low suggesting that the regression equation or 
the variables used seem to be rigid and conservative. This gives a very high significance value 
of 0,773 which is greater than the p-value of 0.05 at 95% level of confidence. From such 
regression results, it suggests that there isn’t a statistically significant correlation between 
CEO educational level and firm performance. 
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Table1 XIII: Regression result CEO educational level and Firm Performance 

Coefficientsa 
Model Unstandardized 

Coefficients 
Standardized 
Coefficients 

t Sig. B Std. Error Beta 
1 (Constant) ,113 ,075  1,512 ,134 

LEVERAGE ,010 ,041 ,026 ,236 ,814 
FIRM_AGE -,5,962E-5 ,000 -,033 -,309 ,758 
FIRM_SIZE ,002 ,003 ,063 ,581 ,563 
CEO_AGE -,001 ,001 -,050 -,471 ,639 
CEO_Tenure ,002 ,003 ,104 ,984 ,328 
Industry 
Characteristics 

-,021 ,018 -,129 -1,135 ,359 

Postgraduate -,022 ,023 -,099 -,956 ,342 
a. Dependent Variable: ROA 

 

Hypothesis 2 states that CEO educational level is positively related to firm performance. This 
means that firms controlled by CEOs with higher educational level (postgraduate) are likely 
to record higher firm performance than CEOs with an undergraduate degree. To test for this 
hypothesis, I enter variables related to the CEO educational level into model 2. Since there 
were two CEO educational levels, I created one number variable. Table XIII above presents 
the regression results for hypothesis 2. From the regression analysis, there is a negative 
coefficient for the educational level variable postgraduate. This suggest thus that there is no 
such support for the hypothesis   that firms controlled by a CEO with a higher educational 
level(postgraduate)  performed better than firms controlled by a CEO with an undergraduate 
degree. This suggests a negative relationship between CEO educational level and firm 
performance. The result of the t-statistics for the variables independent variables examined 
had a P-Value all greater than α=5%.This suggests that the hypothesis that firm performance 
(ROA) is positively related with the CEO educational level was not supported. In more 
accurate terms the regression equation is not significant to make predictions about the test 
hypothesis. Under such circumstances, there is no statistically significant evidence from the 
regression equation to support hypothesis 2. 
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Chapter 5: Conclusion 
Introduction  

This chapter presents a conclusion of the of the research findings. It also presents the 
practical implication of the study. This is followed by a section on the delimitation of the 
study and areas of suggestion for further research. 
 

5.1 Conclusion 
 

This thesis was motivated by the need to address the current changes in the business 
environment and the increasing role the operations function response to these challenges to 
increase firm performance. Given these challenges, top management teams as a whole and 
CEOs in particular need to make adjustments on the way the firm’s strategic goals and 
organizational vision is defined. These challenges have made cost reduction strategies an 
essential and integral part of organizational strategy. Firms face enormous competition and 
challenges in the way to response to product designed, the way customer’s needs are fulfilled, 
and the way they communicate to the market to meet these needs. These challenges have kept 
CEOs on the watch to constantly put in place a strategy which reflects present and future 
challenges. These changes in global business dynamics have impacted so much on the core 
organizational functions of marketing, product/service development and the operations 
functions. Support functions such as accounting and finance which have often facilitated and 
made available information to senior management for decision making have witnessed 
changes across the globe.  This thesis also addresses a key gap which has not been recently 
dwelled on in the latest years. This thesis discusses both institutional theory and echelon 
theory which prior research in finance has not used to explain some of the variations in firm 
performance. This thesis contributes to the ongoing research in the area of CEO educational 
background and firm performance. To examine  the impact of CEO educational background 
and firm performance, specific research questions were developed. 

• Does CEO educational background affect firm performance? 
• Does CEO educational level affect firm performance? 

To facilitate the answering of these research questions, specific propositions were developed 
relating to each of the research questions. The results of the multi regression analysis   suggest 
that firms having a CEO with an educational background in the area of engineering or field of 
operations do not have any edge in firm performance to firms controlled by CEO in some 
other educational background. From a general perspective, the results of this study suggest 
that CEO educational background and educational level have a limited impact in accounting 
for differences in firm performance. This study is important because it adds to existing 
literature in the field of firm performance and CEO orientation an area which has not been 
researched of recent. Also the findings in this thesis tend to show that the era of the finance 
conception of control in which major corporations were controlled by CEO from the finance 
functional and educational background in the early 1970s and 80s as postulated by Fligstein 
(1991) still show some significant impact on firm performance. As indicated in the sample, a 
majority of the CEOs in firms in the Manufacturing and IT sectors have an educational 
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background in engineering, economics, MBA and few have a degree in the area of finance, 
and marketing. This shows a significant shift from finance, marketing background to technical 
related subjects. As indicated in the regression results the finance background has a 
significant impact on firm performance, meaning that the finance background   still remain 
very vital for executives. 

The results of this still is  similar to that  carried out by (Koyuncu  et al., 2010) in which they 
found out that firms with a  CEO in operations background  had an edge over other firms 
controlled by  CEOs with law, marketing and other background except those firms that were 
controlled by a CEO with a finance background. Gottesman et al. (2010) results also indicate 
that there was no significance evidence to show that firm financial performance was related to 
CEO educational background. Supporting the findings of the study, (Gottesman et al., 2010) 
argue that, the benefits that accrue to a firm or CEO from benefiting from the quality or area 
of his educational background is eroded (diminished) away by the lengthy time between the 
time the CEO completed the studies and the time he/she assumes the position of CEO. CEOs 
spend considerable time learning or develop more skills in their career life before they could 
be appointed as CEOs. Results of this study is also consistent with that of (Bhagat et al., 
2010) which  found evidence to show that CEO educational background and educational level 
had no significant impact on firm performance. The result of this study is also in line with that 
of (Aaron et al., 2010) which found no evidence in support that CEO educational background 
had any significant impact on firm performance. Similar to this study, Aaron et al. (2010) 
study show no evidence to suggest that firms headed by CEOs with a postgraduate degree had 
better performance than firms managed by CEOs with an undergraduate degree. The results 
also indicate that while the CEO may bring into the firm specific educational skills, these 
skills may gradually be redefined to meet the challenges of the environment .This is similar to 
Bhagat et al. (2010) which found out that CEO educational level influence CEO selection but 
CEO educational level did not influence the long term performance of the firm. This means 
that as time goes by the specific skills of the CEOs educational background may gradually 
fade away. This suggests therefore that when companies are considering candidates to fill the 
CEO position, environmental and business challenges (contingency factors) play a significant 
role. 

5.2 Practical implication of study 
 

Generally, the results suggest that knowledge in numerous areas of studies including 
operation, engineering and finance is very important for all CEOs, particularly given the 
current situation in the business environment when firms rely on high levels of technology to 
reduce labor costs, production efficiency to make savings and to better compete.  The 
increasing and transparent role that corporate governance plays in the investment and 
operations processes in today’s businesses, makes knowledge of operations and law and ever 
more important than before. This study serves as a wakeup call for firms and graduate 
business schools who offer a variety of training programs for the graduates. It points to the 
fact that current education curriculum in graduate schools should be able to incorporate the 
growing challenges of the real business world. While the result of this study may not provide 
details on specifics on the functional background to embark on by future aspirants for 
graduate schools, it points to the idea that CEOs in today’s business world must be 
knowledgeable in a number of backgrounds. This would facilitate their handling of complex 
business challenges such governance issues, regulations, globalization and evolving 
technology. Some of these challenges make business less competitive in their core and 
traditional business lines. The need to reorganized finance and management theories taught in 
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business schools to match up with the changing needs of organizations is also important. 
Increased challenges in businesses the world over, CEO aspirants would therefore need to 
equip themselves with certain basic and varied qualities. For example CEOs would need to 
know and talk more with people of different cultures, engage in decision making and high 
confidence; self esteem and they must be able to recognize their values without being told by 
others. 

Besides the above mentioned basic qualities CEOs must develop talents and competencies 
which make them well equipped to take the lead in the growing and complex business world. 
This includes knowledge in: 

Ø Operational capability.CEO need to master how to handle organizational problems 
from an operational perspective. They need operations knowledge to be able split into 
bids complex organizational blocks, units, processes or problems into basic operating 
units to facilitate decision making and ensuring that restructuring of the firm is well 
configured. Talent-management Expertise CEO needs to be able to ensure that team 
spirit and team work is needed where necessary. This can be achieved through 
motivation and bringing in employees both senior and line managers where they fit in 
squarely. 
 

Ø Flexibility. This involves responding to the complex and ever changing needs of the 
customers. The CEO should be able to ensure to stay a step ahead when it comes to 
technology. This is particularly important because failure to do so would be an 
advantage for competitors to attract customers. By assuming an obsolete technological 
position, the CEO is preparing for failure. 
 

Ø Risk management: Today’s CEO need to demonstrate an ability to rigorously manage 
and to draw budgets. This also involves risk that would not completely retard the 
company from futures growth.  

 5.3 Limitations and suggestions for further research 
 

The results of this however must be interpreted and viewed within the context of Sweden. 
This study was more concern with largest, medium and small size capital firms listed in the 
Stockholm Stock Exchange. The sample I used was focused more on IT and manufacturing 
firms. I therefore think that the result may therefore be too rigid since it did not include 
industrial or firm based characteristics in other sectors such as the financial industry that was 
highly affected by the stock crisis.  

The decision to base this study on the listed firms in this stock exchange was motivated by the 
fact that previous studies have often been centre on U.S and UK markets. It was equally 
motivated by the fact that Sweden has very contrasting cultural dimensions compared to the 
rest of the world particularly the UK and U.S where prior research has been predominantly 
focused. Based on the aforementioned scope of the research, it limits the extent to which the 
results of this study can be applicable or generalize to other areas. This therefore suggests that 
quite different results may be gotten in other countries due to institutional factors, 
contingencies factors and the cultural dimensions of those countries.  These factors influence 
the managerial characteristics of the CEO which intend influences the objectives of the firm at 
large. In additional I have limited the study just too few managerial characteristics. May be if 
I had used detailed aspects of various managerial characteristics then the results would be 
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pretty different. This would need the use of a various mathematical models such as combining 
regressions with some inverse engineering. Base on the results and limitations discussed 
therefore some areas of further research could be discussed below. 

 In the first place, a research could be carried out to examine the impact of top management 
teams as a whole and firm performance. While CEO functional background may still 
influence firm performance, a study of top management diversity may provide some insight 
on how the decision making is process is made. One other aspect which I may suggest is that 
a study of such a nature should be carried across different countries for example the impact of 
CEO functional background of firms in Sweden could be compared to that of UK firms, US 
firms. Also I think that a study should be carried across different industries across different 
cultural settings. I am pretty sure that, results of such studies may provide a great deal of 
information on the cognitive preferences of CEOs and variation in firm performance across 
firms. I think that the results of such study may provide valuable result on the relationship that 
functional background in operations has a better firm performance.  To add to this, more   
environmental variable should be used for subsequent research. I am equaling suggesting that 
a study could be limited to locally based firm that do  not have multinational networks  that 
require a broad level of functions. The firms may be limited to just a few locality in which 
challenges faced may not reflect that   faced by listed firms. Also another area where future 
research can be carried on could be related on investigating when does the functional 
background of CEOs actually count. More attention should be devoted to the environment and 
industry context within which the industry is operating. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



44 
 

List of references 
Aldrich, H., &  Auster,  E. (1986).  Even dwarfs started small: Liabilities of age and size and 
their strategic implications. B. Staw and L, Cummings, Ed. Research in Organizational 
Behaviour,8:JAI Press, Greenwich, CT.165-198. 

Alice,  O., Andrews, T., & Welbourne, M. (2000).The People/Performance Balance in IPO 
firms: The Effect of the Chief Executive Officer’s financial Orientation. Entrepreneurship 
Theory and Practice, 25(1), 93-107. 

Allgood, S., &  Farrell,  A.K. (2001).The Effect of CEO Tenure on the Relation between Firm 
Performance and Turnover. Journal of Financial Research, 23(3), 373-390. 

Andrews, A.O. (1995). Meeting the challenge of a new environment: Boards of directors as 
legitimacy signals at initial public offering.  Doctoral dissertation, Cornell University. 

Aron, A.G., & Matthew, R. M. (2010). CEO Educational background and firm financial 
performance. Journal of applied Finance, 20(2), 70-82. 
 
Bakan, J. (2009). The Corporation. New York: Free Press. 
 
Bantel, K., & Jackson, S. (1992).Top management and Innovations in Banking: Does the 
composition of the top team make a difference? Strategic Management Journal, 10, 107-124. 
 
Bennedsen, M., Kongsted, H.C., &  Nielsen, K.M. (2008). The causal effect of board size in 
the performance of small and medium-sized firms. Journal of Banking and Finance, 32(6) 
1098-1109. 
 
Berger, P.L., & Thomas, L. (1967). The Social Construction of reality. New York: 
Doubleday. 

Berkeley, A.T. (1991). Does leadership make a difference to organizational performance? 
Administrative Science Quarterly, 33, 388-400. 
 

Bhagat,  S., Bolton,  B., & Subramanian, A. (2010). CEO Education, CEO Turnover, and 
Firm Performance. http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1670219# Accessed 
on 17 January 2012 at 16:19. 

Bhattacharjee,  A., C. Higson, S. Holly, & P. Kattuman. (2009). Macroeconomic instability 
and  business exit: Determinants of failures and acquisitions of UK firms. Economica, 76,108-
131. 

Bhattacharya, U., & Ravikumar,  B. (2004). From Cronies to Professionals: The Evolution of 
Family Firms. In E. Klein (ed.) Capital Formation, Governance and Banking, Financial 
Institutions and Services. Hauppauge, NY: Nova Science Publishers. 

Bolton. P., Brunnermeier, K.M., & Veldkamp. L. (2009). Leadership, Coordination and 
Mission-Driven Managemnt. AFA 2009 San Francisco Meeting Paper. 
 

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1670219


45 
 

Bruton, D.G., Ahlstrom, D., & Li, H. (2010). Institutional Theory and Entrepreneurship: 
Where are We Now and Where Do We Need to Move in Future? Entrepreneurship theory 
and Practice, 34(3), 421-440. 

Burkart,  M., Panunzi, F., & Shleifer, A. (2003). Family Firm, Journal of Finance, 58, 2167–
2202. 
 
Buyl, T., Boone, C., & Hendriks, W., & Matthyssens, P. (2010). Top management team 
functional diversity and firm performance: The moderating role of CEO characteristics. 
Journal of management, 48(1), 177. 
 
Canneila,  A.A., & Lubatkin, M. (1993). Succession as a sociopolitical process: Internal 
impediments to outsider selection. Academy of Management Journal, 37,  763-793. 
 
Carpenter, M. A., & Sanders, W.G. (2004). Top management team compensation: The 
missing link between CEO pay and firm performance? Strategic Management Journal, 23 (4), 
367–375. 
 
Carpenter, M.A., & Fredricksson, J.W. (2001).Top management teams, global strategic 
posture, and the moderating role of uncertainty. Academy of Management Journal, 44, 533-
545. 
 
Calori, R., Johnson, G., &  Sarnin, P. (1994).  CEO's cognitive maps and the scope of the 
organization. Strategic Management Journal, 15, 437-457. 
  
Chevalier, J., &  Ellison, G. (1999). Are some mutual fund managers better than 
others?Cross-Sectional patterns in behavior and performance. Journal of Finance, 54(3), 875-
899. 
 
Child, J. (1972). Organizational structure, environment and performance: The role of strategic 
choice. Sociology, 6, 1-22. 
 
Citrin,   M.J.  (2009).  So do you still want to be a CEO? The job isn’t the same as it used to 
be. The conference Board Review, 46 (3), 40-45. 
 
Cyert, R. M.,  &  March,  J.G. (1963). A behavioral theory of the firm. Englewood Cliffs, NJ: 
Prentice-Hall. 
 
Daellenbach, S.U., McCarthy, M.A., & Scheonecker, S.T. (1999). Commitment to innovation: 
The impact of top management team characteristics. R&D Management, 29(3), 199-208. 
 
DiMaggio, P.J.,  &  Powell, W.W.  (1983). The Iron cage revisited: Institutional isomorphism  
And collective rationality in organizational fields. American Sociological Review, 48, 147–
160. 
 
Donaldson. L., & Davis, J.H. (1991). Stewardship Theory or Agency Theory: CEO 
Governance and Shareholder Returns. Australian Journal of Management, 16(1), 49, 17p. 
 
Drucker, P.F. (1954). The Practice of Management. New York: Harper & Row. 
 
Fama, E., & Jensen, M. (1983).Agency Problems and residual Claims. Journal of Law 
Economics, 26, 327-349. 



46 
 

Fligstein, N. (1987). The intra-organizational power struggle: Rise of power of Finance 
Personnel to top Leadership In Large Corporations, 1919-1979. American Sociological 
Review, 52, 44-58. 
 
Fligstein, N. (1990). The transformation of corporate control. Cambridge, MA: Harvard 
University Press. 
 
Gabaix, X.,  &  Landier, A. (2008). Why has CEO pay increased so much? Quarterly Journal 
of Economics, 123(1), 49-100. 
 
Gottesman, A.A., &  Morey, R.M. (2010). CEO educational background and firm 
performance. Journal of applied Finance, 20 (2), 70-82. 
 
Haleblian,  J., & Finkestein, S. (1993). Top Management Team Size, CEO Dominance and 
Firm Performance: The Moderating Roles of Environmental Turbulence and Discretion. 
Academy of management journal, 36 (4), 844-863. 
 
Hambrick, C.D. (2007). Upper Echelons Theory: An Update. Academy of Management 
Review, 32 (2), 334-343. 
 
Hambrick, D.C.,  &  Mason,  P.A. (1984). Upper echelons: The organization as a reflection of 
its top managers. Academy of Management Review, 9, 193–206. 
 
Hambrick, D.C., Cho, T.S. & Chen, M.J. (1996). The influence of top management team 
heterogeneity on firms’ competitive moves.  Administrative Science Quarterly,  41, 659-84. 

Hannan,  M.T.,  &  Freeman, J.H. (1977).  The population ecology of organizations.  
American Journal of Sociology, 82, 929–964. 
 
Hayes,  R.H.,  & Abernathy,  W.J. (2007). Managing Our Way to Economic Decline. Harvard 
Business Review, 85 (7), 138-149. 
 
Hermann,  P., & Deepak,  K.D.  (2006). CEO Experiences: Effects on the Choice of FDI 
Entry Mode. Journal of management Studies, 43 (4), 755-778. 
 
Ho, S., & Hsu, S. (2010). Leverage, Performance and capital adequacy ratio in Taiwan’s 
banking industry. Japan & the world Economy, 22 (4), 264-272. 
 
Hofstede, G.  &  Hofstede, G.J.  (2005).  Organisationer och kulturer, 2a uppl. Lund: 
Studentlitteratur. 
 
Hill, C., Griffiths, W., &  Judge, G.  (2001). “Undergraduate econometrics”, 2nd Edition, 
John Wiley & Sons, Inc., USA 
 
Jalbert, T., Ramesh,  R., &  Mercedes, J.  (2002). Does  School Matter? An Empirical 
Analysis of CEO Educational ,compensation and firm performance.  International business 
and economic research journal, 1 (1), 83-98. 
 
Jalbert, T., Furumo, K.,  & Mercedes, J. (2010). Does education affect CEO Compensation 
and firm performance? Journal of applied business research, 1 (1), 15-40. 
 



47 
 

Jokull, J., & Iryna, P. (2010). Environmental Turbulence and the Success of a Firm’s 
Intelligence Strategy: Development of Research Instruments. International Journal of 
Management, 27 (3), 448-458. 
 
Jim, C. (2009). So do you still want to be CEO? The Conference Board Review, 
http://content.spencerstuart.com/sswebsite/pdf/lib/TCB_Review_May_CEO_Spencer_Stuart.
pdf accessed on 21 January 2012 at 14:48. 
 
Kaplan,  S., Klebanov,  M., & Sorensen, M. (2007). Which CEO Characteristics and Abilities 
Matter? Working Paper. 
 
Koyuncu, B., Firfiray, S., Claes, B., & Hamori, M. (2010). CEOs with a functional 
background in operations: Reviewing their Performance and prevalence in the top post. 
Human resource management, 49 (5), 869-882.  
 
Kuivalainen, O., Sundqvist, S., Puumailainen, K., & Cadogan, J.W.  (2004). The effect of 
Environmental Turbulence and Leader Characteristics on International Performance: Are 
Knowledge-Based Firms Different? Canadian Journal of Administrative Sciences, 21(1), 35-
50. 
 
Lawrence, P.R., &  Lorsch, J.W. (1967). Organization and Environment. Boston, MA: 
Graduate School of Business Administration, Harvard University. 
 
Lin, S., & Hu,  S. (2007). A family Member or Professional Management? The Choice of A 
CEO and  its  Impact on Performance. Corporate governance: An international Review.15 (6), 
1348-1362. 
 
Loderer, C., & Waelchli, U. (2010). Firm age and Performance. Working paper University of 
Bern, Switzerland. 
 
Longnecker, C., & Gioia, D.A. (1992). The executive appraisal paradox. Academy of 
management executives, 6(2), 18-28. 
 
March,  J.G. (1962). The Business Firm as a Political Coalition. The Journal of Politics, 
24(4), 662-678. 
 
McGahan, A.M. (1998). The performance of U.S. corporations: 1981-1994. Unpublished 
manuscript, Harvard Business School, Harvard University. 
 
Meyer, J.W., & Rowan, B. (1977). Institutional Organizations: Formal Structures as Myth and 
Ceremony: American Journal of Sociology, 83(2), 340-363. 
 
Miller, D., & Sardais. C. (2011). Angel Agents: Agency Theory Reconsidered. Academy of 
Management perspectives, 25(2), 6-13. 
 
Newman, J.F., Robinson, J.M., Tyler, L., & Dunbar, D.M. (2001). CEO Performance 
Appraisal: Review and Recommendation. Journal of Healthcare Management, 46(1), 23-37. 
 
North, D.C. (1990). Institution and Economic Performance, Cambridge: Cambridge 
University Press. 
 

http://content.spencerstuart.com/sswebsite/pdf/lib/TCB_Review_May_CEO_Spencer_Stuart.pdf
http://content.spencerstuart.com/sswebsite/pdf/lib/TCB_Review_May_CEO_Spencer_Stuart.pdf


48 
 

Ocasio, W., & Kim, H. (1999). The Circulation of Corporate Control: Selection of functional 
Backgrounds of New CEOs in large U.S Manufacturing Firms, 1981-1992. Administrative 
Science Quarterly, 44(3), 532-562. 
Pástor, L., & Veronesi, P. ( 2003). Stock valuation and learning about profitability. Journal of 
Finance,  58, 1749-1789. 
 
Perrow, R.L. (1970). Organizational  Analysis. Belmont, CA: Wadsworth. 
 
Priest, T.B., & Rothman, A.R. (1985). Lawyers in corporate Chief Executive Positions: A 
Historical Analysis of Careers. Work and Occupations, 12(2), 131-146. 
 
Quinlan, C. (2011). Business  Research Methods. South-Western  Cengage  Learning. 
 
Remenyi, D., Williams, B., Money, A., & Swartz, E. (1998). Doing Research in Business and 
Management: An introduction to Process and Method. London. 
 
Rajagopalan, N. (1996). CEO characteristics: Does industry Matter? Academy of Management 
Journal, 9(1), 197-215. 

Saunders, M.P.,  &  Thornhill, A. (2009).  Research methods for business students (Vol. 
5.ed). Harlow. 
 
Selznick, P. (1957). Leadership in Administration. New York: Harper& Row. 

Scott, W.R. (1987). The adolescence of Institutional Theory. Administrative Science 
Quarterly, 32(4), 493-511. 

Scott,  W.R.  (2007). Institutions and organizations: Ideas and interest. Thousand Oaks, CA: 
Sage Publications. 

Shane, S., & Foo, M. (1999). New Firm Survival: Institutional explanations for new 
Franchisor Mortality. Management Science, 45(2), 142-159. 
 
Shen, W., & Cannella, A.A. (2002). Revisiting the performance consequences of CEO 
succession:  The impacts of successor type, post succession senior executive turnover, and 
departing CEO tenure. Academy of Management Journal, 45(4), 717–733. 
 
Shumway, T. (2001). Forecasting bankruptcy more accurately: A simple hazard model. 
Journal of Business, 74(1), 101-124. 
 
Singh, V., & Vinnicombe, S. (2004). Why so few women directors in top UK boardrooms? 
Evidence and theoretical explanations. Corporate Governance – An International Review, 
12(4),  479-88. 

Slack, N., Chambers, S., & Johnston, R. (2007). Operations management. Harlow, UK: 
Pearson Education. 
 
Smith, N., Smith, V., & Verner, M. (2006). Do women in top management affect firm 
performance? A  panel study of 2500 Danish firms. International Journal of Productivity and 
Performance Management, 55 (7), 569-593. 
 



49 
 

Tom, F., Nancy., & Bert, D. (2010). How Debt Creates Pressure to perform when information 
Asymmetries are large: Empirical Evidence from Business Start-ups. Journal of Economics & 
Management Strategy, 19(4), 1043-1069. 
 
Trochim, W.M.K. (2006). The Research Methods Knowledge Base. Retrieved from 
http://www.socialresearchmethods.net/kb/philosophy.php  Accessed on 21 January at 19:43. 
 
Warren, S.S., & Thomas R.T. (2005). The effects of functional background experience, 
industry experience, generic executive management experience on perceived environmental 
uncertainty and firm performance. Advances in competitiveness research, 13 (1), 1-8. 
 
Wasserman, N., Nohria, N., & Anand, N.B. (2001). When Does Leadership Matter? The 
Contingent  Opportunities View of CEO Leadership.  Strategy unit working paper No. 02-04; 
Harvard Business School Working Paper No.01-063. 
 
Weber, R.P. (1990). Basic Content Analysis (Vol. 2nd ed). Newbury Park, CA. 
 
Wernerfelt, B. (1984). A resource-based view of the  firm . Strategic Management Journal, 5, 
171-180. 
 
Whittington, G. (1983). Inflation Accounting: An Introduction to the Debate. Cambridge: 
Cambridge University Press. 
 
Williams, C. (2007). Research Methods.  Journal of Business  &  Economics Research, 5(3). 
 
Xiaowei, V.K., &  Zhang,  J.  (2010). The effect of managerial Education and firm-ownership 
structure. Chinese Economy, 43(6), 34-53. 
 
Zhang, Y. (2008). Information asymmetry and the dismissal of newly appointed CEOs: An 
empirical investigation. Strategic Management Journal, 29(8), 859–872. 
 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

http://www.socialresearchmethods.net/kb/philosophy.php


50 
 

Appendix  

Appendix 1: Correlation matrix model 1 
    1 2 3 4 5 6 7 8 9 10 11 12 13 14 
1.ROA Pears

on 
Corre
lation 

1 0,
01
1 

-
0,
05
3 

0,
07
2 

-
0,
07
1 

0,
06
9 

0,
01
8 

,42
7** 

0,
00
6 

0,
01
1 

-
0,
03
9 

-
0,
08
2 

-
0,1
29 

-
,2
10
* 

  Sig. (2-
tailed) 

0,
91
7 

0,
60
2 

0,
47
5 

0,
48
4 

0,
49
7 

0,
85
9 

0 0,
95
3 

0,
91
2 

0,
70
3 

0,
41
7 

0,2
02 

0,
03
6 

  N 10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

100 10
0 

10
0 

10
0 

10
0 

100 10
0 

2.LEVE
RAGE 

Pears
on 
Corre
lation 

0,
01
1 

1 0,
09
4 

,2
46
* 

0,
05
2 

-
0,
09
2 

0,
06
6 

-
0,1
09 

-
0,
11
7 

-
0,
03
2 

0,
03
6 

-
0,
09
8 

0,1
94 

0,
05
6 

  Sig. 
(2-
tailed
) 

0,
91
7 

 0,
35 

0,
01
4 

0,
60
7 

0,
36 

0,
51
1 

0,2
79 

0,
24
7 

0,
75
5 

0,
72
1 

0,
33
3 

0,0
54 

0,
58
1 

  N 10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

100 10
0 

10
0 

10
0 

10
0 

100 10
0 

3.FIRM
_AGE 

Pears
on 
Corre
lation 

-
0,
05
3 

0,
09
4 

1 0,
11
4 

0,
14
3 

0,
13 

-
0,
13
7 

-
0,1
41 

-
0,
09
2 

-
0,
04
3 

0,
03
9 

-
0,
02 

,28
7** 

,2
24
* 

 Sig. 
(2-
tailed
) 

0,
60
2 

0,
35 

 0,
25
9 

0,
15
5 

0,
19
7 

0,
17
4 

0,1
6 

0,
36
1 

0,
66
8 

0,
70
1 

0,
84 

0,0
04 

0,
02
5 

 N 10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

100 10
0 

10
0 

10
0 

10
0 

100 10
0 

4.FIRM
_SIZE 

Pears
on 
Corre
lation 

0,
07
2 

,2
46
* 

0,
11
4 

1 -
0,
03
3 

0,
02 

-
0,
18
3 

0,1
25 

-
,2
28
* 

0,
09
2 

0,
17
6 

0,
06
7 

-
0,0
77 

0,
00
1 

  Sig. 
(2-
tailed
) 

0,
47
5 

0,
01
4 

0,
25
9 

 0,
74
2 

0,
84
3 

0,
06
8 

0,2
14 

0,
02
3 

0,
36
2 

0,
08 

0,
50
7 

0,4
49 

0,
99 

  N 10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

100 10
0 

10
0 

10
0 

10
0 

100 10
0 

5.CEO_
AGE 

Pears
on 
Corre
lation 

-
0,
07
1 

0,
05
2 

0,
14
3 

-
0,
03
3 

1 0,
06
9 

0,
01 

-
0,1
11 

-
0,
11
2 

0,
11
9 

0,
02
2 

-
0,
11
1 

,25
7** 

-
0,
02
1 

 



51 
 

  
 
 
 
 

Sig. 
(2-
tailed
) 

0,4
84 

0,
60
7 

0,
15
5 

0,
74
2 

 0,
49
3 

0,
92
1 

0,
27
1 

0,
26
9 

0,
23
9 

0,
82
6 

0,
27
1 

0,0
1 

0,8
37 

  N 100 10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

100 100 

6.CEO_
Tenure 

Pears
on 
Corre
lation 

0,0
69 

-
0,
09
2 

0,
13 

0,
02 

0,
06
9 

1 -
0,
15
2 

,2
00
* 

-
0,
02
9 

-
0,
05
1 

0,
09 

0,
02
9 

0,1
78 

0,0
27 

  Sig. 
(2-
tailed
) 

0,4
97 

0,
36 

0,
19
7 

0,
84
3 

0,
49
3 

 0,
13
1 

0,
04
6 

0,
77
5 

0,
61
1 

0,
37
1 

0,
77
7 

0,0
76 

0,7
89 

  N 100 10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

100 100 

7.Econo
mics 

Pears
on 
Corre
lation 

0,0
18 

0,
06
6 

-
0,
13
7 

-
0,
18
3 

0,
01 

-
0,
15
2 

1 -
0,
11
4 

-
0,
09
2 

-
,2
40
* 

-
0,
12
4 

-
,2
01
* 

0,0
44 

-
,40
1** 

  Sig. 
(2-
tailed
) 

0,8
59 

0,
51
1 

0,
17
4 

0,
06
8 

0,
92
1 

0,
13
1 

 0,
25
7 

0,
36
1 

0,
01
6 

0,
21
8 

0,
04
5 

0,6
65 

0 

  N 100 10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

100 100 

8.Finan
ce 

Pears
on 
Corre
lation 

,42
7** 

-
0,
10
9 

-
0,
14
1 

0,
12
5 

-
0,
11
1 

,2
00
* 

-
0,
11
4 

1 -
0,
05
2 

-
0,
13
4 

-
0,
06
9 

0,
10
2 

-
,26
3** 

-
,22
4* 

  Sig. 
(2-
tailed
) 

0 0,
27
9 

0,
16 

0,
21
4 

0,
27
1 

0,
04
6 

0,
25
7 

 0,
61 

0,
18
3 

0,
49
3 

0,
31
3 

0,0
08 

0,0
25 

  N 100 10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

100 100 

9.Mark
eting 

Pears
on 
Corre
lation 

0,0
06 

-
0,
11
7 

-
0,
09
2 

-
,2
28
* 

-
0,
11
2 

-
0,
02
9 

-
0,
09
2 

-
0,
05
2 

1 -
0,
10
8 

-
0,
05
6 

0,
08
2 

-
0,0
69 

-
0,1
81 

  Sig. 
(2-
tailed
) 

0,9
53 

0,
24
7 

0,
36
1 

0,
02
3 

0,
26
9 

0,
77
5 

0,
36
1 

0,
61 

 0,
28
3 

0,
58 

0,
41
5 

0,4
95 

0,0
72 

  N 100 10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

10
0 

100 100 

 

 



52 
 

10.MBA Pears
on 
Correl
ation 

0,0
11 

-
0,0
32 

-
0,0
43 

0,0
92 

0,1
19 

-
0,0
51 

-
,24
0* 

-
0,1
34 

-
0,1
08 

1 -
0,1
46 

,21
4* 

-
0,1
28 

-
,47
1** 

  Sig. 
(2-
tailed) 

0,9
12 

0,7
55 

0,6
68 

0,3
62 

0,2
39 

0,6
11 

0,0
16 

0,1
83 

0,2
83 

 0,1
48 

0,0
32 

0,2
03 

0 

  N 10
0 

10
0 

100 10
0 

100 10
0 

100 100 10
0 

100 10
0 

10
0 

10
0 

100 

11.Law Pears
on 
Correl
ation 

-
,03
9 

0,0
36 

0,0
39 

0,1
76 

0,0
22 

0,0
9 

-
0,1
24 

-
0,0
69 

-
0,0
56 

-
0,1
46 

1 0,1
11 

0,0
31 

-
,24
3* 

  Sig. 
(2-
tailed) 

0,7
03 

0,7
21 

0,7
01 

0,0
8 

0,8
26 

0,3
71 

0,2
18 

0,4
93 

0,5
8 

0,1
48 

 0,2
73 

0,7
56 

0,0
15 

  N 10
0 

10
0 

100 10
0 

100 10
0 

100 100 10
0 

100 10
0 

10
0 

10
0 

100 

12.Postg
raduate 

Pears
on 
Correl
ation 

-
0,0
82 

-
0,0
98 

-
0,0
2 

0,0
67 

-
0,1
11 

0,0
29 

-
,20
1* 

0,1
02 

0,0
82 

,21
4* 

0,1
11 

1 -
0,0
46 

-
0,1
65 

  Sig. 
(2-
tailed) 

0,4
17 

0,3
33 

0,8
4 

0,5
07 

0,2
71 

0,7
77 

0,0
45 

0,3
13 

0,4
15 

0,0
32 

0,2
73 

 0,6
48 

0,1
01 

  N 10
0 

10
0 

100 10
0 

100 10
0 

100 100 10
0 

100 10
0 

10
0 

10
0 

100 

13.Indus
try 
Characte
ristics 

Pears
on 
Correl
ation 

-
0,1
29 

0,1
94 

,28
7** 

-
0,0
77 

,25
7** 

0,1
78 

0,0
44 

-
,26
3** 

-
0,0
69 

-
0,1
28 

0,0
31 

-
0,0
46 

1 ,21
1* 

  Sig. 
(2-
tailed) 

0,2
02 

0,0
54 

0,0
04 

0,4
49 

0,0
1 

0,0
76 

0,6
65 

0,0
08 

0,4
95 

0,2
03 

0,7
56 

0,6
48 

 0,0
35 

  N 10
0 

10
0 

100 10
0 

100 10
0 

100 100 10
0 

100 10
0 

10
0 

10
0 

100 

14.Engin
eering 

Pears
on 
Correl
ation 

-
,21
0* 

0,0
56 

,22
4* 

0,0
01 

-
0,0
21 

0,0
27 

-
,40
1** 

-
,22
4* 

-
0,1
81 

-
,47
1** 

-
,24
3* 

-
0,1
65 

,21
1* 

1 

  Sig. 
(2-
tailed) 

0,0
36 

0,5
81 

0,0
25 

0,9
9 

0,8
37 

0,7
89 

0 0,0
25 

0,0
72 

0 0,0
15 

0,1
01 

0,0
35 

  

  N 10
0 

10
0 

100 10
0 

100 10
0 

100 100 10
0 

100 10
0 

10
0 

10
0 

100 

*Correlation is significant at the 0.05 level (2-tailed) 

**Correlation is significant at the 0.01 level (2-tailed) 
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Appendix 2: Correlation Matrix Model  2 

    1 2 3 4 5 6 7 8 
1.ROA Pearson 

Correlation 
1 0,01

1 
-
0,053 

0,07
2 

-
0,071 

0,06
9 

-
0,129 

-
0,08
2 

  Sig. (2-tailed) 0,91
7 

0,602 0,47
5 

0,484 0,49
7 

0,202 0,41
7 

  N 100 100 100 100 100 100 100 100 
2.LEVERAGE Pearson 

Correlation 
0,01
1 

1 0,094 ,246
* 

0,052 -
0,09
2 

0,194 -
0,09
8 

  Sig. (2-
tailed) 

0,91
7 

 0,35 0,01
4 

0,607 0,36 0,054 0,33
3 

  N 100 100 100 100 100 100 100 100 
3.FIRM_AGE Pearson 

Correlation 
-
0,05
3 

0,09
4 

1 0,11
4 

0,143 0,13 ,287*
* 

-0,02 

  Sig. (2-
tailed) 

0,60
2 

0,35  0,25
9 

0,155 0,19
7 

0,004 0,84 

  N 100 100 100 100 100 100 100 100 
4.FIRM_SIZE Pearson 

Correlation 
0,07
2 

,246
* 

0,114 1 -
0,033 

0,02 -
0,077 

0,06
7 

  Sig. (2-
tailed) 

0,47
5 

0,01
4 

0,259  0,742 0,84
3 

0,449 0,50
7 

  N 100 100 100 100 100 100 100 100 
5.CEO_AGE Pearson 

Correlation 
-
0,07
1 

0,05
2 

0,143 -
0,03
3 

1 0,06
9 

,257*
* 

-
0,11
1 

  Sig. (2-
tailed) 

0,48
4 

0,60
7 

0,155 0,74
2 

 0,49
3 

0,01 0,27
1 

  N 100 100 100 100 100 100 100 100 
6.CEO_Tenure Pearson 

Correlation 
0,06
9 

-
0,09
2 

0,13 0,02 0,069 1 0,178 0,02
9 

  Sig. (2-
tailed) 

0,49
7 

0,36 0,197 0,84
3 

0,493  0,076 0,77
7 

  N 100 100 100 100 100 100 100 100 
7.Industry 
Characteristics 

Pearson 
Correlation 

-
0,12
9 

0,19
4 

,287*
* 

-
0,07
7 

,257*
* 

0,17
8 

1 -
0,04
6 

  Sig. (2-
tailed) 

0,20
2 

0,05
4 

0,004 0,44
9 

0,01 0,07
6 

 0,64
8 

  N 100 100 100 100 100 100 100 100 
8.Postgraduate Pearson 

Correlation 
-
0,08
2 

-
0,09
8 

-0,02 0,06
7 

-
0,111 

0,02
9 

-
0,046 

1 

  Sig. (2-
tailed) 

0,41
7 

0,33
3 

0,84 0,50
7 

0,271 0,77
7 

0,648   



54 
 

  N 100 100 100 100 100 100 100 100 
*Correlation is significant at the 0.05 level (2-tailed) 

**Correlation is significant at the 0.01 level (2-tailed) 
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