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Resume 
This thesis examines the perceived phenomenon of corporate short-termism, which is defined as the 

excessive focus on short-term gains at the expense of long-term value creation. We attempt to identify 

and measure the implications of short-termism through empirical analyses comprising S&P 500 

companies per May 2020. Based on a systematic review of the existing literary body, we include a 

series of variables that we believe are relevant test metrics in order to identify and measure 

implications of short-termism. Specifically, we test 1) the correlation between average CEO tenure 

and respectively the investors’ investment portfolio turnover rate, investment growth variables, pay-

out ratio growth rates, and usage of discretionary accruals; 2) the effect of the selected test variables 

for short-termism on short-term performance; and 3) the effect of the selected test variables for short-

termism on longer-term performance. 

 

In line with expectations, we observe that companies with longer CEO tenures attract investors with 

a longer investment horizon. However, the empirical findings indicate a generally low level of 

explanatory power between CEO tenure and the other test variables. When testing the short- and 

longer-term performance effects of the various test variables, we find a positive and quite significant 

effect of longer CEO tenures on short-term performance. This effect is highly significant and even 

stronger in the long run, which is in line with expectations that long-term companies measured by 

CEO tenures outperform their short-term counterparts. However, the findings for the other test 

variables are largely insignificant and some of the results are implications of the opposite of the 

hypothesised expectations. Thus, the overall results from the performance tests are mixed. 

 

Consequently, we cannot provide sufficient evidence of the effects of implications for short-termism 

through the conclusions of this thesis. However, the significant implications of CEO tenure as a stand-

alone metric signifies a noteworthy contribution to the research body. 
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1 -  Introduction 
1.1 -  Motivation 

Every decision we make in our life has consequences. Some consequences materialise immediately, 

whereas other effects take years. Decision-making becomes even more complex if actions leading 

towards long-term goals require short-term sacrifices. Add to that the many interests of various 

stakeholders with different time horizons. For large companies, these are the circumstances under 

which managers as well as shareholders navigate. Neglect a vital investment activity and the company 

may lose their competitive advantage in the future. On the other hand, excessive focus on long-term 

goals may result in the company failing to generate the necessary income in order to satisfy the owners 

or even survive in the nearer periods. 

 

“Anybody can manage short. Anybody can manage long. Balancing those two things is what 

management is.” – Jack Welch, former CEO of General Electric. 

 

Striking the right balance between a short- and long-term perspective is essential for the continuity 

of a successful business. However, recent research implies that long-term objectives may be 

detrimentally neglected because of an excessive focus on short-term goals. This phenomenon is called 

short-termism. Short-termism has been the subject of ongoing debate in the business, academic, and 

political circles for many years. Classic economic theory infers that short-termism cannot persist in 

what is perceived to be efficient markets with rational agent. Some academics have supplied models 

which provide evidence that short termism can in fact exist on efficient markets. Other economic 

theories have also emerged such as behavioural economics, which supports the potential existence of 

short-termism by rejecting the notion of efficient markets. Short-termism is unobservable in the way 

that it is hypothesised to exist but is hard to measure. Consequently, a large share of the empirical 

literature revolves around the identification of implications of short-termism on the markets. Authors 

utilise various academic methodologies in their research, and the commercial corporate life 

contributes as well. One branch of research focuses on the identification of implications of real 

earnings management as a measurement for short-termism, where companies cut investments and 

alter operating performance to meet short-term targets. Another branch researches implications of 

accounting earnings management, where potential short-termism is implied through the usage of 

discretionary accruals in order to reach short-term targets. These are two of the highly researched 

branches of measurements for the identification of short-termism. However, many more exist as the 
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literature on the subject is vast, which may be attributed to the lack of a definite evidence of short-

termism and the implications hereof.  

 

The theoretical foundation is critical for the understanding and perception of short-termism as an 

issue on the markets. For example, discussions regarding market efficiency are fierce to this day. The 

impact of agency theory on the modern-day company’s governance structure is also highly relevant 

as a direct source of potential short-termism, as senior management may have different incentives 

and agendas than the shareholders. Thus, the ability to synthesise thoughts from opposing or different 

theories is therefore crucial and another contributing element in the motivation for this thesis.  

 

Short-termism has been thoroughly researched. Yet, we do not believe that the need for further 

empirical research is reaching a dead end. On the contrary, we view it as a further motivation for 

contributing to the finding of empirical implications of short-termism. We are confident that there are 

unpaved analyses to be made. However, our goal and primary motivation with this thesis is to build 

upon the foundations of and extend the existing research body, as well as hopefully inspiring future 

research purposes.  

 

Based on these initial motivations, we identify CEO tenures as an interesting test variable. As already 

touched upon, CEOs are the key decision-makers in companies. Typically, they act on behalf of other 

owners. The ultimate consequence of misaligned expectations between the owners and the CEO is 

the costly termination of the contract of the latter. Therefore, we intent to incorporate an investigation 

of CEO tenure as a potential empirical test variable for short-termism into our research questions. 

With this, we define our problem statement below followed by our sub-questions. 
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1.2 -  Problem Statement 

We define our problem statement in the following way: 

• What are the implications of short-termism, what are their effect on company performance, 

and what can be done to deal with perceived short-termism? 

 

With the sub-questions: 

1. What is short-termism, and how has the existing literature measured the phenomenon? 

2. What are the underlying theoretical foundations for the potential existence of short-termism? 

3. What is the effect of CEO tenure on the investors’ investment horizon, the company’s 

investment levels, pay-out policy, and discretionary accruals? 

4. What is the effect of short-termism on companies’ short-term and long-term performance? 

5. How can short-termism otherwise be measured and how can the issue be dealt with in the 

future? 

 

1.3 -  Structure of the thesis 

The structure of the thesis is explained below, followed by figure 1.1 which provides an overview of 

the overall methodology and progression in the thesis. 

 

Chapter 2: Literature review – Reviewing existing literature and findings 

An understanding of the existing literature and findings is essential before conducting our own study. 

Based on an explicitly defined selection criteria process for articles to be included in the sample, we 

conduct the literature review to create a better understanding of the existing research on short-

termism. The findings from prior studies will also create the baseline for the following hypotheses. 

 

Chapter 3: Theory – Understanding the theoretical foundation of short-termism 

Followed by the literature review, we consider the theoretical foundations for short-termism. We 

include theories regarding market efficiency and agency theory in the context of potential short-

termism. In this section, we evaluate which of these theories best explains the potential causes of 

short-termism. In combination with the literature review, an understanding of the relevant theory will 

constitute the foundation for the development of our hypotheses, which we test in our empirical study. 
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Chapter 4: Methodology – Forming the optimal way of testing the effects of short-termism 

In this section, we present the methodological approach based on which we test the effects of short-

termism. First, we go through the means of our data collection for our construction of variables as 

well as brief descriptive statistics of each variable. Next, we provide details for our considerations 

behind the three sub-studies and our argumentation for the respective fits of the models. Lastly, we 

test the assumptions behind each model and add robustness checks for each model. 

 

Chapter 5: Empirical findings – Testing the implications of short-termism on actual data 

In this section, we present our findings from each of the three empirical studies, as we hold the 

findings up against our hypotheses. The studies are divided into 1) testing the relation between CEO 

tenure and investor turnover, investment levels, pay-out and discretionary accruals, 2) testing the 

effect of short-termism on short-term company performance, and 3) testing the effect of short-

termism on long-term company performance. Moreover, we conclude the findings separately and 

together. 

 

Chapter 6: Discussion – What have we learned and what do we suggest for further research? 

We consolidate all the knowledge that we have gained from the above sections into our discussion 

section. Here, we take our empirical findings and hold them up against prior literature and theory. 

We discuss the implications of short-termism and whether the findings support the presence of short-

termism, and if so, how companies can deal with short-termism in the future. Moreover, we discuss 

our methodological approach and whether it was the most optimal way to test our hypotheses. Lastly, 

we discuss an area of further research to inspire future research within this field. 
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Figure 1.1 – Overview of the structure of the thesis 

 

 

  
§ Assessing the existing literary body on short-termism based on a systematic approach 

with the aim of understanding the phenomenon and identifying research ‘gaps’. 
§ Addressing strengths and weaknesses of different source material. 
§ Making initial considerations regarding potential measurements for short-termism 

driving the thesis forwards towards the hypothesis formation. 
 

1. Literature review – Reviewing existing literature and findings 

§ Theoretical framework for the development of hypotheses. 
§ Assessment of the efficiency of markets and the conditions for potential short-termism. 
§ The implications of agency theory and potential short-termism 

2. Theory – Understanding the theoretical foundation of short-termism 

§ Data collection, variable construction and descriptive statistics. 
§ Choosing the models for each empirical study. 
§ Testing the assumptions of each model; heteroscedasticity, normality, serial correlation, 

and multicollinearity. 
§ Testing the effects of short-termism for each empirical study. 

§ Analysing the effects of CEO tenure on investors investment horizon, company’s 
investment levels, pay-out and discretionary accruals. 

§ Analysing the effects of short-termism on short-term company performance. 
§ Analysing the effects of short-termism on long-term company performance. 
§ Concluding on the effects separately and together. 

3. Methodology – Forming the optimal way of testing the effects of short-
termism 

4. Empirical results – Testing the implications of short-termism on actual data 

§ Based on the empirical findings, what have we learned and what does the empirical 
findings tell us about short-termism? 

§ How should companies deal with short-termism based on our empirical findings? 
§ Could we have approached short-termism differently, methodology wise? 
§ What other areas of short-termism are relevant for further research? 

5. Discussion – What have we learned and what do we suggest for further 
research? 
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1.4 -  Scientific paradigm 

Choosing a scientific paradigm is important as it heavily influences key parts of the thesis such as 

our choice of methodology, our approach when developing an understanding of prior research, as 

well as the interpretation of the results from our empirical study. In this section, we aim at defining 

our ontological, epistemological, and methodological view for the reader (Holm, 2018). Before 

selecting the scientific paradigm, we explain the concepts of constructs and measures. A construct is 

a concept deliberately and consciously invented or adopted for a specific scientific purpose (Hinkin, 

1998). Constructs are abstract and often unobservable which is also the case for short-termism. To 

make the construct concrete and observable, we need measures. Not only does measures make the 

construct concrete and observable, but they also help creating the scope of the construct. For this 

study, we use the measures CEO tenure, investors investment horizon, investment levels, pay-out 

policy and discretionary accruals to make the construct concrete and observable. 

 

Some of the commonly known scientific paradigms in the scientific theory are positivism, critical 

rationalism, hermeneutics, and social constructivism (Holm, 2018). Positivism states that objective 

knowledge should be the goal. Knowledge is obtained by observations and induction, using 

quantitative methods. Critical rationalism also believes that objective knowledge is possible. 

However, contrary to the focus of positivism, critical rationalism deals with the principals of 

falsification, not verification. Critical rationalism uses a deductive approach in which hypothesis and 

problems are stated at first and tested by observations. Hermeneutics aims at understanding actions 

and decisions in terms of motives, intentions, pre-understanding, as well as contextual and historical 

conditions. Hence, knowledge is subjective. Social constructivism views the social (and in some 

variants also the natural) world as socially constructed. Hence, it challenges the notions of objectivity 

and problematises the perceptions that seem obvious and natural for us.  

 

The scientific paradigm for this thesis can best be characterised under the definitions of critical 

rationalism. Positivism and critical rationalism share many similarities, as the founder of classical 

rationalism, Karl Raimund Popper, was schooled by the logical positivism. Among the similarities 

are their methodologies, as they both are based on quantitative methodologies. However, some 

specific characteristics make our approach more related to critical rationalism. Classical positivism 

is characterised by its inductive-empirical methodology. Induction refers to a theory that is formed 

based on observations in the real world, as opposed to deduction where you form a theory and test it 
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on observations. Moreover, the goal of positivism is to verify existing theories whereas critical 

rationalism aims to falsify it. Following the deductive approach, we generate hypotheses from which 

we derive empirical consequences, which is then tested on observations in the real world. Based on 

our hypotheses and methodology, we aim to falsify the existence of short-termism, not verifying it. 

Assuming that we find statistically significant variables does not mean that short-termism necessarily 

exists. It just means that we cannot reject the potential existence of short-termism. 

 

Ontology refers to the individual’s perception of the world. The main conflicts regard realism vs 

relativism, respectively whether objective truth is believed to exist or if there are multiple realities 

existing as psychological constructions, which may vary from individual to individual (Guba, 1990). 

Just like positivism, critical rationalism deals with what can be observed. Hence, its ontology is what 

is available for the senses, i.e. the observable. However, whereas the followers of positivism argue 

that the reality is objective and therefore indisputable, followers of critical rationalism argue that 

objectivity exists when an intersubjective agreement among professionals is reached, due to sensory 

limitations. An example of this is the presence of short-termism. If we make quick assumptions 

concerning the markets not being fully efficient, we can never fully comprehend the potential 

existence of short-termism. However, if there is an agreement among professionals that short-termism 

is an issue, it can be viewed as the objective truth. 

 

Epistemology refers to the researcher and the multi-layered dynamics in the reality in which he 

operates. Thus, it is concerned with the level of objectivism the researcher can reach (Guba, 1990). 

Taking the stance of critical rationalism, we view objective knowledge as possible to approximate, 

given that we base our studies on observable facts. Following our methodological choices, we aim 

towards achieving objective truths. However, personal choices during the process will naturally 

influence the objectivity of our work. To avoid too many personal biases, we base our approach on 

acknowledged statistical techniques to measure the effects of short-termism. Moreover, we explain 

each step very carefully to make it possible for other researchers to replicate our studies. 

 

1.5 -  Delimitations 

Having a clear set of delimitations is necessary in order to conduct a focussed study with a clear 

purpose. Hence, we present our considerations for the delimitations in the thesis. 
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Considerations concerning the development of hypotheses 

The specific framework for the literary review chapter will be addressed in detail in chapter 2, section 

2.1.  

 

Regarding the theoretical framework, we include only market efficiency and agency theory. We 

include these theories, as we believe they provide the most essential insights into foundations for the 

potential presence of short-termism. By these means, we delimitate ourselves from theories related 

to the core concepts of organisational culture, such as Becker (1982), Martin (1992) or Schein (2005), 

which could affect short-termism. We also limit our self from pure psychology as an explanation for 

human decision making, although we do assess the implications of behavioural studies in an 

economic context. Our critically rationally based quantitative method somewhat delimits us from 

looking into relevant subject for which a qualitative research approach is more appropriate. The 

abovementioned research fields for examples. 

 

We base our hypotheses on the findings of established research literature. Our aim is to extend the 

scope of the current literature rather than attempting to come up with speculative hypotheses or 

revolutionary methodology. Therefore, we limit our model to include variables that are considered to 

be generally accepted as providing potential implications of short-termism in the existing literary 

body, based on similar theoretical foundations and contexts.  

 

Specific delimitations concerning the empirical study 

Our initial presumption is that the presence of short-termism can exist anywhere in the world. 

However, we choose to focus on a single market, the US S&P500. By limiting our geographical 

scope, we mitigate potential noise caused by e.g. different regulations or accounting standards, as 

well as big differences in liquidity. Furthermore, it is practical in terms of access to data when 

choosing the US S&P500 index, and the total size of the population does not raise any statistical 

concerns.  

 

In terms of the time horizon, we have collected data for the past 16 years, in line with prior studies 

(e.g. Barton et al., 2017; Kedzior & Rozkrut, 2014; Goyal et al., 2019). We assess that this time 

interval is sufficient to capture the long-term implications of short-termism as it includes a full 

economic cycle. In terms of the aspect of the practicality of the data collection, we are also limited 
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by the availability of data. Also, in this regard, we collect data based on annual reporting rather than 

quarterly reporting. 

 

Lastly, we consider only public companies for our empirical study. Several prior studies suggest that 

public companies suffer more from short-termism than private companies due to e.g. pressure from 

investors to perform on a quarterly basis, which would have been interesting for us to study. However, 

private companies are not required to submit financial statements with the same level of details as 

public companies, which makes it increasingly difficult for us to conduct the study, as our study relies 

heavily on specific financial items that private companies usually do not disclose. Consequently, we 

decide to only include public companies. 
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2 -  Literature review 
2.1 -  Framework 

In the following, the applied methodology for the literature review will be presented. In their 2012 

paper, Booth et al. recommend the usage of a systematic approach for any kinds of literature reviews, 

as it is essential to both ensure that the likelihood of bias is reduced and that/to which extent a 

substantial body of existing literature exists. A truly systematic review is based on a pre-set, 

standardised framework with high-level inclusion/exclusion criteria with the goal of making sense of 

massive bodies of information. However, that is not the aim of our literature review. The literature 

review serves the purpose of providing an analytically assessed overview of the existing literature in 

order to identify potential gaps needing further research. Therefore, subjective/informal methods of 

data collection will also be incorporated and the whole framework will be presented in the following. 

 

2.1.1 -  Literary sample 

The course of procedures is split into two sections. Firstly, following the recommendations of Booth 

et al (2012) a systematic search based on various key words and pre-set criteria followed by a 

subjective relevance-based exclusion. Secondly, an analytical assessment of articles found in the 

bibliographies of the articles from the initial search will be made to ensure the inclusion of key 

material. The subjective inclusion/exclusion of material is a trade-off between bias-risk and an 

increased focus on key material in the literature review.  

 

As the literature review includes various methods rooted in qualitative research tradition beyond the 

systematic initial search, it is recommended by Randolph (2009) to present the authors’ biases and 

not “claim neutrality”. The authors’ bias would then be towards implications that support the notion 

that short-term behaviour is detrimental to long-term value creation in line with the problems 

statement and hypotheses laid out in the following chapter. In this regard, it is relevant to mention 

that when assessing titles and abstracts in the exclusion/inclusion process, the emphasis will be solely 

on the relevance of the topics of the articles rather than on the empirical results and derived findings. 

Also, when conducting the second part of the data collection, articles found in the bibliographies will 

have to comply with the same objective criteria used in the initial search listed below unless stated 

explicitly else and why.  
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Table 2.1 – Structured search inclusion/exclusion criteria 

Included • Web of Science Journal Evaluation Process and Selection Criteria1 

• In English 

Excluded • Articles cited less than five times (from before 2017)  

• Clearly irrelevant articles based on a subjective review. 

 

Following guidelines to systematic reviews (Booth et al 2012, Kitchenham 2004 etc.), the initial 

search is conducted in the renowned Web of Science Core Collection Indices2. In order to provide a 

specific and relevant literary sample, Boolean operators are used to construct a search string, which 

contains the topic-specific keywords and secondary keywords. Furthermore, the desired Web of 

Science Categories were specified as “Business”, “Business, Finance” or “Management”. The 

specific search string in the initial search can be found in table 2.2.  

 

Table 2.2- Boolean search operators  

String #  

1 (title) short-termism OR myopia 

2 (topic) management OR managerial OR corporate OR investment 

3 (topic) myopia NOT learning 

4 (category3) business OR business, finance OR management OR economics 

5 1 AND 2 AND 3 AND 4 

 

The initial search returned 63 articles, which were then cut down to the final result of 26 articles when 

applying the criteria listed in table 2.1. An overview can be found in table 2.3 below.    

 

Table 2.3 – Reasons for exclusion 

Exclusion criteria Total articles 

Boolean search operators 63 

Cited less than five times (articles before 2017) 51 

Subjective review of relevance 26 

 
1 https://clarivate.com/webofsciencegroup/journal-evaluation-process-and-selection-criteria/ 
2 The following indices are included: Social Sciences Citation Index, Arts & Humanities Citation Index, Conference Proceedings Citation Index- 
Science, Conference Proceedings Citation Index- Social Science & Humanities, Emerging Sources Citation Index 
3 Web of Science Category 
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As seen from table 2.3, the structured search has been halved after conducting the subjective review 

of relevance. This is a significant proportion, which is mainly explained by the fact that myopia and 

short-termism has multiple terminological applications within the fields of the chosen search 

categories – some of which are irrelevant. Randolph (2009) lists cases where, when conducting a 

literature review, it “does not clearly relate the findings of the literature review to the researcher’s 

own study” as one of the most common mistakes, thus supporting the chosen approach.  

 

2.1.2 -  Assessment of literary sources 

As presented in the framework, the literary sample consists for the most part of peer-reviewed 

academic studies, which have made it through the Web of Science Journal Evaluation Process and 

Selection Criteria. However, in the sections following the literature review, we also rely on other 

sources like textbooks and in the literature review certain reports from private consulting companies 

are included. Therefore, an assessment of the different qualities of these sources is required. 

 

2.1.2.1 -  Academic papers 

Besides the strict publishing and peer-reviewing requirements, the advantage of academic papers is 

the fact that they may provide the latest insights into a subject and are considered a primary source 

of information (Green, 2016). Academic papers are often funded by private stakeholders who maybe 

looking for a certain outcome. However, the aforementioned Web of Science Journal Evaluation 

Process and Selection Criteria as well as peer reviews assures the highest standard of credibility. The 

part of the sample, which is drawn from the bibliographies of the initial sample are assumed to also 

live up to these high-quality standards. 

 

2.1.2.2 -  Textbooks 

Textbooks are also subject to publishing standards and peer-reviews (Godin et al. 2015). Textbooks 

are typically regarded as a secondary source of information and represent a credible way of acquiring 

an overview of a broad topic of interest rather than an in-depth analysis of a certain problem (Green 

2016).  

 

2.1.2.3 -  Commercial reports 

Commercial consulting reports are – opposed to the two other sources - non-scholarly by nature 

(Green, 2016). When compared to scholarly published material, commercial reports are subject to 
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more liberal standards with regards to methodology, structure, citations etc. (Green, 2016). This 

offsets requirements to be cautious and critical towards this type of source, especially when used in 

an academic context. Important questions to ask are for example whether the publisher itself is a 

stakeholder with framing motives. In this thesis, the two commercial reports sourced are from 

consulting companies. When it comes to consulting companies, an obvious potential motivation is 

that companies may seek to hire external consultants to look into issues regarding short-termism. On 

the contrary, these reports bring valuable practical insights from a non-academic context. Therefore, 

commercial reports may contain valuable business insights, but should be interpreted with the utmost 

attention due to their liberal non-scholarly publication standards.  

 

Based on these assessments, the final sample for the literature review will consist of a total of 36 

sources. 26 academic papers yielded from the structured search, nine academic papers sourced in the 

bibliographies of the initial sources yielded from the same database*, and one commercial analysis. 

An overview can be found in table 2.4 below. 

 

Table 2.4 - Overview of final sample for the literature review 

Author(s) Year 
published Title 

Times cited 
(Primary 
database) 

Agarwal, Vikas; Vashishtha, 
Rahul; Venkatachalam, Mohan 2018 Mutual Fund Transparency and Corporate Myopia 7 

Barton, D; Manyika, J; Koller, 
T; Palter, R; Godsall, J; Zoffer, 
J  

2017 Measuring the Economic Impact of Short-termism, 
McKinsey Global Institute  15 

Bendig, David; Willmann, 
Daniel; Strese, Steffen; et al. 2018 Share Repurchases and Myopia: Implications on the 

Stock and Consumer Markets 2 

Brochet, Francois; Loumioti, 
Maria; Serafeim, George 2015 Speaking of the short-term: disclosure horizon 

and managerial myopia 23 

Bushee, B.J. 2001 Do institutional investors prefer near-term earnings 
over long-run value? 457 

Carricano, Manu 2014 Pricing myopia: do leading companies capture the 
full value of their pricing strategies? 7 

Chen, Yu-Fen; Lin, Fu-
Lai; Yang, Sheng-Yung 2015 Does institutional short-termism matter 

with managerial myopia? 6 

Chi, TL; Fan, DS 1997 Cognitive limitations and investment ''myopia'' 7 

Cho, Sang Jun; Chung, Chune 
Young; Liu, Chang 2019 

Does Institutional Blockholder Short-Termism Lead 
to Managerial Myopia? Evidence from Income 
Smoothing 

1 

Denis, David J. 2019 Is Managerial Myopia a Persistent Governance 
Problem? 0 

Docherty, Paul; Hurst, Gareth 2018 Investor Myopia and the Momentum Premium 
across International Equity Markets 2 

Edmans, Alex 2009 Blockholder Trading, Market Efficiency, 
and Managerial Myopia 279 
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Garel, Alexandre 2017 Myopic market pricing and managerial myopia 1 

Goyal, Vidhan K.; Low, Angie 2019 Investor Myopia and CEO Turnover 0 
Graham, JR; Harvey, CR; 
Rajgopal, S  2005 The economic implications of corporate financial 

reporting  1.881 

Harford, Jarrad; Kecskes, 
Ambrus; Mansi, Sattar  2018 Do long-term investors improve corporate decision 

making?  24 

Holden, Craig W.; Lundstrum, 
Leonard L. 2009 Costly trade, managerial myopia, and long-

term investment 8 

Houmes, Robert E.; Skantz, 
Terrance R. 2010 Highly Valued Equity and Discretionary Accruals 26 

Iturbe-Ormaetxe, I et al. 2019 Is it myopia or loss aversion? A study on investment 
game experiments 0 

Jensen, MC. 1986 The takeover controversy: Analysis and evidence 764* 

Jensen, MC. 2005 Agency Costs of Overvalued Equity 178* 
Kim, Yongtae; Su, Lixin 
(Nancy); Zhu, Xindong (Kevin) 2017 Does the cessation of quarterly earnings guidance 

reduce investors' short-termism? 4 

Kraft, Arthur G.; Vashishtha, 
Rahul; Venkatachalam, Mohan 2018 Frequent Financial Reporting 

and Managerial Myopia 17 

Laverty, KJ 1996 
Economic ''short-termism'': The debate, the 
unresolved issues, and the implications 
for management practice and research 

254 

Li Yueting; Wang Jianling; Wu 
Xuan 2019 Distracted institutional sharesholders and managerial 

myopia: Evidence from R&D expenses 0 

Lundstrum, LL 2002 Corporate investment myopia: a horserace of the 
theories 24 

Makrani, S.; Matoufi, A. 2019 The impact of accounting estimates on performance 
- Emphasizing managers' myopia 0 

Marginson, David; Mcaulay, 
Laurie 2008 Exploring the debate on short-termism: A theoretical 

and empirical analysis 13 

Marginson, David; McAulay, 
Laurie; Roush, Melvin; et al. 2010 Performance measures and short-termism: an 

exploratory study 13 

Mizik, Natalie; Jacobson, 
Robert  2007 

Myopic marketing management: Evidence of the 
phenomenon and its long-term performance 
consequences in the SEO context  

103 

Nikolov, A.N. 2018 Managerial short-termism: An integrative 
perspective 1 

Roychowdhury, Sugata  2006 Earnings management through real activities 
manipulation 1.063 

Schuster, Charlotte L.; Nicolai, 
Alexander T.; Covin, Jeffrey G. 2020 Are Founder-Led Firms Less Susceptible 

to Managerial Myopia? 1 

Stein, JC 1989 Efficient capital-markets, Inefficient firms - A model 
of myopic corporate behaviour 707 

Stein, JC 1988 Takeover threats and managerial myopia 497 

Thakor, A.V. 1990 Investment myopia and the internal organization of 
capital allocation decisions 42 

Note: * indicates google scholar citations 

 

2.2 -  What is short-termism and myopic behaviour? 

As a foundation for the thesis, a precise definition of the term ‘short-termism’ in relation to this thesis 

will be presented. The definition of the concept ‘corporate short-termism’ (“short-termism”) is 
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simple: Excessive focus on short-term returns at the potential disbursement of long-term 

sustainability and value creation. The technical definition would then be: Maximisation of the present 

value of expected future cash flows. Short-termism is therefore viewed as non-desirable in the context 

of this thesis. 

 

As will be addressed in the following, short-termism is a well-researched phenomenon in the existing 

literature. The most dominant branches of relevant literature will be presented.  

 

2.2.1 -  Myopic managers or myopic markets? 

Jensen (1986) states that short-termism has to be sectioned into at least two different types: 

Managerial myopia and myopic markets. Jensen proposes that managers may act myopic if for 

example their compensation structure is inappropriately constructed with too few stock price 

incentives, prompting managers to possibly boost accounting earnings short-term at the cost of 

longer-term company value, or if they are simply incompetent. According to Jensen, however, 

markets are not myopic, as most empirical and theoretical evidence from that time period is 

inconsistent with such a phenomenon. Empirically backed theories from the time include the efficient 

market hypothesis (“EMH”). The EMH paradigm hypothesises that the market will not be ‘fooled’ 

by inflated stock prices because the market will punish sub-optimal decision-making and thus quickly 

correct arbitrage opportunities. EMH will be elaborated further in 3.1. 

 

In 1989, Stein published an article in which he proposes a model, which illustrates how pressure from 

the stock market may lead to corporate short-termism derived from game theory. The model’s 

theoretical foundation is the EMH. This is indeed counterintuitive at first glance and proposes a 

different approach to the issue of short-termism to that of Jensen, as Stein even suggests that corporate 

short-termism may well be linked to myopic market behaviour in an environment with efficient 

markets. In Stein’s model, the market utilises information about company earnings past and present, 

in order to make a rational estimation of the company value, as higher earnings today will be 

positively correlated to higher earnings tomorrow. Inherent in this relationship is an informational 

advantage to the company management over the market participants. This incomplete information 

distribution provides managers with an incentive to boost earnings in the current year. In a perfect 

market-equilibrium, the market would be able to simply discount the boosted current earnings when 

setting the stock price, which would then eliminate the advantage of inflating the current earnings. 
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Thus, the market-equilibrium would be pareto-efficient, as managers stop inflating earnings and the 

market stops predicting/assuming the existence of inflated current earnings. However, this situation 

can never be a Nash-equilibrium, in the described circumstances without a perfect distribution of 

information, as whenever the market stops making predictions, managers regain their incentive to 

boost current year earnings (Stein, 1989). 

 

To elaborate on the perceived informational advantage, Stein separates the company’s publicly stated 

earnings into subcomponents. The first subcomponent is what he calls the ‘natural earnings’, which 

represent the incremental value. The second subcomponent is then what he calls the ‘borrowed 

earnings’, which are earnings ‘borrowed’ by turning expected future cashflows into current earnings 

at an unfavourable discount rate. The discount rate follows a convex function because of the rising 

marginal expenditure from ‘borrowed earnings’, as managers will prioritise the liquidation of assets 

for which the price best matches the discounted future price or scrap projects with the lowest net 

present value (“NPV”). Hereby, it is implied that the long-term value creation is maximised when 

‘borrowed earnings’ is equal to zero. However, the model’s most crucial assumption is that the 

subcomponent ‘borrowed earnings’ and what lies within is unknown to the public (market). Stein 

concedes and acknowledges the fact that the assumption does not apply to all types of investments 

but responds that in practice it is hard to separate a significant proportion of all investments from 

operating costs in spite of various accounting standards. The third and last subcomponent is the 

negative value of what was borrowed in the current period from previous periods. 

 

Stein’s model explains the mechanisms in an economy where the amount of ‘borrowed earnings’ has 

a relatively increasing influence on the stock price the more the market sets the stock price based on 

company publicly stated earnings. However, this model does not reject the notion that markets are 

not myopic. In fact, it does the opposite and explains how managerial myopia can occur in fully 

efficient markets and only rejects statements such as "since managers can't systematically fool the 

market, they won't bother trying” (Stein, 1989).  

 

Prominent empirical and cross-sectional studies such as Roychowdhury (2006) also investigate the 

managers’ willingness to manipulate real activities in order to meet yearly earnings targets. However, 

Roychowdhury’s study is significant in the sense that it reveals that such activities are less prevalent 

in the presence of ‘sophisticated’ investors and therefore suggesting that within the market, investors 
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who may be fooled by real earnings management do exist. In a similar vein, Bushee (2001) examined 

whether investors prefer short-term earnings over long-term value and the implications on stock 

prices. Bushee found a positive relationship between the share of a company’s investor base that 

consists of investors with a shorter investment horizon (transient investors) and expectations to short-

term earnings, whilst also concluding that such a link does not exist for investor types such as banks.   

 

On top of what is considered an extensive empirical literary body, there has also been conducted 

various important qualitative studies on possible myopic real earnings management. In a highly cited 

paper from 2005, Graham and his co-authors’ found that a majority of corporate managers regard 

earnings per share (“EPS”) as the most essential performance indicator to an external audience 

(investors). The same study found that a significant number of managers would scrap or not initiate 

projects with a positive NPV if that would mean that the company would fail to comply with quarterly 

earnings targets (Graham et al. 2005). When assessing these findings, it is by means necessary to 

acknowledge that practical (real) earnings management is very difficult to observe in the financial 

statements. Either way the qualitative literary body on myopic real earnings management is well-

cited and reviewed. 

 

Real earnings management is not the only tool which managers can utilise to potentially boost short-

term earnings. Accountings earnings management is another broad and hard-to-quantify but well-

researched topic. Especially the usage of discretionary accruals in the annual reporting has been 

subject to research of whether or not a higher usage of these can be an implication of earnings 

management. Houmes & Skantz (2010) provide evidence that managers of companies with high 

valuation multiples have a significant incentive to conduct earnings management, especially if the 

managers’ own equity at risk is higher. The study finds that companies which have been classified as 

highly valued in year zero have significantly higher discretionary accruals in the following year and 

even finds a strong positive correlation between discretionary accruals and proxy models for the 

likelihood of failing future earnings targets. The study suggests that higher valuation multiples 

incentivise managers to manage earnings upwards to maintain a higher valuation, thereby deep diving 

into the causes of managerial myopia. 
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2.2.2 -  Causes of short-termism 

It seems that based on the strongest current evidence, short-termism is indeed a persisting 

phenomenon in the capital markets. Researchers disagree on whether markets are myopic from a 

theoretical standpoint, but bands together around a strong consensus that managers can be myopic 

and causing short-termism exists. This obviously begs the question as to what the underlying causes. 

In the following the most prominent causes from the literary sample are summarised.  

 

Jensen (2005) investigates potential agency problems between management and shareholders caused 

by weak governance structures whilst also challenging the EMH, claiming that wrongly set prices 

can indeed persist over time, advocating the notion of limits to arbitrage. Laverty (1996) adds another 

perspective of managerial opportunism as a cause of myopic management, where managerial 

opportunism in this case represents myopic management which does not directly stem from earnings 

targets. An example is the manager in question’s personal career ambitions that leads them to manage 

towards short-term goals and then leaving the company before (expected) adverse effects comes into 

effect. Bushee (2017) emphasises the pressure from the company’s investor base as a cause for 

myopic management, suggesting that also the market has the potential to cause detrimental short-

termism.  

 

Stein (1989) summarises it even further, categorising the main causes of short-termism into three 

imperfections 1) invisibility of some managerial action, 2) ex ante superior information on the part 

of managers, or 3) inefficiencies in stock prices. Steins own model falling into the first category. 

 

2.2.3 -  Solutions to short-termism 

Whilst the majority of the literature in our sample focuses on the identification and causes of short-

termism, Edmans (2009) presents a potential solution to some of the governance problems presented 

above. Edmans acknowledges the issues with myopic management of companies and also says that 

managers may fail to invest if they are concerned with the short-term stock price. Edmans proposes 

blockholders – shareholders with significant stakes – as a driver towards fundamental company 

valuation. Blockholders, Edmans says, has a strong incentive to gather what he calls costly 

information about earnings. The blockholder will not adhere to the Wall Street Rule of “Sell first and 

ask questions later” when presented with perceived weak earnings as he will have a better foundation 

of information regarding whether low earnings are from poor company management or desirable 
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long-term investments. If the former is the instance, then the blockholder will sell their significant 

stake, driving down the stock price and if the latter is the instance, then the blockholder will not sell 

in both instances driving the stock price towards its fundamental value. Edmans bases these 

arguments on a simple assumption, which is that larger investors have greater incentives to closely 

monitor the company than smaller liquidity investors. However, the model Edmans presents requires 

a short-selling constraint, emphasising that short-selling has to be at least non-trivial enough to 

outweigh the cost of gathering costly information as it then rewards blockholders for liquidating a 

long position rather than another investor opening a short position.  

 

2.3 -  Identification of implications of short-termism 

Researchers utilise many different approaches when trying to identify implications for the otherwise 

unobservable phenomenon of perceived short-termism. This is down to the key elements such as 

scientific paradigm, core methodology, and theoretical assumptions being different. In this section, 

we present some of the most common measurements in terms of research model and hypotheses, as 

well as individual metrics for perceived short-termism in the literature. 

 

2.3.1 -  Models/measurements for short-termism 

Some researchers try to build and apply models for short-termism onto larger populations of 

observations, others measure short-termism based on company performance which correlates with 

hypothesised short-termism in certain scenarios or exhibitions, and some use qualitative research 

methods. Many papers overlap the above archetypes in recognition of the weaknesses of the 

respective methodologies when standing alone and some studies cannot easily be categorised. 

Therefore, a subjective assessment of all methodologies used in the research papers in our literary 

sample is regarded arbitrary and is thus omitted. However, in the following, an assessment of the 

strengths and weaknesses as well as archetype examples of three core methodologies are made. 
 

2.3.1.1 -  Models for short-termism 

Some researchers aim at categorising companies as either short or long-term and also measure the 

extent of perceived short-termism. A prime example of this is McKinsey’s Corporate Horizon Index 

(»CHI«), which measures perceived short-termism based on five variables, which are hypothesised 

to imply short-termism (Barton et al., 2017). This is highly ambitious and easily applicable when the 

model has been built, as it utilises fundamentals. However, besides acknowledging the fact McKinsey 
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is a private institution, the main flaw of a model utilising fundamentals is the risk of either comparing 

apples with bananas or the measures not being implications of short-termism. For example, such a 

model does not account for differences in company lifecycle, industry, etc and it does not determine 

whether a given sudden margin improvement is a symptom of short-termism or an indication of 

increased efficiency.  

 

Significant author Brian Bushee tries to identify the company value derived from short- and long-

term earnings respectively (Bushee, 2001). His proposal is that a higher proportion of firm valuation 

derived from short-term earnings is an indication of myopic pricing and thus short-termism. Bushee’s 

empirical findings are mixed with regards to the hypotheses as he finds that short-term earnings are 

positively related with short-term ownership, but long-term earnings are negatively correlated with 

institutional investors. Bushee is supplemented by Alexandre Garel, whose findings are 

corresponding more with the hypotheses, as his myopic pricing model finds correlations between 

myopic pricing and said firms cutting R&D investments and higher levels of discretionary accruals 

(Garel, 2017). However, even though the model may be methodically and statistically flawless, a 

similar weakness as the CHI is apparent. The model does not recognise company characteristics, 

where especially lifecycle seem relevant. An example being a young company with negative earnings 

in the first years starting to generate positive earnings from year three. In the model, a naturally bigger 

emphasis on long-term earnings will show the company as long-term, whereas it may not be truly 

indicative hereof.  

 

2.3.1.2 -  Exhibitions of short-termism 

What seem to constitute the largest body of research on short-termism are papers investigating 

practical scenarios in which companies may exhibit hypothesised short-termism. A significant 

example from our sample is Sugata Roychowdhury (2006) who hypothesise that an implication for 

real earnings management may be companies marginally reporting positive earnings. His findings 

suggest that firms with marginally positive earnings are negatively associated with abnormal cash 

flows from operations as well as abnormal discretionary expenses. Another finding is related to 

abnormal production costs. Specifically, these findings are thought to be indicators of the cutting of 

discretionary costs - for instance in order to meet a target - and for overproduction. Roychowdhury’s 

study is very frequently cited as his results are statistically robust in regard to various tests, as well 

as consistent with his hypotheses. To this day, Roychowdhury’s findings are regarded as being a main 
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contributing factor to firms with marginally positive earnings being regarded as more likely to having 

performed real earnings management.  

 

2.3.1.3 -  Practical studies 

This category of studies includes qualitative studies of corporate horizons. These type of research 

papers are scarce in our sample and may display a bias towards quantitatively based empirical studies 

either in the general research or in our search string. It may also hint that industry surveys in general 

are carried out by private institutions rather than by academic circles.   

 

2.3.2 -  Variables to identify short-termism 

In the literature, there is no clear-cut definition of neither the phenomenon short-termism nor the 

consequential causes to it. Therefore, an obvious challenge when addressing a perceived problem is 

how to measure it. However, various academic studies as well as private companies have tried to 

come up with variables to be used as symptoms for short-term focused companies. In this section, we 

lay out some of these variables and also assess which of them may be their appropriateness for 

eventual analyses.  

 

2.3.2.1 -  Investments 

Some of the most widely used variables in the literature are investment variables over a time period, 

as the gain from cutting investments typically are instant, whilst the adverse effects of doing so lies 

in future periods (Bushee, 2001; Roychowdhury, 2006; Garel, 2017; Edmans et al., 2017; Barton et 

al., 2017; Harford, Kecskés, & Mansi, 2018). Referring back to Graham et al (2005) it is known that 

financial officers indeed put a lot of emphasis on the presentation of earnings towards an external 

audience and from the sections above, we also know that managers can be willing to manipulate 

earnings. Therefore, the development of investments, R&D expenditures and CAPEX are regarded 

as logical inclusions in an analysis of perceived short-termism. Obviously, there are sectorial 

differences between expected investment levels and generally speaking lowering the investment 

levels are not necessarily a sign of illness. However, even though it is uncertain whether higher 

investment levels are a sign of a long-term focus, it can be expected that short-term focused 

companies will cut investments.  
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Other types of intangible investments such as marketing can – depending on the type of company 

holding them – be characterised in the financial statements as discretionary costs. Graham et al. 

(2005) found that discretionary costs are used by managers in their earnings management. Mizik et 

al. (2007) specifically found that companies are able to inflate current earnings by cutting marketing 

costs but loses out on stock performance in the long run. Roychowdhury even defines discretionary 

costs as intangible investments, including R&D, marketing, and SG&A. 

 

2.3.2.2 -  Discretionary accruals 

The (high) usage of discretionary accruals in the financial statements has long been a controversial 

subject in the financial sector, as it has been linked with accounting manipulation (Garel, 2017; 

Harford et al., 2018). In that context, the usage of accruals is a tool that financial managers can utilise 

to mask certain posts, potentially making financial statements seem favourable. The inexplainable 

nature of accruals is what has made them subject to various studies regarding accounting 

manipulation. Therefore, usage of discretionary accruals over time is deemed to be a solid measure 

of short-termism.  

 

2.3.2.3 -  Investor portfolio turnover rate 

Outside pressure from investors is often associated with companies sacrificing long-term 

opportunities to meet the quarterly (yearly) market expectation. The McKinsey survey shows that 

executives are feeling pressure from short-termism with 87% of the executives feeling pressure to 

demonstrate financial performance within two years or less with most of them also feeling that the 

pressure is increasing (Barton el a., 2017). Bushee (1989) found that especially companies owned by 

transient investors appear to be under pressure for short-term performance while also resulting in 

excess volatility in the stock price. However, whether this measurement indicates a generally rising 

short-term focus among investors remains uncertain. Since the average holding period is measured 

by turnover, a rise in turnover may therefore be driven by the increase in high-frequency trading and 

not necessarily the change in investor behaviour. Moreover, Harford, Kecskes and Mansi (2017) 

argue that investors as a group may not have become short-term over time; instead, short-term 

investors have just increased the frequency of their trading, due to technology and lowered transaction 

costs.  
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However, the practical findings of the aforementioned studies regarding executives and their 

experience of increasing pressure from stakeholders affirms our interest in the investor base as a 

feasible variable to be used. This is further underpinned by the fact that increasingly impatient 

stakeholders may point toward potential market myopia as opposed to myopia derived from 

managerial myopia, although the two would be indisputably linked with each other. 

 

2.3.2.4 -  CEO tenure 

Replacing the CEO is the shareholders’ ultimate way of exerting their power when expectations do 

not align. According to Goyal et al. (2019) CEO tenures were shortening in the period between 1970-

2005. When analysing a not further detailed sample from the resource ExecuComp from the period 

between 1994-2004, they found that CEO turnover is significantly higher in companies with shorter 

investor horizons. They also found some evidence linking the dismissal of the CEO to worse 

operating performance. A final interesting takeaway is their findings that newly hired CEOs tend to 

increase investments in capital expenditure whilst not significantly changing R&D investments. 

When held up with their findings of decreasing operational performance post-turnover, this finding 

corresponds with their hypothesis stating that new CEOs will invest in unnecessarily riskier but 

visible projects. 

 

CEO turnover as a metric stands out because of the significant subjective element when assembling 

the variable. The dismissal of a CEO may be caused by numerous different reasons such as old age, 

performance, scandals, or strategy. Therefore, a higher amount of control variables as well as 

assumptions may be needed in order to utilise CEO turnover as a variable. However, the perceived 

links to investor horizon as well as performance are interesting.  

 

Table 2.5 – Overview of research variables 

Variable Presence in literary sample Description 

Investments Very high Real earnings management, managerial 

Investor horizon Very high Market pressure, market 

Discretionary accruals High Accountings earnings management, managerial 

CEO tenure Low Market pressure, market/board 
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2.4 -  Implications of the literature review 

Short-termism as a phenomenon remains unobservable, and as such, it is the potential implications 

of short-termism, which are the primary subject of research in the academic literature. When assessing 

potential individual variables to include when developing the hypotheses for our analyses, we 

presented the most commonly included indicators of short-termism. Especially investment variables, 

investor horizon, and discretionary accruals are very frequently present. Investment variables are 

regarded as solid measures for potential earnings management. Investor horizon may be an interesting 

measurement due to indications that managers feel pressured by an apparently increasingly impatient 

market. Discretionary accruals are considered to be a household measurement of implications of 

accounting earnings management.  

 

CEO tenure as a potential stand-alone explanatory metric for potential short-termism is very 

interesting. It is hypothetically closely linked to at least some of the variables, and also demands a 

thorough understanding of relevant economic theories. It is not as prevalent in our literary sample as 

other variables, which is potential evidence of a research gap. CEO-tenure as well as the other 

presented variables will potentially be supplemented further based on the implications from the 

theoretical syntheses developed in the next chapter. The assessment of how this thesis will 

supplement the existing literary body will be made based on the implications from this chapter and 

also the following and will be made in close tandem with the development of hypotheses. 

 

The academic literature on the subject of corporate short-termism is extensive. There seem to be a 

general consensus on the existence of managerial myopia. The conclusions are mixed regarding the 

question of markets potentially being myopic. The absence of agreement may be sourced to the 

authors’ assumptions when building their models, which again are derived from their perception of 

the economic theory. Consequently, a presentation of the dominating economic theories relevant to 

the subject will be presented in the forthcoming chapter. Stein (1989) categorises the main causes of 

short-termism into three imperfections 1) invisibility of some managerial action, 2) ex ante superior 

information on the part of managers, or 3) inefficiencies in stock prices. The two first regard agency 

theory, whilst the third concerns theories on market efficiencies. Thus, these two areas of economic 

theory are the main topics of chapter 3. 
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3 -  Theory and development of hypotheses 
Besides a thorough review of the existing research, a deeper understanding of the dominating 

underlying economic theories is essential in order for us to properly measure and understand short-

termism and its potential causes. The economic theorem contains the assumptions and argumentation 

upon which hypotheses and subsequent analyses are build. An understanding of the dominating 

theorems will also help comprehending and maybe identifying specific mechanisms regarding short-

termism to be used in the empirical analysis. As addressed in section 2.2.2. the main causes of short-

termism are thought to be stock pricing inefficiencies and agency problems derived from either 

advantageous information on the part of the manager or the invisibility of some managerial actions if 

not both. When addressing market efficiency theories, both the ‘efficient market hypothesis’ 

(»EMH«) and the behavioural finance branch led by Richard H. Thaler will be assessed. When 

addressing agency theory, we will cover the agent-principal-problem and how corporate governance 

may contribute to corporate short-termism. Lastly, we will use the theoretical framework to present 

our hypotheses and synthesise the theoretical arguments and prior research evidence supporting their 

relevance. 

 

3.1 -  Market efficiency 

When assessing the source material in the literature review, a substantial portion of the research argue 

that they find more or less significant evidence for short-termism. For example, through pricing 

models trying to pinpoint inefficient pricing caused by impatient investors. A premise for the 

existence of inefficiently priced stocks seems to be the rejection of at least fully efficient stock 

markets. Therefore, a deeper understanding of the main arguments from the dominating theories is 

necessary. 

 

3.1.1 -  Efficient Market Hypotheses 

Brealey, Myers & Allen (2017) argue that a market that fully values all available information (both 

public and insider information) is theoretically viewed as fully efficient. Consequently, a condition 

for the proposition is, according to Fama (1965), that share prices follow a statistically random walk 

due to strong assumptions of rationality in the stock market. Fama argues that the prices on securities 

in an efficient market equals the fundamental, real value of the security on the given time. This 

proposition is since then referred to as the efficient market hypothesis. EMH promotes the belief that 
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the ability to ‘beat the market’ relies on chance (a random walk) and not aptitude as long as the 

investor’s portfolio is diligently diversified.  

 

Basic strong form EMH strictly follows the foundation of the classical economic thinking of supply 

and demand and rationality of agents. However, Fama (1965) divides market efficiency into three 

levels relative to the amount of available information. The three levels are divided into 1) weak 

efficiency, 2) semi-strong efficiency and 3) strong efficiency. Weak efficiency occurs in a situation 

where markets only react to historical price information. An investor who simply follows the news 

and reads through annual reports will have the opportunity to achieve superior information compared 

to the majority of the market. Semi-strong efficiency is expressed by the general market also reacting 

to publicly available information. Now, the investor will have to somehow access material non-public 

information, in order for them to obtain an advantage. Strong market efficiency describes the situation 

in which the market is able to react accurately and immediately on all information. Assuming 100% 

market efficiency, it is theoretically impossible for investors to outperform the market in the long run 

(Brealey et al., 2017). 

 

According to Barton (2011) and Bushee (2011), short-termism is caused by financial market pressure, 

which is driven by the inefficient pricing of stocks by investors. Inefficient pricing refers to prices 

that are not reflecting the fundamental value of stocks derived from the discounted sum of future cash 

flows, reflecting publicly available information (Berk & DeMarzo, 2014). According to Fama (1970), 

this definition of fundamental value implies a semi-strong market efficiency level. For inefficient 

pricing to be an underlying cause of short-termism, the management’s decisions must be influenced 

by the development in stock valuation. If the actions of the management are not affected by potential 

mispricing, management will disregard potential pressure from the financial markets to deliver short-

term results further disregarding the strong-form EMH. If markets are more efficient, that means that 

companies focusing fundamentally detrimentally on short-term earnings will be punished with a 

lower valuation. Moreover, managers, who are not altering their horizon to increase company value, 

would be removed, and hence any observed short-termism would not be due to inefficient financial 

markets.  
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3.1.2 -  Behavioural finance 

At some point economists began to thoroughly examine examples where perceived market 

inefficiency (»anomalies«) had occurred. Perceived anomalies as phenomena challenge EMH’s 

market assumptions on a basic level, as stock prices in principal should not deviate from their 

fundamental value. Anomalies in the market present arbitrage opportunities to diligent investors. 

Unsurprisingly, anomalies divide the waters between economists. Supporters of the EMH will refer 

to anomalies as random coincidences or even deny their existence, according to Schwert (2003). 

However, it is the seeming consistent development and observation of market anomalies that has 

ignited the movement of behavioural finance. Behavioural finance has gained recognition based on a 

foundation which fundamentally goes against many classical economic principals. Behavioural 

finance incorporates elements from other scientific fields, primarily the field of psychology and to a 

still increasing extent biology. Richard H. Thaler, who is regarded as one of the most important 

behavioural finance authors, expresses that by not being bound by the classic economic assumptions, 

behavioural finance can be used to explain economic paradoxical phenomena such as over- and 

underreaction on public information on the financial markets (Thaler, 1987). According to Thaler & 

Barberis (2002), such perceived effects cannot be well explained based on a purely economic 

rationale.  

 

Psychology, on the other hand provides explanations for anomalies. Leading experts within 

behavioural finance such as Hersh Shefrin (2002), Thaler & Barberis (2002) and Shiller (2003) 

believe that strong feelings such as fear, arrogance and greed are sources to irrational decisions by 

individuals. Consequently, these feelings must also drive irrational behaviour in the financial markets 

and corporate life. Behavioural finance economists’ key argument is that humans are driven by some 

level of irrational behaviour. They do not always have sufficient mental capacity, attention or 

willpower to make the best decisions. Thaler argues that the appreciation of the implications of human 

behaviour has lost its importance in the dominant economic theories. As the field relies on 

mathematics, there has been a push to explain the world using complex but rigid economic models. 

These models tend to focus on what can be measured and therefore, potential hard/impossible to 

quantify variables do not fit the models. Thaler believes that it is important that when discussing 

market efficiency, one has to ask oneself if they believe that humans are ‘perfectly rational’. If the 

answer – like Thaler’s – is no or at least not yes, then how can markets be, when humans are the sole 

agents on the market?  
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3.1.2.1 -  Opting for short-term goals 

Thaler presents numerous examples of irrational human behaviour. One important area related to 

short-termism is how humans lack self-control, which could explain why humans often opt for short-

term goals that jeopardise long-term goals. This is supported by findings from McClure et al. (2014) 

that suggest that investors value short-term gains more than they value delayed gains, which 

scientifically can be explained by dopamine, a feel-good chemical that our brains release when faced 

with a short-term reward. This presents a practical example of a perceived irrationality explained 

psychologically based on science, which could not be explained by classic economics by itself. Thaler 

(2008) has also researched and described how humans often fail to do what is best long-term, e.g. 

saving money or quit smoking, simply they succumb to short-term temptations. Classical economists 

have not been able to explain why there is a conflict between choices for now and later. Why do 

humans prefer the short-term goals that jeopardise long-term goals? There are no value differences 

between $100 today or one year from now (inflation aside). However, research shows that humans 

consider $100 today to be significantly more valuable than in one year.  

 

Harvard psychologist Daniel Gilbert agrees with Thaler’s theories and argues that human brains are 

adapted to respond to some threats more than others.4 He believes that the reason is biology, where 

the human brain has evolved to respond to immediate threats but may completely miss more gradual 

warning signs. The management may react powerfully on e.g. fear of missing quarterly guidance 

because this would affect the stock price negatively immediately which most probably also will affect 

their bonuses. However, gradual threats such as continuously insufficient investments in R&D, which 

would weaken their product portfolio in the long-term, would perhaps go under the radar because it 

imposes no immediate threat for the company. 

 

3.1.2.2 -  Limits to arbitrage 

Limits to arbitrage is the popular name of another block, which bases its hypotheses on behavioural 

finance’s foundations (Thaler & Barberis, 2002). Limits to arbitrage is contradicting with the classical 

economic theory after which the efficiency of markets is used as an argument for the lack of arbitrage 

strategies. To recap, EMH prescribes, based on e.g. Friedman (1953), that any deviation from a 

security’s fundamental value will provide an arbitrage opportunity for a smart investor. The investor 

 
4 Gilbert, Daniel. July 2006. Humans Wired to Respond to Short-Term Problems, Talk of the Nation podcast. 
https://www.npr.org/templates/story/story.php?storyId=5530483&fbclid=IwAR0vELXY2VjgXL_EL5N66Ohn710kERUZ6GIPYbpsX3DsrqhzZD23lV
WoyOY 
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will utilise the incorrectly priced asset in the short-term to make a risk-free return under the 

assumption of the before-mentioned efficiency level. It is assumed that this will occur immediately 

and efficiently, thus the market price on the asset will once again quickly return to its fundamental 

value. This formulation can be put as: 

 

Correctly priced assets = No arbitrage, and 

No arbitrage = Correctly priced assets 

 

However, supporters of behavioural finance do not believe in this proposition. They believe that an 

arbitrage strategy will be developed and executed efficiently and risk-free. According to the notion 

of limits to arbitrages, the strategies that should correct prices are indeed not risk-free but on the 

contrary more risky and costly. This obviously prolongs and complicates the time it takes for wrongly 

priced assets to return to their fundamental value. This implies that incorrectly priced assets can 

‘survive’, according to Thaler & Barberis (2002). Therefore, the above-mentioned formulation has to 

be readjusted to the following: 

 

Correctly priced assets = No arbitrage, but 

No arbitrage ≠ Correctly priced assets 

 

As can be deduced, this proposition is based on entirely different premises than EMH. Limits to 

arbitrage is a way of thinking, which highly supports the potential of hypothetical myopic 

management being unpunished by the stock-market at least in the short-term. 

 

3.1.3 -  Synthesis 

Eugene Fama was the primus motor in the development of EMH. Fama and other contributors to the 

development of EMH were since supplemented by Shiller, Thaler and behavioural finance, who have 

achieved broad recognition for their theories of inefficiency and irrationality on the markets. Consider 

the global recession in 2008 and the following years. Eugene Fama would most probably argue that 

had the investors been rational, then they would have realised the mismatch between the perceived 

safety of the subprime-loans and their simultaneously high return. Bubbles in the market such as the 

one that led to the global recession in 2008 as well as the following events are strong examples on 

phenomena that support the relevance of behavioural finance when addressing market (in)efficiency.  
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On the other hand, Schwert (2003) raises the question whether anomalies are expressions for 

sustained market inefficiency, volatile market inefficiency, or just statistical deviations. Schwert 

concluded, on the background of an analysis of different historical anomalies, that the effect of these 

anomalies decreases significantly and quickly over the time after their discovery. Schwert thereby 

states that as anomalies are discovered, they will also be incorporated into the (efficient) market. 

Schwert then stated that behavioural finance can be an excellent tool to improve the usage of pricing 

models on already identified anomalies. However, he says, the movement still needs to prove that it 

can build a model that, based on certain assumptions, can predict observable behaviour, that is not 

already known, hereby clearly underpinning the differences between the two theorems: Whilst EMH 

seem to be a strong framework for mathematical models and analyses, it fails to address questions 

regarding the rigidness of its assumptions when applied practically. Behavioural finance explores the 

shortcomings of the human cognitive ability as an explanation for perceived anomalies, but fails to 

build models, which accurately applies to real time, exemplified by the fact that the vast majority of 

behavioural finance literature studies past events. These characterisations of the theorems are well 

exemplified in the academic research as well. 

 

According to Barber & Odean (2013), private investors may be highly prone to biases and generally 

poor investment decision making. Scharfstein and Stein (1990) found that institutional investors tend 

to mimic investment decisions made by other fund managers to avoid lower fund ratings. This finding 

is supported by Choi and Skiba (2015), who found that institutional investors are characterised by a 

sense of herd behaviour well described in behavioural finance papers. This further supports the 

perception that investors described in conventional finance theory are too perfect compared with real-

world investors. On the contrary, Schmeling (2007) finds evidence that institutional investors are in 

fact not subject to the same biases related to their expectation on the medium horizon. Even though 

one cannot rule out that incidents of herd behaviour occur, it would only take a few fund managers 

to observe the situations and correct prices by exploiting the biases of the other investors.  

 

This would imply that skilled investors would be able to capitalise greatly if they were in fact able to 

anticipate these arbitrage moments. According to market efficiency, consistent returns from skilled 

investors that outperform the market (market index) should not be possible. Distorted incentives for 

asset managers, in which they disregard fundamental values in favour of pursuing short-term returns, 
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could create persistency in prices deviating from their fundamental values, according to Rappaport 

(2005). However, Fama and French (2010) find no evidence that (skilled) investors should be able to 

consistently outperform the market. Moreover, Barras, Scaillet and Wermers (2010) find that while 

75% of the funds have zero alphas, about 25% of the funds have negative alphas. These results support 

the earlier pinpointed claims of Schwert and indicate low validity of the ability of skilled asset 

managers to consistently outperforming the market. 

 

Analyses and recommendations by brokers are often used as a basis for investors to make investment 

decisions, and their work contribute to the collective knowledge pool. A stock market analyst’s role 

is to monitor and analyse all public information from companies thoroughly. Some researchers have 

found that markets analysts’ recommendations and valuations of stocks affect the stock prices 

significantly. According to Womack (1996), an analyst revision of a stock from to “buy” is associated 

with an average increase in the price of +5%, while a change to “sell” leads to an average price 

decrease on -11%. Asquith, Mikhail and AU (2005) support that stock market analysts provide value 

by communicating new information in their recommendation. However, other research suggests that 

trading on recommendations from stock market analysts provide no abnormal returns (Altınkılıç, 

Balashov, & Hansen, 2013; Barber, Lehavy, & McNichols, 2001; Jegadeesh, Kim, Krische, & 

Charles, 2004). According to Altınkılıç (2016), analysts’ recommendation revisions are statistically 

insignificant in predicting returns. They argue that the combination of high-frequency trading and 

lower transaction costs has made the financial markets more informationally efficient. Thus, they 

argue that whilst market analysts contribute to the increasing efficiency of distribution of information, 

the ability to beat the market remains in question.  

 

We conclude that there are in fact anomalies in the market which classic economic theory fail to 

explain. Essentially, humans are by nature driven by emotions and biology, which causes irrational 

behaviour. This consequently affects the markets, where humans are the sole agents. However, the 

increasing informational efficiency, technological advances, as well as lacking evidence of investors 

beating the market in the long run indicates that markets are efficient to a significant extent. Stein 

(1989) proposed a significant model which describes how short-termism can exist in (semi) efficient 

capital markets. We also wish to emphasise that another conclusion is that we regard market 

anomalies as existing phenomena, which for example limits to arbitrage prescribes can persist in the 

market, further confirming the possible occurrence of short-termism on the markets.  
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3.2 -  Agency theory 

In this section, we will cover the foundations of corporate governance problems and agency theory 

in the context of potential causes to corporate short-termism derived from the opportunism of myopic 

managers and shareholders. The core problem of agency theory is related to the ‘principal-agent’ 

relationship and the costs of managing misaligned interests. 

 

3.2.1 -  The principal-agent problem 

Agency theory describes the rationalisations that are used to explain and resolve problems in 

relationships between agents and principals. Principals delegate decision-making authority to agents 

who are then expected to act in the best interest of the principal. The agency problem then occurs as 

a consequence of the initial mismatch in risk between the parties, as the majority of potential losses 

will be borne by the principal. As many decisions that financially affect the principal are made by the 

agent, differences in opinions, interests and priorities can arise. This problem is what is commonly 

referred to as the agent-principal problem. Agency theory addresses disputes that arise primarily in 

two key areas: differences in goals or differences in risk aversion. Various researchers of agency 

theory have proposed methods to resolve disputes between agents and principals referred to as the 

attempt at ‘reducing agency loss(es)’. Agency losses amount to the sum that the principal contends 

was lost due to the agent acting opposing to the interests of the principal.  

 

One specific and famous problem revolves around shareholders as principals who delegate the 

management of their company to a management team as agents to act on their behalf. This problem 

is highly relevant and will be addressed in detail in relation to corporate governance as a potential 

source of short-termism.  

 

3.2.1.1 -  Shareholders as principals 

Research suggests that shareholders in general value short-term company performance too highly. 

Because of this preference, shareholders as principals may inadvertently influence managers into 

managing after e.g. quarterly performance measures or even alter the strategy even if it may be 

harmful to the company in the longer run (Chaganti and Damanpur, 2991; Hansen and Hill, 1991; 

Kochhar and David 1996; Samuel 2000). However, further research suggests that not all investor 

types behave in the same way. As also laid out in the previous chapter, institutional investors in 

general are thought to be less short-term oriented than private retail investors. Obviously though, 
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many types of institutional investors exist. Some are transient by strategy, whilst others are inherently 

long-term oriented. Therefore, it is important to differentiate between different categories of 

shareholders and develop a more complex understanding of investor behaviour (Aguilera et al., 2008; 

Aguilera and Jackson, 2003).  

 

A common way to categorise institutional investors is by their legal type, e.g. banks, insurance 

companies, investment advisors, pension funds etc. (Bushee, 1989). For instance, bank trusts may 

invest differently than insurance companies, and the investment practices of both may differ 

significantly from those of investment companies and advisers and pension funds. However, Bushee’s 

research did not show any significant differences between the different legal types’ investment 

horizons. Instead, he came up with his own set of categories of institutional investors, based on their 

portfolio turnover. He defined the three categories as 1) transient investors, 2) dedicated investors, 

and 3) quasi-Indexer. Transient investors, which accounted for 31% of all institutional investors 

during the period 1983-2002, are characterised by low ownership stability and small stakes. They 

have a high portfolio turnover rate, suggesting that they have a short investment horizon and likely 

have little incentive to understand drivers of long-run value. This also suggests that they are more 

likely to pressure the companies to perform in the short run. Dedicated institutions, which amounted 

to 8% of all institutions during the same period, are characterised by stable ownership and large 

stakes. Moreover, they have a low portfolio turnover rate, suggesting that they have high incentives 

to understand drivers of long-run value, which also suggest that they are less likely to pressure 

companies to perform in the short-run. Lastly, we have quasi-indexer institutions, which 

encompassed 61% of all institutions for the same period. They are identified by having high 

ownership stability but small stakes. Their average quarterly portfolio turnover rate on 8% is in 

between the two other categories, which suggests that quasi-indexers tend to make buy-and-hold 

investments in a broad set of companies and trade only when there is a major change in a given 

company.  

 

Bushee’s research found that companies where the investor base was primarily owned by transient 

institutions, their managers were more likely to cut R&D to avoid some earnings drop than if the 

investor base was dominated by quasi-indexers or dedicated institutions. Thus, managers faced with 

a high proportion of transient institutional ownership appear to cut investment to avoid earnings 
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decline that could trigger large-scale selling by such institutions. These findings imply that principals 

have a significant influence on the agent’s decision horizon and can cause corporate short-termism. 

 

Different factors lead to shareholders decision-horizon. The first one concerns whether shareholders 

engage with the company as owners, or whether they are essentially traders of the stock (Hendry et 

al. 2006). Traders pursue a variety of investment strategies and have heterogeneous portfolios. 

However, they predominantly focus on financial criteria for their investment and aim to make gains 

on the trading of stocks. On the contrary, shareholders, who are owners of companies, have some sort 

of strategic motivation on exercising control over company decision making. Therefore, trading 

shareholders prefer to exit as a response to performance decline, whereas owner shareholders exercise 

the voice to alter the course of the company and hence, take responsibility for the future of the 

company (Hirschman, 1972). 

 

Mauboussin and Callahan (2015) studied the average investor turnover rate from 1946 – 2014. They 

found that in the 1960s, the average holding period for investors in stocks was in the range of six to 

seven years but today it is less than two years. The finding may suggest that short-termism can be 

affected by the shrinking holding period for stocks. According to Kedzior and Rozkrut (2014), the 

factors that could contribute to the increasing investor turnover rate are reduced trading times and 

transaction costs, new technologies, media coverage, market volatility. In recent times, technological 

progress and globalization have led to a significant decrease in transaction costs, which makes it 

easier for the investor to allocate and reallocate their funds. The rapid, technological development 

has furthermore resulted in the almost instant distribution of new information around the globe. This 

makes it possible for investors to respond immediately to changes in the market. This has also made 

it possible for investors to pursue and utilise short-term profits and strengthen the expectation of 

immediate return. Lastly, the constant media coverage of the market conditions may have increased 

investors’ focus on the current situation, while perhaps neglecting the broader aspect of the 

companies’ respective situations.  

 

To summarise, investor horizons in general are shortening. Whether this is mainly attributed to 

technological advancement, an increasingly impatient market, or maybe even both remains 

undisclosed. However, with research finding that managers feel increasing pressure from 
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shareholders to perform in the short run, the need for strong governance structures seem to be bigger 

than ever. 

 

3.2.1.2 -  Managers as agents  

According to Miller (2002), managers may take myopic decisions for numerous of reasons. He 

explains that managerial myopia is an indicator of cognitive limitations concerning the temporal 

dimension of decision making, and hence the implications that arise when decision-makers find 

themselves without the necessary information to assess. The continuous discussion of faulty decisions 

by managers (Laverty), cognitive limitations (Miller), and the difficulty in assessing investment 

projects (Marginson and McAulay) stress the informational aspects of decision making. According 

to Laverty (2004), managers are less short-term oriented when they have better information about the 

trade-offs between long- and short-term results.  

 

Based on the stewardship theory, it can be examined whether agents’ professional orientation and 

managerial ideologies reinforce long- or short-term time horizons by influencing their relative 

commitment or autonomy to the company (Davis, Schoorman, and Donaldson, 1997). Through 

ideologies, agents can legitimate their authority and decisions toward other stakeholders. However, 

ideologies can also form framing or organisational problems through cognitive templates for decision 

making, which are taken for granted. Through mimetic processes of diffusion, normative processes 

or coercion, ideologies may become institutionalised. Ideologies can be institutionalised by agents 

adopting different decision horizons which are embodied in the decision heuristics or investment 

appraisal practices.  

 

According to Laverty (1996), short-termism may result from the application of faulty or biased 

methods for assessing investment projects. By solely relying on financial data, that may lead to 

underestimating the intangible payoffs, e.g. trained employees or reputation (Atherton, Lewis, and 

Plant, 2007). The usage of NPV models may lead to short-term decision horizons for agents, not only 

due to omission of non-financial returns but also using excessive discounting, which undervalues 

cash flows in the future (Lefley and Sarkis, 1997). Secondly, different levels of managerial expertise 

may affect the ability or even willingness to assess long-term investments and avoiding managerial 

myopia (Marginson and McAulay, 2008); Miller, 2002). To the extent that agents are very focused 

on their stock price, it may be that this affects their myopic behaviour due to their effort to maximise 
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the stock price by e.g. inflating the current earnings at the expense of long-term interests for the 

company (Liu, 2005). The diffusion of shareholder value as management ideology is broadly 

considered to have reinforced the short-term focus of agents on quarterly earnings and associated 

practices such as share buybacks that aim to change short-term stock prices (Lazonick, 2007). 

 

A final branch of research studies argues that myopic decisions over time will compound into short-

termism in case these decisions are made repeatedly and to some level becomes institutionalised 

(Jackson & Petraki, 2011). Short-termism may therefore reflect suboptimal decision making within 

an organisation shaped by the organisational culture, routines, or processes. Therefore, a strong 

corporate governance structure is essential in order to avoid adverse effects on performance. 

 

To summarise, opportunistic agents may reject long-term investment projects, which are crucial for 

the future of the company, and instead, focus on other short-term alternatives whose earlier pay-off 

maximise the agent’s monetary incentives (Laverty 1996). Furthermore, the agents may exhibit moral 

hazard, pursuing investments with a faster payoff, either because it was a less risky option in the 

short-term or due to insufficient long-term incentives.  

 

3.2.1.3 -  Corporate governance 

Corporate governance is a control system set in place in any company, which dictate operating 

procedures, rules and general practices after which the company is managed. Corporate governance 

exists in order to align the many interests of all stakeholders in the best way possible. In more general 

terms, corporate governance is regarded as increasingly integral in company valuation since corporate 

citizenship has emerged as a measurement alongside profitability. However, in this section, we will 

focus on corporate governance as the implementation of the implications of agency theory in regard 

to the agent-principal problem between shareholders and senior management.  

 

The conflict of interest between managers and investors is derived from the separation of ownership 

and control. The impact of this conflict of interest depends on how closely aligned the interests of the 

managers and shareholders are. Such alignment of interest comes at a cost for the agent, for which he 

is compensated. Such compensations are known as agency costs. Agency costs are compulsory 

expenses, which arise at any time the principal does not hold autonomous power over decisions. 

Regarding the potential principal-agent between shareholders and managers, it is apparent that a 
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strong governance structure is needed in order to mitigate adverse effects. One scenario, as laid out, 

is that shareholders may be interested in maximising shareholder return in the short-run, whilst the 

management – with respect to the long-term strategy - may want to retain pay-out in order to invest. 

The consequent decision-making by senior management in this situation may very well depend on 

the governance and compensation structure. Another, and maybe even more common conflict arises 

when the management is the party, which chases short-term results in order to e.g. reach certain bonus 

activating thresholds. Both scenarios have potentially negative long-term effects on the company, as 

they may well lead to myopic management.  

 

3.2.2 -  Synthesis 

Agency theory revolves around the implications of the principal-agent problem. Thus far, evidence 

for the potential underlying causes for the problem has been uncovered. Furthermore, corporate 

governance has been presented as the practical framework each company has in place in order to 

reduce agency costs and mitigate agency losses. In the following sections, certain corporate 

governance related practices and policies will be assessed.  

 

3.2.2.1 -  Bonus incentives 

Historically, the most common method to incorporate agency theory has been through management 

bonuses based on performance measures such as revenue and/or earnings growth. These grants 

provide the agents with a direct incentive to increase the stock price to make their stock or options as 

valuable as possible. This naturally ties the agent’s wealth to the wealth of the principals. However, 

bonus incentives have come under scrutiny, as it has been implied that they do not address the 

potential mismatch between the engagement horizons of especially managers. A wrongly constructed 

bonus scheme may incentivise managers to understate their expectation for future periods in their 

budgets in order for them to reach their targets. In modern time, more sophisticated, variable or 

equity-based executive remuneration schemes have been advocated as an attempt at including the 

longer-term company performance and thus improving performance. Nevertheless, the nature of the 

reward may influence an agent to follow short-term investment strategies by creating excessive 

incentives on short-term results or failing to focus on performance metrics reflecting long-term value 

creation or sustainable strategies of growth. A survey in Coates et al. (1995) studies show that bonus 

packages that include shares, option or profit-related scheme relate to a higher probability of short-

term orientation relative to other types of schemes. This specific concern has also led to another 
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compensation scheme in which management pay is partially deferred and to be determined according 

to long-term goals. However, the challenges with bonus incentives are not only to align the agent’s 

interests with the principals but also with the interest of the company’s well-being for the future.  

 

A new wealth of evidence has accumulated to suggest that management pay itself is a core problem 

of contemporary corporate governance. The argument is that management has a substantial influence 

over their salaries and have the power to weaken the link between pay and performance. Studies done 

by Denis et al. (2006) and Efendi et al. (2004) shows that the size of the stock options outstanding 

had a very strong influence on the prevalence of earnings restatements. Moreover, other studies show 

that management with unexercised stock options was more likely to manage real earnings 

management through abnormal changes in cash from operations, cost of goods sold, or discretionary 

expenses such as R&D (Cohen et al., 2008). 

 

3.2.2.2 -  Pay-out policy and share buybacks 

Dividend pay-out and share buybacks are commonly associated with potential short-termism, as it is 

considered a respectively as an incentive and a method for shareholders to increase short-term stock 

prices. Share buybacks were not a common practice until the 1980s. Today, share buybacks and 

dividends are near all-time highs. As of the third quarter of 2019, total pay-outs from S&P 500 

companies reached $1.18 trillion over the previous four quarters, consisting of $770 billion dollars in 

share buybacks and $478 billion in dividends. In the US, lawmakers have recently recommended 

curtailing public companies’ use of stock buybacks, arguing that the practice has constrained long-

term investments while enriching wealthy shareholders and executives (Hubbard & Thornton, 2020). 

According to the committee on capital markets regulation, share buybacks and dividends have also 

arisen as a percentage of operating earnings in recent decades, from about 75% in 1999 to 98% in the 

third quarter of 2019. The data shows that public companies are paying out a greater share of their 

earnings to shareholders than before. 

  

The general critic of dividend pay-out and share buybacks are that they may be more or less motivated 

by the management’s short-term goals, such as increasing earnings per share (EPS) and stock price, 

at the potential expense of investment in innovation and long-term growth. Brav et al. (2005) 

conducted a survey where they found that 75% of CFOs claim that increasing EPS is an important 

factor in share buyback decisions. In addition, Cheng, Harford and Zhang (2015) found that CEOs 



Theory and development of hypotheses 

 

 

Page 44 of 174 

with their bonuses directly tied to EPS are more likely to conduct a repurchase. Moreover, the study 

determined that when CEO bonuses are tied to EPS, share buybacks increase CEO bonuses by 

approximately 34%. These studies can be viewed as evidence that share buybacks may be used to 

support certain short-term goals, such as increases in executives’ compensation.  

 

However, there are also many other motivating factors for e.g. share buybacks, that are unrelated to 

short-termism. It is a strong alternative for distributing cash to shareholders that offers tax advantages. 

Share buybacks may also signal firm value to the market, since firms typically repurchase shares that 

management views as undervalued. Lastly, a crucial motivation for share buybacks is to lower the 

overall costs of capital by replacing equity with debt. A new issuance of debt is preferable from a tax 

perspective, as the interest payments are tax deductible and result in a lower tax burden. Hence, 

research suggest that they are motivating factors for dividends and share buybacks, that are both 

related and unrelated to short-termism. Nevertheless, share buyback programs and dividend pay-out 

policies may provide general implications of the level of the corporate governance. 

 

3.3 -  Formalisation of hypotheses 

Based on the existing theory and empirical findings for short-termism, the conclusion is that potential 

short-termism can be sourced from market inefficiencies as well as weak corporate governance. 

Therefore, we will incorporate potential implications for both these aspects in the thesis hypotheses. 

Besides the formal statements of the hypotheses, we will explain the specific rationales behind each 

hypothesis and our consequent expectations. 

 

Hypothesis 1 

Investor Portfolio Turnover: Short-term investment horizon leads to shortened CEO tenure 

 

We hypothesise that companies with shorter average CEO tenure also tend to have investors with 

shorter investment horizons (measured by the average investor portfolio turnover rate). The 

hypothesis is backed by the following arguments. Outside pressure from investors is often associated 

with companies sacrificing long-term opportunities to meet the quarterly market expectation. A 

survey by McKinsey (2016) showed that executives are feeling pressure from short-termism. Almost 

90% of the executives felt pressure to demonstrate financial performance within 2 years or less and 

most of them felt that the pressure was increasing (Barton el a., 2017). The lack of ability to perform 
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on a short-term basis to satisfy the investors may lead to a shorter CEO tenure (Kedzior and Rozkrut, 

2014). Bushee (1989) found that especially companies owned by transient investors appear to be 

under pressure for short-term performance while also resulting in excess volatility in the stock price. 

However, whether this measurement indicates a rising short-term focus among investors is unclear. 

Since the average holding period is measure by turnover, a rise in turnover may, therefore, be driven 

by the increase in high-frequency trading, not necessarily the change in investor behaviour. Moreover, 

Harford, Kecskes and Mansi (2017) argue that investors as a group may not have become short-term 

over time; instead, short-term investors have just increased the frequency of their trading, due to 

technology and lowered transaction costs. These arguments should be taken into consideration when 

interpreting the results. 

 

Given that large institutions have high degrees of buying power, there is a risk that high-frequency 

speculative trading may create undesirably volatile stock price fluctuations. According to 

Mauboussin and Callahan (2015), most professional investors are not largely concerned about making 

superior long-term forecasts of the probable return of an investment over its whole life, but more 

concerned about foreseeing changes in the conventional basis of valuation a short time ahead of the 

general public. They are not concerned about what an investment is worth, assuming you will hold it 

for a very long time, but with what the market will value it at, under the influence of mass psychology 

(herd behaviour), three months or a year from the given point in time. 

 

• H0: There is no significant correlation between shortened average CEO tenure and high 

average portfolio turnover among investors. 

• H1: Companies with longer average CEO tenures also have a more stable and long-term 

oriented investor base, measured by their average portfolio turnover. 

 

Hypothesis 2 

Real earnings management: Neglecting investment and long-term sustainable growth 

 

For this section, we hypothesise that shortened CEO tenure increase the incentives to boost short-

term earnings by reducing investments in e.g. research and development (R&D), CAPEX or Net 

Investments. According to Bushee (1998), a high level of institutional investors with high portfolio 

turnover and momentum traders encourages myopic investment behaviour. Therefore, if our prior 
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hypothesis is true, then it must also be that shortened CEO tenure leads to a reduction of investments. 

According to Kedzior and Rozkrut (2014), shortened CEO tenure and neglect of investment outlays 

decrease a company’s long-term value and profitability, as well as the ability to adapt to new market 

conditions and compete on a global scale.  

 

Furthermore, since it impacts the immediate financials negatively, it also affects the company’s 

dividend policy, for it reduces a portion of the earnings that could otherwise be distributed to 

shareholders. Hence, neglection of investments may improve the financials in the short run, which 

may lead to the market rewarding the company with a higher share price. However, in the long run, 

this potentially could lead to a deterioration of the company’s competitiveness and its ability to adapt 

to rapid changes in the market. 

 

Lastly, a similar study on this hypothesis has been conducted previously which also supports the 

rationale behind the hypothesis. Subramanyam and Zhang (2007) found that companies that 

frequently issued quarterly earnings guidance and who met or beat market consensus frequently but 

invested less in R&D, also ended up with lower earnings growth rate in the long term. Based on these 

arguments, we define our hypothesis in the following way: 

 

• H0: Shortened CEO tenure no significant effect on investments. 

• H1: Companies with shorter average CEO tenures will be more incentivised to a) cut 

investments to b) improve operating performance, which c) reflects opportunistic and 

myopic behaviour. 

 

Hypothesis 3 

Accounting earnings management: Earnings should reflect cash flow, not accounting decisions 

 

For this section, we hypothesise that companies with longer CEO tenures will generate earnings that 

reflect cash flow, not accounting decisions. This will be measured by the level of accruals within the 

company’s financials. Whereas the previous hypothesis tests the issue of real earnings management 

or managerial myopia, accruals are more often used to identify accounting earnings management 

(Bartov et al., 2002; Gopalan, Milbourn, Song, & Thakor, 2014; Garel, 2017; Harford et al., 2018). 

In terms of short-termism, the issue with accruals is that a company can use discretion to make 
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financial statements look more favourable, and the part of the financial statement which cannot be 

explained is hence a potential indication of accounting earnings management. This hypothesis is also 

linked to hypothesis 2 and according to Garel (2017), short-term companies are often associated with 

lower investments, higher discretionary accruals and hence, higher reactions to earnings 

announcements. The hypothesis is also consistent with Barton et al. (2017) who similarly hypothesise 

that long-term oriented focus more on the quality of the earnings instead of accruals and accounting 

methods that would boost reported earnings. Hence, they believe that long-term companies focus less 

on analyst metrics and more on fundamental value. Considering these factors, we state our last 

hypothesis in the following way: 

 

• H0: Shortened CEO tenure no significant effect on accruals. 

• H1: Companies with longer CEO tenures will generate earnings that reflect cash flow, not 

accounting decisions. 

 

 

Hypothesis 4 

Share buybacks and dividend pay-out: Boosting short-term shareholder return 

 

conduct a stock buyback if their stock’s EPS is slightly below the threshold in their compensation 

agreement. Lastly, SEC research also found that executives are twice as likely to sell shares in the 

eight days following a buyback program announcement compared to an ordinary trading day. For this 

section, we hypothesise that companies with shorter CEO tenures are more incentivised to boost 

short-term shareholder return through increased dividend pay-out and stock buybacks. The prior 

empirical findings on the connection between stock buybacks/dividends and short-termism are 

somewhat inconclusive. Critics of especially stock buybacks argue that the recent rise in stock 

buybacks is motivated by executives’ short-term goals, e.g. increasing earnings per share (EPS) and 

stock price, while foregoing long-term investments. But even though the motivation may be to 

increase EPS, studies show that in 70% of the cases, buybacks result in no meaningful impact on 

EPS. Moreover, as described earlier, there are many motiving factors for stock buybacks that are not 

related to short-term, including increased flexibility of buybacks as compared to dividends and 

lowering a company’s cost of capital by replacing equity with debt. Therefore, from a theoretical 

point of view, it does not make sense to associate stock buybacks with short-term goals, as it has no 
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theoretical effect on the company value. However, Almeida, Fos and Kronlund (2016) did find that 

companies that are at risk of missing EPS forecasts in a given quarter are 5-10% more likely to engage 

in stock buybacks to assumable inflate the stock price. Brav et al. (2005) also found in a survey, that 

75% of CFOs claim that increasing EPS is an “important” or “very important” factor in stock buyback 

decisions. Also, Cheng, Harford and Zhang (2015) found that when a CEOs bonus is directly tied to 

EPS, the company is more likely to Considering these arguments, it is in our belief that a shortened 

CEO tenure leads to an increase in dividend and stock buyback to boost short-term company value. 

Our hypothesis is formulated as per below: 

 

• H0: Shortened CEO tenure no significant effect on share buybacks and dividend payout. 

• H1: Companies with shorter average CEO tenures will be more incentivised to maximise 

short-term shareholder return by boosting share buy-backs programs and dividend payouts. 
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Hypothesis 5 

Performance: Long-term oriented companies outperform short-term oriented companies 

For this last section, we hypothesise that long-term oriented companies outperform short-term 

oriented companies. For this section, we measure short-termism using the chosen variables: CEO 

tenure, investments, pay-out policy and discretionary accruals. 

 

The theoretical rationale behind the additional variables are in line with the previous sections from 

3.3.1-3.3.4. For investments, we define the long-term companies as those that invest more. As 

mentioned earlier, Kedzior and Rozkrut (2014) found that neglection of investment outlays decrease 

a company’s long-term value and profitability. We therefore hypothesise that companies that invest 

more, also outperform companies investing less. For pay-out policy, we define long-term oriented 

companies as those that pay out less in dividend and share buyback and reinvest the money in the 

company instead. Critics argue that dividend pay-out and share are motivated by executives’ short-

term goals, e.g. increasing earnings per share (EPS) and stock price, while foregoing long-term 

investments. Thus, we hypothesise that companies that pay out less in dividends and share buybacks, 

outperform those companies that pay out more. Lastly, for discretionary accruals, we define long-

term companies as those that generate earnings that reflect cash flow, not accounting decisions. 

Discretionary accruals are often associated with short-termism, as it can be used as a measure to look 

financial statements more favourable in the short run. Hence, we hypothesise that companies with 

lower discretionary accruals perform better than those with higher discretionary accruals. Our overall 

hypothesis is as follows: 

 

• H0: Long-term oriented companies do not outperform short-term oriented companies. 

• H1: Long-term oriented companies outperform short-term oriented companies. 

 

Concluding on the theory section, we have established figure 3.1 which gives an overview of the 

hypothesis we will be testing in the following empirical study. In the next section, we will guide you 

with the methodological approach in the study. 
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Figure 4.1 Overview of the hypotheses for the empirical study 

 
 

  

Hypothesis 5: Performance 

Long-term oriented companies will outperform short-term oriented companies in the long run, 

measured by a) average revenue, and b) market cap. 

 

Hypothesis 1: Investor base 

Companies with longer average CEO tenures also have a more stable and long-term oriented 

investor base, measured by the average investor portfolio turnover rate. 

 

Hypothesis 2: Real Earnings Management 

Companies with shorter average CEO tenures will be more incentivised to a) cut investments to 

b) improve operating performance, which c) reflects opportunistic and myopic behavior. 

 

Hypothesis 3: “Boosting” Short-Term Shareholder Return 

Companies with shorter CEO tenures will tend to increase dividend payout and share buybacks 

in order to boost short-term shareholder return. 

 

Hypothesis 4: Accounting Earnings Management 

Companies with longer CEO tenures will generate earnings that reflect cash flow, not accounting 

decisions. Thus, they will have lower levels of discretionary accruals in their financial 

statements. 
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4 -  Methodology 
4.1 -  Introduction to methodology 

The empirical research is divided into three key purposes which will be assigned to three separate 

empirical analyses:  

1) Empirical analysis 1: The relation between CEO tenure and specific variables: 

a. Do companies with longer CEO tenures attract more long-term investors, measured 

by their average investor portfolio turnover rate? 

b. Do companies with longer CEO tenures pay-out less in dividends and share buybacks 

and instead invest more in the company? 

c. Do companies with longer CEO tenures have lower discretionary accrual levels, 

suggesting that they create earnings that reflect cash flow, not accounting decisions? 

2) Empirical analysis 2: How do metrics of perceived short-termism affect companies’ 

performance in the short run? 

3) Empirical analysis 3: How do metrics of perceived short-termism affect companies’ 

performance in the long run? 

 

These purposes are directly derived from the hypotheses as seen in table 3.1. To empirically test these 

different purposes, we introduce a variety of different models. The econometric methods allow us to 

distinguish between short- and long-run effects of the analysed variables. The panel data includes 

information on both short-term and long-term horizons, if we use the proper transformations, i.e. the 

Within and Between Group Transformations. Baltagi (2005) states as follows: “… applied studies 

using panel data find that the Between estimator (based on the cross-sectional components of the 

data) tends to give long-run estimates whereas the Within estimator (which is based on the time series 

component of the data) tends to give short-run estimates”. Hence, we follow the same approach as 

Baltagi (2005). Subsequently, our methodology section and reporting of results are similarly 

structured according to this separation of research purposes. Figure 4.1 on the next page shows an 

overview of our empirical methodology. For the second and third purposes, we differentiate between 

the short-term and long-term implications of perceived short-termism. As an example, we previously 

mentioned that the benefits of investments typically materialise in future periods. Thus, it is 

interesting to examine whether investments have a more powerful influence on long-term 

performance than short-term performance.  
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Figure 4.1 – Overview of empirical methodology 

 

• Determining CEO tenures per company. 
• Calculating investor turnover, investment levels, and pay-out ratios. 
• Estimating discretionary accruals using Modified Jones model. 
• Consolidating data. 
• Winzorising at 5% and 95%. 
• Descriptive statistics. 

1. Input 

• S&P Capital IQ 
• Annual reports 
• Company websites 

• Analyses and interpretation of results separately and together. 
• What have we learned and what do we suggest for further research? 
• How could we otherwise have approached the empirical study? 
• Suggesting for how companies can deal with short-termism. 

2. Results and discussion 

• Model: Simple OLS regression using cross-sectional data. 
• Testing for heteroscedasticity, normality and serial correlation. 
• Robustness check. 

• Measure effect of short-termism on revenue. 
• Measure effect of short-termism on market 

cap. 
• Testing for heteroscedasticity, normality, 

serial correlation and multicollinearity. 
• Robustness check. 
• Model: Fixed Effect, Random Effect and 

Pooled OLS regression using panel data. 

• Measure effect of short-termism on revenue. 
• Measure effect of short-termism on market 

cap. 
• Testing for heteroscedasticity, normality, 

serial correlation and multicollinearity. 
• Robustness check. 
• Model: OLS regression using cross sectional 

data. 

3. Dataset preparation 

4. Test effect of CEO tenure on investor turnover, pay-out, 
real- and accounting earnings management 

4. Test effect of short-termism on short-
term performance 

5. Test effect of short-termism on long-
term performance 
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4.1.1 -  Testing the effect of CEO tenure on investor portfolio turnover rate, investment levels, 

pay-out and discretionary accruals 

The first empirical study uses CEO tenure as the explanatory variable for short-termism, as we 

hypothesise that the length of the CEO tenure has a significant effect on the decision-horizon of 

executives. Shortened CEO tenure may incentivise CEOs to pursue short-term objectives, 

notwithstanding long-term consequences of their actions. Investments are an important channel of 

short-termism as they typically have an immediate negative impact on the financial statement, whilst 

the benefits materialise in the future. Another important channel of short-termism is discretionary 

accruals as we hypothesise that long-term companies will generate earnings that reflect cash flow, 

not accounting decisions. We also test the correlation between shortened CEO tenure and increased 

pay-out in terms of dividends and share buybacks. Critics of share buybacks argue that the recent rise 

in share buybacks is a symptom of short-termism – an attempt by companies to boost their share 

prices in the near term while foregoing long-term investment. Lastly, we test the correlation between 

CEO tenure and the average investor portfolio turnover rate, which we use an approximation for 

investors investment horizons. Investors hold a critical role in incentivising executives to think long-

term, which we believe will lead to a higher long-term shareholder return. Hence, we hypothesise 

that a company primarily owned by investors with low investor portfolio turnover rate, i.e. long-term 

investors, creates less pressure on the CEOs to perform in the short run which results in longer CEO 

tenures. 

 

4.1.2 -  Testing the effect of variables for short-termism on short- and long-term performance 

The primary purpose with the short-term econometric analysis is to quantify the impact of CEO 

tenure, investment levels, discretionary accruals and pay-out policy on the short-term performance of 

a company. To achieve short-term estimates, we use the Fixed Effects (»FE«), Random Effects 

(»RE«) and Pooled OLS panel models. The RE- and FE models may give similar results. However, 

it depends on the Hausman test, which we conduct in section 4.4.2.2. The performance is 

approximated by the changes in the company’s revenue and market capitalization. When using the 

market cap and revenue as performance measures, the general issue is that these measures describe 

some accumulation over time, meaning that the level itself says very little about the impact of e.g. 

CEO tenure or investment activities. For instance, a new CEO may inherit a company with a high 

market cap value compared to other companies in the population. There are many ways to deal with 

this. One way is to take the logarithm of the first lag of the dependent variable which would then 
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allow us to account for the persistence inherent in the performance measures. Another way, which is 

our method of choice, is simply by measuring the performance measures based on the year-on-year 

growth rates. This would, all things being equal, help us resolve the accumulation issue. 

 

In the short run, we expect that CEO tenure will have a positive effect on the performance. For the 

investment variables, we expect none or even negative effect on the performance variables, which 

then suggests opportunistic behaviour, i.e. companies cutting investments to e.g. reach earnings 

targets are being rewarded with higher valuations. For dividend pay-out and share buybacks, we 

expect the variable to have a positive effect on the market cap, as we hypothesise that it is used as a 

tool to boost short-term shareholder return. However, we expect little to no effect on revenue. For 

discretionary accruals, we expect a positive effect on the performance measures, indicating that 

opportunistic behaviour by inflating earnings is being rewarded by the stock market. 

 

4.1.3 -  Test effect of short-termism on long-term performance 

The primary purpose with the long-term econometric analysis is to quantify the impact of CEO tenure, 

investment levels, discretionary accruals and pay-out policy on the short-term performance of a 

company. Again, we approximate the performance by the changes in the company’s revenue and 

market capitalization. We apply cross-sectional econometric models to study the long-term 

consequences of short-termism, as cross-sectional models tend to provide long-term estimates ( 

Baltagi, 2005). By using cross-sectional models based on transforming the panel data (the Between 

Group transformation), we calculate the summary of each variable for the entire sample period, 

meaning that we only consider the company dimension, without the time dimension. All models in 

this section are estimated using the OLS regression method. Since our long-term estimates use fewer 

observations (since we remove the time dimension), they are also subject to much higher estimation 

errors, compared to the short-term estimates. 

 

Following hypothesis 5, we state our expectation for the study of the long-term implications of short-

termism. For CEO tenure, we expect an even stronger positive effect on the performance measures, 

compared to the short-term analysis, as we hypothesise that longer CEO tenures lead to long-term 

strategic thinking, which leads to a stronger long-term performance. For the investment variables, we 

expect to see a positive effect on the performance measures, as the literature suggests that investments 

typically materialises the benefits in the future. For the dividend pay-out and share buybacks, we 
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expect a slightly lower or even no positive effect on the market cap performance, as we hypothesise 

that paying out excess cash to shareholders rather than reinvesting it, would harm the long-term 

performance of the company. Lastly, for discretionary accruals, we expect a lower positive or even 

negative effect on the performance measures, as the literature states that, while it may be used as a 

tool to inflate short-term earnings, it destroys company value in the long run (Rangan, 1998).  

 

To summarise, the purpose of Empirical Analyses 2 and 3 are to answer hypothesis 5 and at the same 

time answer our problem statement.  

 

4.2 -  Sample selection 

For the empirical research, S&P 500 has been chosen for several reasons: 1) considering the newest 

empirical studies with a focus on CEO tenure, they primarily focus on European companies (Kedzior 

& Rozkrut, 2014). Hence, we find it relevant to make similar analysis on the S&P 500 companies, 2) 

S&P 500 provides a diverse and accessible sample of companies in 11 different industries and 

different enterprise sizes, and 3) according to our preliminary research, S&P 500 is more exposed to 

short-termism based on a higher average investor portfolio turnover rate compared to other countries. 

 

Table 4.1 - Total population  

Population (S&P 500) 

No. of companies initially 500 companies 

- A substantial amount of key financial data 

missing 

- 54 companies 

- Unable to map CEO tenure history - 02 companies 

Remaining population 444 companies 

 

First of all, 54 companies have been removed from the population, as specified above. The missing 

key financial data is mainly due to a substantial amount of missing values of revenue or market cap, 

which are two of our key performance measures. The missing values occur from two key reasons, 1) 

the company being only recently listed on a stock exchange, or 2) the company being a spin-off or 

de-merger from another company. Secondly, we were unable to sufficiently accurately map out the 

CEO tenure history for two companies, which was mainly due to spin-off or mergers between two 
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companies. Hence, we ended up with 444 companies, which we still believe is a sufficient population 

for our empirical study, also comparing it with the population from the studies of Barton et al. (2017). 

 

The database S&P Capital IQ (»CIQ«) has been used to retrieve all financial information and market 

information relevant to the study. The information has been retrieved from the period of 2004 to 2019, 

on an annual basis. The data has been retrieved systematically from CIQ using the following criteria 

(next page): 
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Table 4.2 Data collection process 

Financials No. of datapoints 

No. of companies 444 companies 

Performance measures 

- Revenue 7,104 

- Market cap 6,942 

Investment measures 

- R&D expenses 1,997 

- Capital expenditures (CAPEX) 6,609 

- Net property plant and equipment (NPPE) 6,977 

- Depreciation and amortization expenses 3,476 

- Total assets 7,092 

Pay-out measures 

- Dividend pay-out 5,501 

- Share buyback 5,337 

- Cash flow from operations 7,104 

Discretionary accruals 

- Current assets 7,088 

- Current liabilities 7,092 

- Cash and short-term investments 7,085 

- Debt included in current liabilities 8,143 

o Short-term borrowings 3,371 

o Current portion of long-term debt 4,772 

- Depreciation and amortization expenses (3,476)  

- Total assets (7,092)  

- Revenue (7,104)  

- Receivables 5,337 

- Net property plant and equipment (NPPE) (6,977)  

Total no. of datapoints 92,884 

 

Based on two performance measures and three short-termism measures, consisting of 16 different 

financial items, a total of 92,884 data points has been processed in this analysis. As we will show 
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later, the financial items chosen for these measures and the following calculations, follow the 

methodology from prior studies. 

 

Moreover, to calculate investors average portfolio turnover rate, we have extracted information on all 

institutional investors for each company from CIQ, which includes the following information as 

shown below. We took the 300 largest investors for each company, as they on average constitute 

~99.87% of the total investors for the population, which we assume is enough to approximate the 

average investor portfolio turnover rate for each company. 

 

Table 4.3 – Information for calculating investors average portfolio turnover rate 

Investor information No. of datapoints 

No. of companies 444 companies 

Investor information (top-300 investors for each company) 

- Holders % of outstanding shares 136,500 

- Portfolio turnover category 136,500 

- Portfolio turnover rate 136,500 

Total no. of data points 409,500 

 

For this part of the analysis, 409,500 data points have been processed to approximate the investors’ 

average portfolio turnover rate, based on the top-300 institutional investors for each company. 

 

Lastly, for CEO tenure, we have gathered data from multiple sources. As there are no websites that 

have standardised data for CEO tenure, we had to determine the CEO tenures manually by searching 

after the current and historical CEOs of each company and the length of their tenures. This search 

was done by looking in CIQ, company websites and news. 

 

4.2.1 -  Winzorisation to eliminate outliers 

To eliminate extreme values (outliers), we used winzorisation which is the transformation of statistics 

by limiting extreme values in the statistical data to reduce the effect of possibly spurious outliers. We 

winzorised at 90%, meaning all outliers above and below 95% and 5% are set to those percentiles. 

The choice of winzorising at 90% is because we have quite extreme outliers due to high volatility in 
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the variables of dividend and share buyback growths as well as the discretionary accruals growth 

rates. 

 

4.3 -  Variable construction and descriptive statistics 

For this section, we will specify the construction of each variable in the econometric analysis. 

Moreover, we will for each variable/hypothesis present the descriptive statistics. Descriptive statistics 

is a strong way of transforming raw economic data into a form that is easy to understand and interpret, 

as opposed to econometric analysis which gives empirical content to economic relationships. 

 

4.3.1 -  Variable construction: CEO tenure 

The construction of the CEO tenure variable is based on a meticulous manual assessment of each 

replacement in the population over the whole period. Only CEOs that have been active from 2004 to 

2019, has been included in the analysis. That means that if a CEO was elected before this period but 

still was active in this period, the CEOs tenure has been included. The chosen cut-off at the beginning 

of the period may affect the length of the average CEO tenure for the population, but since we are 

consistent with this approach for all companies, it should not affect the conclusions of the analysis. 

However, when it comes to deciding when to cut-off the CEO tenure by the end of the period, this 

affects the conclusions of the analysis which should be taken into consideration. For instance, if a 

company hired a CEO in 2004 who was then replaced in 2019 for a total tenure of 15 years. The new 

CEO replacing him would then record a ~6-month tenure before our period ends. This company’s 

average CEO tenure would be 7.75 years. It may be distorting to effectively halve this company’s 

average CEO tenure because they changed the CEO by the end of our period. Consequently, we 

decide to exclude CEOs who were active for less than two years by the end of our period for all 

companies to create a less skewed picture of the average CEO tenures. 

 

4.3.1.1 -  Sample analysis: Reasons why the CEOs resigned 

Complementing the CEO tenure variable construction, we took a sample of the CEO population, to 

get an overall understanding of the reasoning behind the resignations. To determine the reasons 

behind the resignation, we split the CEO resignations into two categories, each with subcategories. A 

sample of 95 companies (~21% of the population) has been included, which totals 228 CEOs (383 

CEOs if we also include the active CEOs). It should be noted that the below-shown reasons are the 

official reasons from the companies. Hence, we take into consideration that the entire truth behind 
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the resignation may not be told in the public, due to protection of the resigned CEO or protection of 

the company’s reputation. The categories and split between them are as shown below: 

 

Table 4.4 – Categories of reasons for CEO departure 

Routine 151 66.2% 

Forced 59 25.9% 

Other 18 7.9% 

Total 228 100.0% 

 

Table 4.5 – Sub-categories of reasons for CEO departure 

 

 

 

Routine 

1) Poor health or dies suddenly. 

2) Reached age 65, retiring following normal retirement 

policies. 

3) Succession plan in place for at least 6 months before 

departure. 

4) Resigns but continues as chairman for at least a year after. 

5) Accepts another position elsewhere. 

6) Wants to pursue other interests or leaves for personal 

reasons. 

6 

27 

24 

68 

8 

18 

1.6% 

7.1% 

6.3% 

17.8% 

2.1% 

4.7% 

 

 

Forced 

1) Leaves because of fraud or a scandal. 

2) Policy differences with the board. 

3) Poor company performance. 

4) Provides no reason for the departure of CEOs younger 

than 65. 

5) Fired, no reason specified. 

8 

0 

22 

27 

2 

2.1% 

0.0% 

5.7% 

7.1% 

0.5% 

 

Other 

• Can include turnover caused by mergers/spin-offs or 

transitions from interim to permanent CEO. 

 

18 

 

4.7% 

 

The sample shows that most of the resignations are routine, or at least are announced as routine. Deep 

diving into the routine resignations, it is perceived as quite common that the resigned CEO continues 

as chairman or another position within the company afterwards. Otherwise, it is quite common that 

they resigned due to normal retirement policies or that a succession plan has been announced at least 
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6 months before the departure date. Looking into the forced resignations, it is seen that quite many 

CEOs are announced to resign due to poor company performance. Lastly, we see that ~5% resigned 

due to other reasons, most commonly because no reasons are given. Concluding from this sample, it 

is clear that most CEOs resign as routine. This conclusion may also explain why the average CEO 

tenure is quite long (~10 years per tenure). This suggests that the CEOs of the US companies have 

quite long tenures which may give them better opportunities to set a long-term strategy and execute 

on it, which would, in theory, benefit the value of the company. 

 

4.3.1.2 -  Descriptive statistics: CEO tenure 

In table 4.6, we present the descriptive statistics for CEO tenure. The table shows that the average 

CEO tenure among the S&P 500 companies is 10.3 years. Moreover, we observe that 10.3% of the 

CEO’s are on average replaced each year. We also find that the replacement of CEOs is quite equally 

distributed across all years. Hence, we do not see any spike in replacement of CEOs around the 

financial crisis, which could otherwise have been expected. We also find that the median for the CEO 

tenure is 8.7, suggesting that most of the CEO tenures has a shorter length than 10.3 years, but a few 

very long tenures are pulling the average tenure up. 
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Table 4.6 - Descriptive statistics of the average CEO tenure among S&P 500 companies 

Year No. of replacements %-replacement 

2004 49 11.0% 

2005 54 12.2% 

2006 42 9.5% 

2007 50 11.3% 

2008 39 8.8% 

2009 41 9.2% 

2010 32 7.2% 

2011 44 9.9% 

2012 44 9.9% 

2013 42 9.5% 

2014 47 10.6% 

2015 48 10.8% 

2016 55 12.4% 

2017 44 9.9% 

2018 47 10.6% 

2019 49 11.0% 

 Average 10.3 

 Median 8.7 

 

4.3.2 -  Variable construction: Average investor portfolio turnover rate 

To construct the average investor portfolio turnover rate, we have included institutional investors, 

venture capital funds, private equity funds, corporations, company-controlled foundations, activist 

investors, state owners or wealthy individuals, as they represent a vast majority of the investors and 

generally also hold the most power within the company. This primarily means that we have excluded 

public investors as they typically consist of very small retail investors for whom we are unable to 

extract information on their portfolio turnover rate. Among the institutional investors are categories 

such as banks/investment banks, pension funds, traditional investment managers, hedge funds, 

insurance companies and other categories. 
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To create the variable, we multiply two metrics: 1) what is the investors average annual turnover rate, 

and 2) what is the investors % holding of the shares outstanding in the given company. The investors 

average annual turnover rate is a piece of information in which institutional investors typically 

announce in their annual report. It is based on how much they sell-off of their portfolio each year. A 

portfolio turnover rate on e.g. 20% means that they sell off 20% of the portfolio each year, which 

implies an average holding period of 5 years. This has been calculated for each investor and thereafter 

accumulated for each company. To get an overview of the holding period for the investors of the S&P 

500 companies, we have defined categories as shown below, which are in line with CIQ’s definitions: 

 

Table 4.7 - Categories of investors’ average portfolio turnover rate for S&P 500 companies 

Category Very Low Low Moderate High 

Turnover interval 

(%) 

0 – 20 

(>5 years) 

20 – 50 

(2-5 years) 

50 – 100 

(1-2 years) 

100 – 200 

(<1 year) 

% of investors 57.2% 36.4% 4.3% 2.2% 

 

The table shows that most of the investors for the S&P 500 have a very low portfolio turnover rate 

(long-term investors with >5 years of holding period) or low portfolio turnover rate (investors with 

2-5 years of holding period). The average yearly turnover rate for all of the investors in S&P500 is 

22.78%, meaning that the average holding period is ~5 years. In comparison, we have also calculated 

the average investor portfolio turnover rate for the C25 Danish companies, as shown below. The 

average investor portfolio turnover rate is also based on the top-300 largest institutional investors for 

each of the C25 companies. 

 

Table 4.8 – Categories of investors’ average portfolio turnover rate for C25 companies 

Category Very Low Low Moderate High 

Turnover interval (%) 0 – 20 20 – 50 50 – 100 100 - 200 

% of investors 68.9% 28.5% 2.1% 0.4% 
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Here, we see that 68.9% of the investors have a very low turnover rate and 28.5% have a low portfolio 

turnover rate. The average portfolio turnover rate for C25 companies is 4.5% (according to our 

calculations). This indicates that Danish companies are primarily owned by investors with longer 

investment horizons, compared to S&P500 companies. This may also indicate that S&P500 

companies are more exposed to short-term pressures from investors than C25 companies. In 

Denmark, there is also a unique ownership structure where many of the large companies (e.g. Novo 

Nordisk, A.P. Møller, Lundbeck etc.) are owned by their respective foundations, who implicit are 

long-term investors. This will most likely also protect the Danish companies from the pressure of 

aggressive short-term investors. 

 

4.3.3 -  Variable construction: Real Earnings Management 

To measure the effect of short-termism, we include measures of changes in investments to identify 

whether the length of CEO tenure increases the CEOs propensity to engage in real earnings 

management. Assuming that there would be no differences in changes in investments concerning 

CEO tenure (our null hypothesis), that would imply that the CEO tenure does not affect the investment 

behaviour in the company. Below is listed the measures of investments. 

 

Table 4.9 – Measuring changes in investment levels 

Investment variables Calculation 

∆
R&D!

Total	Assets!"#
 ∆R&D! =

R&D	expenses! − R&D	expenses!"#
Total	Assets!"#

 

∆CAPEX! ∆CAPEX! =
Capital	Expenditures! − Capital	Expenditures!"#

Total	Assets!"#
 

∆(Net	Investments!
+ R&D!) 

∆(Net	Investments! + R&D)

=
∆(NPPE! − Depreciations) + ∆R&D!

Total	Assets!"#
 

The table shows the calculation of the investment variables in which we investigate for cuts in 
investments due to shortened CEO tenure. 
 

As mentioned earlier in the literature review and theory sections, these measures are relevant to 

identify real earnings management as they all can be used to inflate earnings. R&D expenses have an 

immediate effect on earnings as they are generally expensed. However, the benefits are typically 

materialised in the future. Cutting in R&D expenses may, therefore, be a way to inflate earnings in 
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the short-term without having a destructive effect on the company in the nearest future. On the other 

hand, capital expenditures (CAPEX) are not expensed and hence belong to the cash flow statement. 

Lastly, Net Investments is defined as the change in Net Property, Plant and Equipment deducting the 

depreciation expense, which is the equivalent of the yearly change in the balance sheet. As 

investments in fixed assets imply an increase in depreciation, it affects earnings indirectly in addition 

to also affecting the cash flow. As Edmans et al. (2017) also point out, taking on investments require 

financing, which may reduce cash flow reserves or increase debt levels and hence the interest 

expenses. 

 

4.3.4 -  Variable construction: Dividends and share buybacks 

In this section, we construct a variable to measure whether a shortened CEO tenure leads to increased 

pay-out in terms of dividends and share buyback. To measure pay-out levels, we compare the amounts 

to the cash flow from operations, allowing us to measure how much of their cash flow goes to pay-

outs to the shareholders. The measure also follows Tang (2016). 

 

∆
Payout!
CF!"#

=
(∆Div! + ∆Buyback!)

CF!"#
 

Where: 

∆Div! = Change	in	Dividend	payout	

∆Buyback! = Change	in	Share	Buyback	

CF = Cash	Flow	from	Operations 

 

4.3.5 -  Variable construction: Accounting Earnings Management 

To measure the effect of CEO tenure on accounting earnings management, we follow the method 

used by Dechow, Sloan and Sweeney (1995). Prior studies distinguish accounting earnings 

management based on discretionary accruals. The earnings consist of two components, total accruals 

and cash flow from operations. Hence, total accruals are management’s judgements and estimates 

about cash flows for making accounting earnings better reflect a company’s underlying economic 

performance. Total accruals are the sum of discretionary accruals and non-discretionary accruals. To 

identify accounting earnings management, we use the Modified Jones test, which has shown the best 

specification (Dechow et al., 1995). To estimate discretionary accruals, Total Accruals (TA) are 

calculated in the following way (Dechow et al., 1995): 
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TA!
TA$"#

=
∆ACT! − ∆LCT! − ∆CHE! + ∆DLC! − ∆DP!

TA!"%
 

Where:	

∆ACT = Change	in	Current	Assets	

∆LCT = Change	in	Current	Liabilities	

∆CHE = Change	in	Cash	and	Short	Term	Investments	

∆DLC = Change	in	Debt	included	in	Current	Liabilities	

∆DP = Change	in	Depreciation	and	Amortization	Expenses	

TA = Total	Asset 

 

The component of the accruals that is imposed by the accounting regulator in adjusting a company’s 

cash flows is the non-discretionary accruals. However, the discretionary accruals are the accruals 

component that managers can choose within the flexibility of accounting regulations in adjusting a 

company’s cash flow. According to Dechow (1994), discretionary accruals are often the ones that 

provide managers with the opportunity to manipulate earnings due to the flexibility available.  

Non-discretionary accruals (NDA) can be estimated in regression by using the Modified Jones model 

(Dechow et al., 1995): 

 

NDA!
TA!"%

= 𝛽# ∙ T
1

TA!"#
V + 𝛽& ∙

(∆REV! − ∆REC!)
TA!"#

+ 𝛽' ∙ T
NPPE!
TA!"#

V + 𝜀( 

Where: 

∆REV = Change	in	Revenue	

∆REC = Change	in	Receivables	

NPPE = Net	Property	Plant	and	Equipment 

 

Due to substantial amount of missing values in CIQ, we decided to go with Net Property, Plant and 

Equipment instead of Gross Property, Plant and Equipment, as Dechow et al. (1995) also did. 

Hence, we can now estimate the discretionary accruals by using the Modified Jones Model regression: 

 
DA!
TA!"%

=
TA!
TA!"#

−
NDA!
TA!"#
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The regression is done for each of the 444 companies. This allows us to measure how CEO tenure 

may impact changes in discretionary accruals throughout the period and hence measuring accounting 

earnings management.  

 

4.3.6 -  Variable construction: Performance measures 

As for performance measure, we use revenue and market cap, in line with Barton et al. (2017). 

Although earnings management may positively affect these measures in the short run, in theory, they 

should hurt the measures in the long run. Hence, we focus on both the short-term and long-term 

performance in this analysis.  

 

4.3.6.1 -  Descriptive statistics for explanatory variables and performance measures 

In table 4.10, we have briefly presented the descriptive statistics for the explanatory variables.  

 

Table 4.10 - Descriptive statistics on investment variables, pay-out and discretionary accruals 

Variable name N Mean Median St.dev. 
Change R&D 6,660 0.2% 0.0% 3.0% 

Change CAPEX 6,660 2.9% 2.4% 4.8% 

Change Net Inv. 6,660 -0.5% -0.1% 4.0% 

Change pay-out 6,660 49.2% 27.1% 61.3% 

Change Accruals 6,660 -7.2% -1.6% 137.8% 

Variables are winzorised at 95% and 5%. 

 

For the R&D variable, we find that the average change per year is only 0.2%, suggesting that the 

levels of investments in R&D is only increasing slightly per year. Though, this is most likely due to 

the substantial number of zeros added. For CAPEX, we see that the S&P 500 companies generally 

increases their investment year-on-year and quite substantially. However, the net investments + R&D 

is on average decreasing on a yearly basis, which suggest that the companies are generally decreasing 

their investment levels. The growth rates of the investment variables are generally contradicting and 

there is no clear pattern of whether the companies’ investment levels have increased. For the pay-out 

variable, we find that the average growth is 49.2% which is very high. This may be affected by a 

general trend where many companies over the past years has significantly increased their share 

buybacks programs, which we also saw in section 3.2.2.2. Lastly, we find for discretionary accruals 



Methodology 

 

 

Page 68 of 174 

that the growth is negative, which may suggest that companies are focusing more on earnings quality 

by lowering the discretionary accruals. 

 

Moreover, in table 4.11, we have presented the descriptive statistics for the performance variables. 

We find that the average revenue growth rate for the S&P 500 companies is 7.5%, whereas the 

average market cap growth rate is 9.5%. 

 

Table 4.11 - Descriptive statistics for the performance variables 

Performance N Mean Median St.dev. 
Revenue 6,660 7.5% 5.8% 7.3% 

Market Cap 6,660 9.5% 8.0% 8.2% 

 

4.3.7 -  Industry classification 

In the analysis, we will group the companies into their primary industry classification, following CIQs 

definitions, as control variables. This allows us to not only analyse overall patterns, but also industry-

specific patterns. Moreover, the chosen measures may vary significantly across industries, so 

considering this, we aim to get a clearer view of the short-termism patterns within the industries. 

Within the population, we have 11 different industries as shown below (next page): 
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Table 4.12 – Different industries in the population 

Industry No. of companies % of companies 

Consumer Discretionary 54 12.2% 

Information Technology 62 14.0% 

Energy 21 4.7% 

Industrials 61 13.7% 

Communication Services 15 3.4% 

Consumer Staples 31 7.0% 

Healthcare 53 11.9% 

Financials 64 14.4% 

Real Estate 31 6.9% 

Materials 24 5.4% 

Utilities 28 6.3% 

 444 100.0% 

 

4.4 -  Model construction and test of model assumptions for the empirical studies 

In the following section, we present the models for each of the three purposes of the empirical study 

as well as testing the assumptions for each model. 

 

4.4.1 -  Cross-sectional OLS regression for testing the effect of CEO tenure on investor 

turnover, investment levels, pay-out policy and accruals 

When testing the effect of CEO tenure on the specified variables, we use the cross-sectional OLS 

regression to capture the long-term relation between CEO tenure and investors’ average portfolio 

turnover rate, investment levels, pay-out policy and discretionary accruals. OLS chooses the 

parameters by the principle of least squares, minimising the sum of squares of the differences between 

the observed dependent variable and those estimated by the linear function. The response variable is 

a linear function of the regressor, as shown below (next page): 
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Investor	Turnover) = 𝛽* + 𝛽#CEO	Tenure# + ϵ+	
∆R&D!

Total	Assets!"#
= 𝛽* + 𝛽#CEO	Tenure# + ϵ+	

∆CAPEX!
Total	Assets!"#

= 𝛽* + 𝛽#CEO	Tenure# + ϵ+ 

∆(Net	Investments + R&D)!
Total	Assets!"#

= 𝛽* + 𝛽#CEO	Tenure# + ϵ+ 

∆(Dividends + Share	Buybacks)!
Cash	Flow	from	Operations!"#

= 𝛽* + 𝛽#CEO	Tenure# + ϵ+ 

∆Discretionary	Accruals!
Total	Assets!"#

= 𝛽* + 𝛽#CEO	Tenure# + ϵ+ 

 

For this study, we use cross-sectional data which refers to a collection of data of one point or a period. 

It differs from panel data, or longitudinal data, as it has no regard to the differences in time. Analysis 

of cross-sectional data usually consists of comparing the differences among selected subjects. We use 

the cross-sectional data to compute the long-term estimates of the relations between CEO tenure and 

the before-mentioned variables. 

 

Before running the regression, we will go through the common assumptions for OLS regression 

which are homoscedasticity, normal distribution and serial correlation. We evaluate these 

assumptions by using the Breusch-Pagan test to test if the residuals are homoscedastic, the Jarque-

Bera test to test if the residuals are normally distributed, and the Durbin-Watson test to test if there is 

serial correlation. Moreover, we introduce the robust standard errors as a tool for the robustness 

check. Even though we test for heteroscedasticity and normality, it should be noted that robust 

standard errors depend neither on homoscedasticity nor normality (Croux et al., 2003). Hence, using 

robust standard errors means that we are not dependent on these two assumptions. The tests for each 

variable are gathered in appendix 9.1.1.-9.1.6. below, we will summarise the conclusions of the tests. 

 

4.4.1.1 -  Testing the OLS regression assumption for empirical study 1 

In this section, we test the OLS regression assumptions for empirical study 1. We use the Breusch-

Pagan tests to test for homoscedasticity, Jarque-Bera test to test for normality, and Durbin-Watson 

test to test for serial correlation. 
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 Using Breusch-Pagan tests for Homoscedasticity 

Heteroscedasticity refers to unequal scatter of the residuals. Heteroscedasticity is a problem as OLS 

regression assumes that all residuals are drawn from a population that has a constant variance. 

Breaking this assumption means that OLS estimators are not the best linear unbiased estimator and 

hence, their variance is not the lowest of all other unbiased estimators. Identifying heteroscedasticity 

can be done by using the Breusch-Pagan tests. The Breusch-Pegan test tests whether the variance of 

the errors from the regression is dependent on the values of the independent variables. If so, 

heteroskedasticity is present. Below is summarised the test results for each variable: 

 

Table 4.13 – The Breusch-Pagan tests for testing the assumption of homoscedasticity 

Dependent Variable Independent Variable Prob > F 

Investor Portfolio Turnover CEO Tenure 0.055 

R&D CEO Tenure 0.570 

CAPEX CEO Tenure 0.540 

Net Investments CEO Tenure 0.001*** 

Pay-Out CEO Tenure 0.581 

Discretionary Accruals CEO Tenure 0.933 

Note: P-values in parentheses, * p < 0.10, ** p < 0.05, *** p < 0.01 

 

A p-value > 0.05 indicates that the residuals are homoscedastic. The results show that the residuals 

for Net Investments are not homoscedastic. All of the other variables indicate no concern for 

heteroscedasticity. According to Yamano (2009), when dealing with heteroscedasticity, there are 

normally two options: 1) using inefficient OLS estimators but using robust standard errors that allow 

for the presence of heteroscedasticity, or 2) using weighted least squares (»WLS«) to calculate 

efficient estimators, which are conditional on correct knowledge of the pattern of heteroscedasticity. 

Solution 2 is the better solution if we know this pattern, but it is very rare to know the pattern. 

Therefore, solution 1 is the most common solution, which we also will use. Many econometrics also 

argue that one should always use robust standard errors because one can never count on 

homoscedasticity (Yamano, 2009). Hence, to deal with the heteroscedasticity, we calculate the robust 

standard errors, as shown below. 
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 Robustness Check using Robust Standard Errors 

When heteroskedasticity is present, it is common to use the robust standard errors which are a 

technique used to obtain unbiased standard errors of OLS coefficients under heteroscedasticity. It is 

generally recommended to use robust standard errors despite heteroscedasticity is not present, as 

robust standard errors give a general test of significance that depends neither on normality nor 

homoscedasticity (Croux et al., 2003). Moreover, it has very comparable power to the classical (non-

robust) standard errors when those assumptions happen to be met. Robust standard errors are also 

generally well established in introductory textbooks (e.g. Stock and Watson, 2003; Greene, 2008). 

Here, the standard errors are estimated without relying on the assumptions of homoscedasticity or 

normality. As such, robust standard errors remain valid when the error terms do not meet the 

assumptions. The most common robust standard errors in econometrics are the White or Eicker-White 

standard errors (Eicker, 1967; White, 1980), as they are designed to be robust against 

heteroscedasticity, autocorrelation and the presence of outliers. 

 

For all of the analysis going forward, we will present the estimated coefficients using both robust 

standard errors and non-robust standard errors. Below, we will briefly present the results of the test 

of normality. However, by using robust standard errors, we are not dependent on the assumption of 

normally distributed residuals. 

 

 Using the Jarque-Bera test for Normality 

To test whether the residuals between observed and predicted values are normally distributed, we use 

the Jarque-Bera test. The Jarque-Bera test is a goodness-of-fit test of whether the residuals have the 

skewness and kurtosis matching a normal distribution. The Jarque-Bera test is defined as: 

 

JB =
𝑛
6 T𝑆

& +
1
4
(𝑘 − 3)&V 

 

If the result is far from zero, it indicates that the residuals are not normally distributed. The results of 

the Jarque-Bera test is found in appendix 9.1.1.-9.1.6. However, as mentioned before, we use robust 

standard errors which are not dependent on the assumption of normally distributed residuals. Hence, 

the test for normally distributed is in this case not relevant. 
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 Using the Durbin-Watson test for Serial Correlation 

The Durbin-Watson statistic is a test statistic used for detecting first-order serial correlation in the 

residuals. The Durbin-Watson test can only be used for cross-sectional data, hence for the panel data 

later on we will use the Breusch-Godfrey test instead. The null hypothesis, in this case, is that the 

errors are serially uncorrelated against the alternative that they follow a first-order autoregressive 

process. Below is shown the results of the tests. 

 

Table 4.14 – The Durbin-Watson test for testing the assumption of no serial correlation 

Dependent Variable Independent Variable d-statistic 

Investor Portfolio Turnover CEO Tenure 1.89 

R&D CEO Tenure 1.99 

CAPEX CEO Tenure 2.09 

Net Investments CEO Tenure 1.97 

Pay-Out CEO Tenure 1.97 

Discretionary Accruals CEO Tenure 1.79 

 

Most of the results are ~2. A d-statistic d > 2 suggests that there is no evidence for positive serial 

correlation. Even results slightly < 2 is seen as acceptable levels, suggesting no concern for serial 

correlation. However, if the d-statistic had been lower than 1, that would raise concerns for serial 

correlation. Concludingly, we find no concern for serial correlation in our cross-sectional dataset. 

 

4.4.2 -  Model selection for testing the effect of short-termism on short-term performance 

4.4.2.1 -  Panel Data 

As mentioned before, we use panel data for measuring the effect of short-termism on short-term 

performance. Panel data (also known as longitudinal data) refers to data containing time-series 

observations of several individuals. Hence it gives the ability to measure the effect of short-termism 

on a year-on-year basis. Studies using panel data may vary from a few years to decades and is useful 

for justifying cause-and-effect relationships. Panel data provides information on individual 

behaviour, both across individuals and over time.  
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 Unbalanced panel data 

Panel data may be either balanced or unbalanced. For some of the variables, the data is initially 

unbalanced due to missing values. E.g. not all companies have R&D expenses, dividend pay-out or 

share buyback programs for all years and therefore, they are not observed in all periods. Hence, a 

substantial amount of blank values is set to zero to create balance in the data. That means that the 

mean and median are pushed toward zero for R&D expenses, dividend pay-out and share buyback. 

This also implies that the measure of change for these variables may lack some precision, which 

needs to be considered when analysing the empirical results. 

 

4.4.2.2 -  Model selection: Considering Fixed Effects, Random Effects and Pooled OLS models 

To start with, panel models explaining the performance of the i-th company in the year t are based on 

the following equation: 

 

Performance = 𝛽* + 𝛽#CEO	Tenure! + 𝛽&
∆R&D!

Total	Assets!"#
+ 𝛽'

∆CAPEX!
Total	Assets!"#

+ 𝛽,
∆(Net	Investments + R&D)!

Total	Assets!"#
+ 𝛽-

∆(Dividends + Share	Buybacks)!
Cash	Flow	from	Operations!"#

+ 𝛽.
∆Discretionary	Accruals!

Total	Assets!"#
 

 

where, as mentioned before, performance is measured in revenue and market cap. Moreover, CEO 

tenure as panel data is defined as the tenure of the incumbent CEO in the given year. When there was 

more than one CEO in a company in a given year, the average of their tenures is used. 

 

For panel data estimation, we consider three models: Pooled OLS, Fixed Effects and Random Effects 

Models. The Pooled OLS model requires the most restrictive panel data and hence is not widely used 

in research. Hence, we will only interpret the results from the Pooled OLS model when needed. 

A Fixed Effects model is a statistical model in which the model parameters are fixed or non-random 

quantities. A Fixed Effects model refers to a regression model in which the group means are fixed 

(non-random) as opposed to a random-effects model in which the group means are a random sample 

from a population. Fixed Effects model generally have limitations, as they cannot control for variables 

that vary over time. However, these variables can be included in a model by including dummy 

variables for time or space units but creating too many dummy variables may create unnecessary 
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noise in the model. This could lead to over-dampening the model, ultimately reducing the usefulness 

of the model.  

 

To discriminate between the Fixed Effect and Random Effect, we use the Hausman test in which the 

null hypothesis is that the preferred model is the Random Effect model. The Hausman test tests 

whether the unique errors are correlated with the regressors or not. It detects endogenous regressors 

in a regression model. Endogenous variables have values that are determined by other variables in 

the system. Having endogenous regressors in a model causes OLS estimators to fail. Below is listed 

the hypotheses for the Hausman test: 

 

𝐻*: 𝛽/0 − 𝛽10 = 0 → Random	Effect	Model	

𝐻2: 𝛽/0 − 𝛽10 ≠ 0 → Fixed	Effect	Model	

 

Hence, if the true model is the Fixed Effect Model, that would mean that the Fixed Effect is consistent, 

and the Random Effect is inconsistent. If the true model is not the Fixed Effect, then both the Fixed 

Effect and Random Effect is consistent. The Hausman test has been conducted for the short-term 

model measuring revenue and market cap. Below is shown the result of the Hausman tests for revenue 

as the dependent variable. 

 

Table 4.15 – Hausman test of short-term model with market cap as the explanatory variable 

Market Cap FE RE Difference 

CEO Tenure 0.002 0.007 -0.005 

R&D -0.040 -0.055 0.015 

CAPEX -0.241 -0.226 -0.015 

Net Investments -0.063 -0.007 -0.055 

Pay-Out -0.008 -0.005 -0.003 

Discretionary 

Accruals 

0.001 0.000 0.001 

  P-value à 0.001 
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The p-value < 0.01, meaning that we reject the null hypothesis that the differences in the coefficients 

are not systematic. That means that the Fixed Effect model is the true model when market cap is the 

explanatory variable.  

 

Table 4.16 – Hausman test of short-term model with revenue as the explanatory variable 

Revenue FE RE Difference 

CEO Tenure 0.003 0.004 -0.001 

R&D 0.079 0.081 -0.002 

CAPEX 0.112 0.113 -0.000 

Net Investments -0.189 -0.182 -0.006 

Pay-Out 0.000 0.001 0.001 

Discretionary 

Accruals 

0.001 0.001 -0.000 

  P-value à 0.688 

 

When conducting the same Hausman test when using Revenue as the explanatory variable, we find 

that the p-value > 0.01, meaning that the differences in the coefficients are not systematic. Hence, the 

true model is the Random Effect Model. The coefficients from both models will be presented in the 

analysis, but when interpreting the results, we will mainly focus on the Fixed Effect model for Market 

Cap and the Random Effect model for Revenue. 

 

 Robustness Check using Robust Standard Errors 

Following the same rationale as in section 4.4.1.2.2, we conduct a robustness check using the robust 

standard errors, that is independent of the assumptions of homoscedasticity and normality. However, 

we did run the Breusch-Pagan and Jarque-Bera test for safety measure, and the results can be found 

in appendix 9.2 and appendix 9.3. 

 

 Using the Breusch-Godfrey test for Serial Correlation 

The Breusch-Godfrey test is used to assess the validity of some of the regression modelling 

assumptions. In this particular case, we use it for testing the presence of serial correlation that has not 

been included in a proposed model structure and which, if present, could mean incorrect conclusions 

would be drawn or sub-optimal parameters would be obtained. We use the Breusch-Godfrey test in 
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this case, as the Durbin-Watson test only can be used for cross-sectional data, whereas the Breusch-

Godfrey test may be used for panel data. If the null hypothesis cannot be rejected (that is p-value > 

0.05), that means that there is no serial correlation in the errors. Referring to appendix 1.2, we find 

that the p-value is 0.0001, which definitely causes a concern for serial correlation. To deal with serial 

correlation, we introduce a lag-version of the dependent variable as an independent variable, as shown 

in appendix 1.2. When doing so, we get a new p-value on 0.7546 > 0.05. Hence, there is no concern 

for serial correlation after including the lag version of the dependent variable as an independent 

variable. 

 

 Testing for multicollinearity 

Multicollinearity occurs when two or more independent variables are highly correlated, which makes 

the estimated coefficients very sensitive to noise in the dataset. It should be noted, that 

multicollinearity does not reduce the reliability of the model as a whole, at least within the sample 

data set; however, it does affect calculations regarding individual predictors. To test for 

multicollinearity, we calculate the correlation between each of the independent variables, as shown 

below: 

 

Table 4.17 – Table of correlation between the independent variables 

 CEO R&D CAPEX NI Pay-Out Accruals 

CEO 1.000      

R&D 0.036 1.000     

CAPEX 0.011 0.323 1.000    

NI 0.013 0.453 0.340 1.000   

Pay-out -0.010 0.087 0.061 0.101 1.000  

Accruals 0.027 0.026 0.039 0.012 0.053 1.000 

 

As a rule of thumb, correlation levels < 0.7 are viewed as acceptable. As can be observed, the results 

indicate no concerns of multicollinearity. However, multicollinearity can still exist without evidence 

of large correlations in the correlation table. Hence, we introduce the Variance Inflation Factor (VIF) 

which is an alternative measure of multicollinearity in a set of multiple regression variables. VIF can 

be defined as VIF3 =
#

#"1!
". As a rule of thumb: VIF <= 5 is acceptable, VIF >5 could be a problem 

and VIF > 10 is a problem. Below is shown the results for the VIF test (next page): 
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Table 4.18 – Variance Inflation Factors for each variable 

Variable VIF 

Net Investments 1.33 

R&D 1.32 

CAPEX 1.18 

Pay-Out 1.02 

Discretionary Accruals 1.01 

CEO Tenure 1.00 

Mean VIF 1.14 

 

Hence, the results from table 4.18 also confirms that there are no concerns for multicollinearity. 

 

4.4.3 -  Model selection for testing the effect of short-termism on long-term performance 

The primary purpose of the long-term econometric analysis is to quantify the impact of the length of 

CEO tenure, investments, pay-out policy and discretionary accruals on the long-term performance of 

a company, approximated by the changes in the long-term growth of revenues and the market cap. 

We apply cross-section econometric models to study the long-term implications of short-termism as 

cross-section models tend to give the long-term estimates. In this section, all models are estimated 

using the OLS method. As mentioned earlier, using cross-sectional data, the estimates are subject to 

much higher estimation errors, compared to using panel data. Cross-sectional models explaining the 

performance of the i-th company in the year t are based on the following equation: 

 

Performance = 𝛽* + 𝛽#CEO	Tenure! + 𝛽&
∆R&D!

Total	Assets!"#
+ 𝛽'

∆CAPEX!
Total	Assets!"#

+ 𝛽,
∆(Net	Investments + R&D)!

Total	Assets!"#
+ 𝛽-

∆(Dividends + Share	Buybacks)!
Cash	Flow	from	Operations!"#

+ 𝛽.
∆Discretionary	Accruals!

Total	Assets!"#
 

 

In the long-term model, as also introduced in the panel model, we include a control variable, which 

is the sector performance. For both the revenue and market cap performance measures, we take the 

average revenue and market cap in each sector and each sample period and average it over the entire 
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sample period available. These variables allow us to control for the impact of the sectoral variable on 

the company’s performance, which is independent of the decisions of the company’s executives.  

 

 Testing for Heteroscedasticity and Normality using Breusch-Pagan and Jarque-Bera tests 

Following the same methodology, as shown before, we present only the results from the Breusch-

Pagan and Jarque-Bera tests. As shown in appendix 9.4. and 9.5., we see no evidence suggesting 

heteroscedasticity from the Preusch-Pagan tests. However, for the Jarque-Bera tests, we see a p-value 

< 0.05, suggesting that the residuals are not normally distributed. Hence following section 4.4.1.1.2, 

we use the robust standard errors which depend on neither heteroscedasticity nor normality. 

 

 Using the Durbin-Watson test for Serial Correlation 

The Durbin-Watson statistic is a test statistic used for detecting first-order serial correlation in the 

residuals. The Durbin-Watson test can only be used for cross-sectional data, hence for the panel data 

later on we will use a different test for detecting serial correlation. The null hypothesis, in this case, 

is that the errors are serially uncorrelated against the alternative that they follow a first-order 

autoregressive process. As shown in appendix 9.4. and 9.5., the results show d > 2, suggesting that 

there is no evidence for positive serial correlation. 

 

 Testing for multicollinearity 

We observe no indications of multicollinearity between the variables in the correlation table 4.19. 

 
Table 4.19 – Table of correlation between the independent variables 

 CEO R&D CAPEX NI Pay-Out Accruals 

CEO 1.000      

R&D 0.013 1.000     

CAPEX 0.014 0.115 1.000    

NI -0.005 0.141 0.322 1.000   

Pay-out 0.013 0.095 0.117 0.056 1.000  

Accruals -0.017 0.000 -0.072 0.017 -0.035 1.000 

Moreover, we find in the VIF table no concern for multicollinearity. Hence, we proceed with the 

empirical study without any concern of multicollinearity between the variables. 
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Table 4.20 – Variance Inflation Factors for each variable 

Variable VIF 

Net Investments 1.13 

R&D 1.03 

CAPEX 1.16 

Pay-Out 1.02 

Discretionary Accruals 1.01 

CEO Tenure 1.02 

Mean VIF 1.06 

 

Hence, we have introduced all the models for the three empirical purposes and also tested the 

assumptions for each of them. In the next section, we will introduce and interpret the empirical 

findings. 

 

4.5 -  Summary 

In this section, we have systematically described our methodological approach for the empirical 

studies. We use a variety of models to test short-termism in different perspectives. We use panel 

models, more specifically the fixed effect, random effect and pooled OLS regression, to test the effect 

of short-termism on short-term performance. Moreover, we use cross-sectional OLS regression to test 

the long-term implications of short-termism on the performance and the long-term effect of CEO 

tenure on investors’ investment horizon, company’s investment levels, pay-out and discretionary 

accruals. Furthermore, we test the assumptions for each model and introduce the robust standard 

errors for our robustness check. Lastly, we also test the effects of short-termism on short- and long-

term performance on each industry. 
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5 -  Empirical Findings 
In this section, we present and briefly interpret the empirical findings from each of the three studies. 

Recapping the purposes of each study, the aims are to test 1) the effect of CEO tenure on the investors’ 

investment horizon, investment levels, pay-out policy and discretionary accruals, 2) the effect of 

short-termism on short-term company performance, and 3) the effect of short-termism on long-term 

company performance. The in-depth interpretation and discussion of the potential implications of the 

analyses will be made in chapter 6. 

 

5.1 -  Empirical analysis 1: CEO tenure effect on variables for short-termism  

The empirical findings from study no. 1 are presented in table 5.1. As mentioned in the methodology 

section, we use the OLS regression based on cross-sectional data, and we present the coefficients 

using both robust- and non-robust standard errors. Moreover, we also present the R square for each 

of the regressions. The usage of cross-sectional data entails using fewer observations, which may 

result in higher estimation errors, which is taken into consideration in the interpretation. 

 

Table 5.1: CEO tenure effect on selected variables 

CEO Tenure effect OLS OLS (Robust)  

 Coefficient Coefficient R2 

Investor Turnover 
-0.110*** 

(0.002) 

-0.110*** 

(0.001) 
0.022 

∆R&D to Total Assets 
0.0001 

(0.804) 

0.0001 

(0.804) 
0.0002 

∆CAPEX to Total 

Assets 

0.0013*** 

(0.006) 

0.0013*** 

(0.008) 
0.017 

∆Net Investments + 

R&D to Total Assets 

-0.0001 

(0.868) 

-0.0001 

(0.891) 
0.0001 

∆Dividend + Share 

Buyback to Cash Flow 

0.0006 

(0.914) 

0.0006 

(0.918) 
0.000 

∆Discretionary 

Accruals to Total Asset 

-0.004 

(0.710) 

-0.004 

(0.736) 
0.0003 

Note: P-values in parentheses, * p < 0.10, ** p < 0.05, *** p < 0.01 
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The top value in each box is the coefficient and the bottom value is the p-value. The * indicates the 

level in which the coefficient is significant. As seen in the table, the p-values between the coefficients 

using either robust or non-robust standard errors are close to identical, suggesting that using the robust 

standard errors does not affect our initial conclusions with regards to the significance of the OLS 

coefficients.  

 

Summarised, we see that two of the variables are highly significant (p < 0.01). The variables are the 

investors' average portfolio turnover rate and investment levels measured by the average growth rate 

in CAPEX to total assets. We also observe that the remaining four other variables are insignificant. 

It is especially noticeable that the R squared for the simple OLS regression - using the average growth 

rate in dividends and share buybacks as the independent variable - is almost zero (equal to zero with 

three decimals). In the following, we will interpret each result and compare the results against the 

hypotheses and the results from previous studies. 

 

5.1.1 -  CEO tenure effect on investors’ investment horizon 

Longer tenures may enable the CEO to define and execute long-term strategies and projects, which 

may attract more patient and long-term investors. Hence, we hypothesise that companies with longer 

CEO tenures also on average attract more long-term investors. The p-value is 0.001 < 0.01, suggesting 

that the coefficient is highly significant. The coefficient is -0.11, meaning that for each year added to 

the length of the average CEO tenure for a company, the average investor portfolio turnover rate 

decreases with 0.11%-point. This indicates that we can reject our null hypothesis that there is no 

significant correlation between shortened average CEO tenure and high average portfolio turnover 

rate. Hence, with the current evidence, we accept our alternative hypothesis that companies with 

longer average CEO tenures also tend to attract investors with a lower average portfolio turnover rate, 

i.e. more long-term investors. However, even though the coefficient is highly significant, the 

coefficient on -0.11 suggests a weak negative relationship between the two variables. When looking 

back at the average investor portfolio turnover rate for C25, there was a huge difference between the 

average turnover rate for C25 companies and S&P 500 companies. The coefficient suggests that the 

length of the CEO tenure is only having a marginal impact on the investors’ investment horizon. This 

may suggest that there ought to be other, more significant variables that decide what attracts long-

term investors to a company. 
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Besides having rejected our null hypothesis and accepted our alternative hypothesis, the result is also 

in line with the findings from previous studies, e.g. Kedzior and Rozkrut (2014) and Bushee (1989). 

An increasing amount of evidence suggests that there is a negative correlation between the investors’ 

investment horizon and the length of the CEO tenures. Findings from McKinsey (2016), Barton et al. 

(2017) and others suggest that it is the pressure from short-term investors and general pressure to 

perform in the short run that leads to shortened CEO tenures. This study, however, only tests the link 

between the variables by yielding a significant correlation between the two variables, in line with our 

expectation, but does not show whether it is the shorter CEO tenure that attracts more short-term 

investors or if it is the pressure from short-term investors that leads to shorter CEO tenure. However, 

we discuss which is more likely in chapter 6.  

 

5.1.2 -  CEO tenure effect on R&D to the total assets growth rate 

As highlighted in the literature review and theory sections, we generally associate higher investment 

levels over time with long-term focused companies and vice versa. Hence, for all of our investment 

variables, we hypothesise that companies with longer CEO tenures have higher investment growth 

rates. The p-value is 0.804 > 0.10, suggesting that the coefficient is insignificant. The coefficient is 

0.0001, meaning that for each year added to the length of the average CEO tenure, the average R&D 

to the total assets increases with 0.0001%-point. The positive correlation is in line with the expected 

results. However, the coefficient is extremely low, suggesting that there is very little evidence for a 

linear – or any at all – relationship between the two variables. The R squared value of 0.0002 also 

suggests that the linear relation is weak. The high p-value suggests that we cannot reject our null 

hypothesis. Hence, we conclude that the evidence from this test does not suggest that CEO tenure has 

a significant effect on R&D to the total assets growth rate. As highlighted in the methodology section, 

it should be noted that due to the unbalanced dataset caused by a significant amount of the companies 

without R&D expenses, all blank values were converted into zeros. This concentrates the R&D mean 

value around zero, which may explain why the linear relation is so weak and that the coefficient is so 

insignificant. However, it is deemed unlikely that the insignificance can only be attributed to the 

aforementioned conversion of blanks, and it does seem that there most likely is no significant 

relationship between the two variables.  
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5.1.3 -  CEO tenure effect on CAPEX to the total assets growth rate 

For CAPEX to the total assets growth rate, we find that the p-value is 0.006 < 0.01, suggesting that 

the coefficient is significant. The coefficient is 0.0013, meaning that for each year added to the length 

of the average CEO tenure, the CAPEX to the total assets increases with 0.0013%-point. The positive 

and significant relationship between the two variables is in line with prior studies, e.g. Barton et al. 

(2017) and Kedzior and Rozkut (2014), and our initial hypothesis. The result indicates that companies 

with longer CEO tenures invest more in the company. Compared to the R&D variable, where many 

companies do not hold R&D expenses, all of the companies in the population has capital 

expenditures. Therefore, it can be argued that CAPEX - for this study - is a more accurate measure 

for the investment level than R&D. Based on this coefficient, there is significant evidence that 

suggests that companies with longer CEO tenures also invest more. 

 

5.1.4 -  CEO tenure effect on net investments and R&D to the total assets growth rate 

For net investments and R&D to the total assets growth rate, we find that the p-value is 0.891 > 0.10, 

suggesting that the coefficient is insignificant. The coefficient is -0.0001, meaning that for each year 

added to the length of the average CEO tenure, the average net investments to total assets growth rate 

decreases with 0.0001%-point. As for the CAPEX variable, all companies in the population have net 

investments. Net investments should therefore also be a strong indicator of the company’s investment 

activities. The negative correlation is surprising when compared with the hypothesis and prior studies, 

as the result suggests that companies with longer CEO tenures invest less over time. However, the 

coefficient is extremely low, suggesting that there is very little evidence for a linear or any 

relationship between the two variables. Looking at the R squared value of 0.0001 also suggests that 

the linear relation is weak. The high p-value suggests that we cannot reject our null hypothesis. There 

is, therefore, no significant evidence of a relationship between CEO tenure and the net investments 

and R&D to the total asset’s growth in this analysis.  

 

5.1.5 -  CEO tenure effect on dividend pay-out and share buybacks 

As highlighted in the theory section, the association between dividend pay-out and share buybacks 

with short-termism is scattered from a theoretical viewpoint. The coefficient from the OLS regression 

suggests the same. The p-value is 0.918 < 0.10, meaning that the coefficient is insignificant. The 

coefficient is 0.0006, meaning that for each year added to the length of the average CEO tenure, the 

pay-out in the form of dividends and share buybacks increases with 0.0006%-point. Besides the p-
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value, we also see that the R squared value is almost zero (rounded to three decimals), which also 

suggests that the link between the length of the CEO tenure and how much the company pays out in 

dividends and share buybacks is weak. Given the high p-value, we cannot reject the null hypothesis 

that the length of the CEO tenure has no significant effect on dividend pay-out and share buybacks. 

Looking at the coefficients, there is a slight positive relationship between the two variables. The 

positive relationship between the two variables is not in line with our hypothesis, as we hypothesised 

that long-term oriented companies spend less on pay-outs to shareholders and reinvest more of the 

excess cash into the company. However, the key takeaway from our finding is that the coefficient is 

insignificant, and the linear relation is weak. Hence, we conclude that there is no evidence of a 

significant relationship between the two variables. 

 

5.1.6 -  CEO tenure effect on usage of discretionary accruals 

For this measurement, we hypothesise that long-term oriented companies generate earnings that to a 

greater extent reflect cash flows rather than accounting decisions. Consequently, a negative 

correlation between CEO tenure and discretionary accruals levels is expected. The p-value is 0.736 

< 0.10, suggesting that the coefficient is insignificant. The coefficient is -0.004, meaning that for each 

year added to the length of the average CEO tenure, the average growth rate of discretionary accruals 

decreases with 0.004%. Looking at the coefficient, there is a negative relation between the two 

variables, which is in line with our expectation. However, the link is not significant.  

 

5.1.7 -  Conclusion on Empirical Analysis 1 

Concluding on the first part of the empirical studies, we tested the relation between the length of the 

CEO tenures as the explanatory variables and investors’ investment horizon, companies’ investment 

levels, pay-out policies and discretionary accruals as the independent variables. For each variable, we 

defined a hypothesis based on the existing evidence from the literature and dominating economic 

theorems. Overall, we find that the evidence for CEO tenure’s effect on variables for short-termism 

is mixed and inconclusive. Based on the findings, we do not find strong evidence supporting the 

hypothesis that the length of the CEO tenure is a strong indicator for potential short-termism and/or 

myopic behaviour.  

 

To summarise, we find that the length of the CEO tenure has a significant negative effect on the 

investors’ average portfolio turnover rate, i.e. the investors’ investment horizon, and a significant 
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positive effect on the companies’ investment growth when measured by the growth in CAPEX to the 

total assets, both in line with the hypothesis. Although the relationship between CEO tenure and 

investors turnover rate was in line with our expectations, the results indicate no evidence for the 

causality between the two variables, i.e. if it is longer CEO tenures that attract more long-term 

investors or the presence of more long-term investors that increases the length of the CEO tenures. 

For the rest of the variables, we find that the variables were highly insignificant. For dividend pay-

out, the weak evidence even suggests a positive correlation with CEO tenure, which was opposite of 

what we hypothesised.  

 

Assuming that our included variables are indeed credible measures of short-termism, we conclude 

that the evidence does not suggest a strong correlation between CEO tenure and other variables for 

potential short-termism. Next, we will test whether the effect of our test variables’ effect on short- 

and long-term performance of the companies. 

 

5.2 -  Empirical analysis 2: Short-term company performance 

For this analysis, we use the panel method to capture the effect of the variables on a year-on-year 

basis. We use the same variables as before, except for investors’ portfolio turnover rate. To recap our 

hypotheses for both the short- and long-term analysis, we expect to observe evidence for CEO tenure 

having a positive effect on the short-term performance but an even bigger positive effect on the long-

term performance, as we hypothesise CEO tenure as a measurement for short-termism. For the 

investment variables, we expect to see a low or even negative effect on the short-term performance 

measure but positive effect on the long-term performance, as investments have an immediate negative 

impact on the financial statements, whilst benefits materialise in the future. For dividend pay-out and 

share buybacks, we expect a positive effect on the performance in the short run but no or even a 

negative effect in the long run, as we hypothesise that excess cash-flows are used to boost short-term 

shareholder-return. For discretionary accruals, we expect the variable to have a positive effect in the 

short run, but a low or even negative effect in the long run.  

 

Overall, our findings of how short-termism affects short-term performance (both revenue and market 

cap) are mixed and inconclusive. Whereas some of the coefficients are in line with our hypothesis, 

others are contradicting. Moreover, the low level of significance for many of the coefficients also 

indicate that we are unable to reject many of the null hypotheses. We also find that many of the 
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coefficients are close to zero, indicating that, besides being insignificant, they also have a very low 

degree of explanation on company performance. 

 

5.2.1 -  Short-term market cap performance 

Table 5.2: Short-Term Panel Analysis of the Market Cap Performance 

Market Cap 

(Performance) 
FE FE (Robust) RE (Robust) 

Pooled OLS 

(Robust) 

Main variables of interest 

CEO Tenure 
0.003 

(0.478) 

0.003 

(0.571) 

0.008*** 

(0.007) 

0.008*** 

(0.007) 

∆R&D to Total Assets 
-0.048 

(0.312) 

-0.047 

(0.414) 

-0.066 

(0.237) 

-0.066 

(0.265) 

∆CAPEX to Total Assets 
-0.180*** 

(0.000) 

-0.179*** 

(0.000) 

-0.183*** 

(0.000) 

-0.183*** 

(0.000) 

∆Net Investments + 

R&D to Total Assets 

-0.138* 

(0.084) 

-0.138 

(0.168) 

-0.042 

(0.640) 

-0.042 

(0.637) 

∆Dividend + Share 

Buyback to Cash Flow 

-0.004 

(0.326) 

-0.004 

(0.471) 

-0.002 

(0.653) 

-0.002 

(0.662) 

∆Discretionary Accruals 

to Total Asset 

0.001 

(0.793) 

0.001 

(0.716) 

0.0003 

(0.876) 

0.0003 

(0.879) 

Additional Model Information 

# of Observations 1,570 1,570 1,570 1,570 

# of Companies 444 444 444 444 

R2 (Within) 0.084 0.084 0.079 - 

R2 (Between) 0.227 0.227 0.010 - 

R2 (Overall) 0.048 0.048 0.053 0.053 

Note: P-values in parentheses, * p < 0.10, ** p < 0.05, *** p < 0.01 

 

In table 5.2 we present the coefficients and p-value for each variable using the Fixed Effect model, 

Random Effect model and Pooled OLS model. Based on the FE model, we find that only the growth 

rate of CAPEX to the total assets is significant. Using the RE model and Pooled OLS, we find that 

also CEO tenure is significant, although insignificant for the FE model. For the R square overall, we 
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find that the value is between 0.048 and 0.053 for all of the models which, all things being equal, is 

a relatively low explanatory power from the models. The R square overall is a weighted average of 

the within R square and the between R square. The within R square explains how much of the variance 

between the separate panel units the model accounts for whereas the between R square explains how 

much of the variance within the panel units the model accounts for. We observe that the models 

primarily account for the variance within the panel units. Besides having tested the variables for the 

full population, we have also tested the effect of the variables on the short-term performance for each 

of the industries. This allows us to analyse if any industries stand out in terms of our short-termism 

measure variables. For the individual industries, we have only considered the Fixed Effect model. 

The results for the individual industries can be found in appendix 9.3.3 and 9.5.2. Due to 

multicollinearity in the regression for the financial, real estate, and utility industries, which may cause 

invalid results, we will not interpret the coefficients for these industries.  

 

Cf. the Hausman test, the fixed effect model is the true (or most accurate model) when using the 

market cap as the performance measure. Thus, we will primarily interpret the results through that. 

For the FE model, we present the coefficients using both robust and non-robust standard errors. In 

table 5.1, we find some slight differences in the p-values for the robust and non-robust FE coefficients, 

which should be taken into consideration when interpreting the results. However, when comparing 

all of the models, we find that the conclusions are quite similar. For the two other models (RE and 

OLS pooled), we present the coefficients using robust standard errors only (the non-robust 

coefficients can be found in the appendix 9.4.1.).  

 

Starting with CEO tenure, we find that the coefficient is 0.003, meaning that one year added to a 

company’s CEO tenure increases the market cap with 0.003%. An increase of 0.003% is a marginal 

improvement, indicating that one year added to the CEO tenure only has a small effect on the market 

cap in the short run. The p-value (based on FE robust) is 0.571, indicating that the coefficient is 

insignificant. However, if we consider the coefficients from the RE robust and pooled OLS robust 

regressions, we find that CEO tenure has a significant effect on the performance. Common to all of 

the models are that CEO tenure has a positive effect on the market cap performance, which is in line 

with the previously stated hypothesis. When observing the coefficient for each individual industry, 

we find for most of the industries that the coefficients are positive, although insignificant. However, 

for the consumer discretionary, communication services, and health care industries, we find slight 
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negative, but highly insignificant, coefficients, suggesting that the immediate impact of a year added 

to the CEO tenure has a negative impact on the short-term market cap. 

 

Regarding the investment variables, all of them have a negative impact on market cap performance 

in the short run. These findings are in line with our hypothesis and suggest that investments are being 

punished by the stock market in the short run. When observing the growth of R&D to the total assets, 

we find that for every time R&D to the total assets increases with 1%, the market cap decreases with 

0.047%. However, for all of the models, the coefficient is insignificant. For the growth of CAPEX to 

the total assets, we find that for every time the investment increases with 1%, the market cap decreases 

with 0.179%. Here we find that the coefficient is significant for all of the models. Lastly, we find that 

for every time net investments + R&D to the total assets increases with 1%, the market cap decreases 

with 0.138%. Again, the results suggest that the stock market punishes the stock price if they increase 

the investment levels in the short run. Especially we find that an increase in CAPEX level decreases 

the market cap significantly in the short run. The investment levels also have a direct impact on the 

companies’ cash flows which may ultimately lead to a lower valuation. Moreover, since the variables 

impact the immediate financials negatively, it may also affect the companies’ dividend policy, for it 

reduces a portion of the earnings that could otherwise be distributed to the shareholders. However, 

even though the results are in line with our expectation, the evidence is not strong. When observing 

the industry specific coefficients, we find the same pattern for most of the industries. However, we 

do find evidence that suggest that some of the industries are rewarded for investing more. For the IT, 

industrial, and material industries, we find that increasing investments in net investments and R&D 

have a positive impact on the short-term market cap performance. Moreover, we find for the energy 

and communication services industry that investments in R&D are positively affecting the short-term 

market cap performance. For consumer staples, we find that both investment variables have positive 

effects on the short-term market cap performance. 

 

For the variable concerning growth in dividends and share buyback over cash flow from operations, 

we find that the coefficient has a negative impact on the market cap for all of the models. Based on 

the FE robust model, we find that when the pay-out growth rate increases with 1%-point, the market 

cap decreases with 0.004%. Hence, the result indicates that the stock market reacts negatively on 

increases in dividend and share buybacks in the short run. However, the coefficient is very close to 

zero and highly insignificant, indicating that there is no clear relationship between how much the 
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company pay-out out in dividends and buys back stocks and how well the market cap is performing. 

Even though the coefficient is insignificant, it can indicate that investors prefer that companies 

reinvest the excess cash into the company, rather than paying it out to the shareholders. However, it 

seems unlikely that is the case. Given the insignificance of the coefficients, it seems more plausible 

to conclude that an increase in dividend pay-out and share buybacks does not influence the market 

cap performance. However, for consumer discretionary, industrial, and material industries, we do 

find that pay-out has a slight positive effect on the short-term market cap performance, which may 

suggest that pay-out can be used to inflate the stock price. However, all of the coefficients are 

insignificant, in line with the coefficient for the total population. 

 

With regards to discretionary accruals, we find a positive coefficient of 0.001. The coefficient 

suggests that discretionary accruals have a positive effect on market cap performance in the short run. 

Especially for the energy, communication service, and material industries, we find an even stronger 

positive effect, which also supports the hypothesis. However, given the high p-value, the variable 

does not have a significant effect on short-term market cap performance. Consequently, we cannot 

reject our null hypothesis. The result also suggests that there is no clear evidence that short-term 

oriented companies use accounting earnings management as a method to inflate earnings to boost the 

short-term performance of a company. 

 

5.2.2 -  Short-term revenue performance 

As shown before in the Hausman test, the true model, in this case, is the random effect model (»RE 

model«), as p > 0.05, why we primarily interpret the results from the RE model using robust standard 

errors. However, whenever regarded fit, we will also interpret the results from the FE robust model 

and Pooled OLS robust model. The R square overall range in the interval of 0.095 to 0.099 which 

indicates that the variables better explain the changes in revenue performance rather than the market 

cap performance. We see that the between R square is highest, suggesting that the models primarily 

accounts for the variance within the panel units. However, all things being equal, it is still a relatively 

low explanatory power. 
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Table 5.3: Short-Term Panel Analysis of the Revenue Performance 

Revenue (Performance) RE RE (Robust) FE (Robust) 
Pooled OLS 

(Robust) 

Main Variables of Interest 

CEO Tenure 
0.003*** 

(0.002) 

0.003*** 

(0.006) 

0.003 

(0.180) 

0.003*** 

(0.004) 

∆R&D to Total Assets 
0.069*** 

(0.000) 

0.069* 

(0.054) 

0.077** 

(0.034) 

0.069* 

(0.067) 

∆CAPEX to Total Assets 
0.101*** 

(0.000) 

0.101*** 

(0.000) 

0.108*** 

(0.000) 

0.101*** 

(0.000) 

∆Net Investments + 

R&D to Total Assets 

-0.170*** 

(0.000) 

-0.170*** 

(0.000) 

-0.190*** 

(0.000) 

-0.170*** 

(0.000) 

∆Dividend + Share 

Buyback to Cash Flow 

0.001 

(0.617) 

0.001 

(0.488) 

-0.0001 

(0.955) 

0.001 

(0.555) 

∆Discretionary Accruals 

to Total Asset 

0.001 

(0.285) 

0.001 

(0.136) 

0.001 

(0.119) 

0.001 

(0.173) 

Additional Model Information 

# of Observations 1,588 1,588 1,588 1,588 

# of Companies 444 444 444 444 

R2 (Within) 0.058 0.058 0.068 - 

R2 (Between) 0.634 0.634 0.393 - 

R2 (Overall) 0.099 0.099 0.095 0.099 

Note: P-values in parentheses, * p < 0.10, ** p < 0.05, *** p < 0.01 

 

Compared with the short-term panel model for the market cap, we immediately observe that CEO 

tenure has a significant effect on short-term revenue performance. The p-value of 0.006 suggests that 

the coefficient is highly significant. The coefficient indicates that for each year added to the CEO 

tenure, the revenue performance increases with 0.003%. The positive coefficient is in line with what 

we see for the market cap, suggesting that longer CEO tenures have a positive impact on both revenue 

and market cap performance, in the short run. Given that the coefficient is significant, this indicates 

that the CEOs themselves and their tenures has a more significant effect on the top-line performance 

rather than market cap, at least in the short run. We find that CEO tenure especially has a very strong 
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and significant effect on short-term revenue performance in the communication services. The 

coefficient is 0.021 and the p-value = 0.001. The coefficient is contradicting the observations on 

revenue, as CEO tenure has a negative effect on short-term market cap performance. This might 

suggest that the stock market is not fully rewarding the positive effects on revenue performance by 

increasing the length of the CEO tenure. 

 

The immediate observation is that all of the investment variables are significantly affecting short-

term revenue performance. However, we find that increases in R&D and CAPEX are positively 

affecting revenue, contradicting the non-significant negative implications on market cap performance 

and expectations as well. These coefficients indicate that companies with higher investments in R&D 

and CAPEX simply perform better in the short run, based on revenue. When we observe the net 

investments + R&D, we find that the variable has a negative and significant impact on revenue. Given 

that the R&D variable is biased towards zero, we draw our primary conclusions from the two other 

investment variables. As they point towards different conclusions, it is hard to pinpoint a definite 

takeaway from the investment variables regarding implications of revenue performance. When 

observing each individual industry, we also find that the coefficients point towards different 

conclusion. We find for the energy industry, which is often characterized as a capital intense 

company, that all of the investment variables have a positive, although insignificant, effect on the 

short-term revenue performance. However, for communication services, we find that R&D expenses 

and CAPEX have a negative effect, whereas net investments + R&D has a strong positive effect on 

the short-term revenue performance. These coefficients are indeed contradicting with the coefficients 

for the full population, which also underlines the scattered relationship between the investment 

variables and short-term performance.  

 

When investigating the influence of dividend pay-out and share buybacks on revenue performance, 

we see a positive correlation. We find that the coefficient is 0.001, suggesting that 1% increase in 

dividend pay-out and share buybacks improves short-term revenue performance with 0.001%. The p-

value of 0.488 suggests that the coefficient is insignificant. Again, these findings are contradicting 

with the vague implications of possible effects on short-term market cap performance, where the 

insignificant coefficient showed a negative effect. Based on the previously stated hypothesis, we 

would have expected that pay-out and buybacks would be positively correlated with both market cap 

and revenue performance. However, given the low values of the coefficients and their insignificance, 
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we conclude that 1) dividend pay-out and share buybacks do not have a significant effect on 

performance and 2) there is little to no evidence suggesting that dividends and share buybacks are a 

viable measure of short-termism. When observing the coefficients for each industry, we also find that 

the variable has a vague effect on the performance. Moreover, we find that all of the coefficients are 

insignificant, except for the communication service industry, where the coefficient is significant. 

 

Lastly, we find that an increase in discretionary accruals, all things being equal, leads to an increase 

in revenue. The coefficient is 0.01, although insignificant (p-value = 0.136). This is in line with what 

we saw for the market cap and what we expected from prior studies. However, the coefficient is 

largely insignificant from all of the models, which is in line with what we also saw for the market cap 

and perhaps even what was expected due to accruals’ inexplicable nature. As a quantitative measure 

for short-termism, discretionary accruals may not be the best indicator. 

 

5.2.3 -  Conclusion on Empirical Analysis 2 

For the second empirical study, we tested the potential effect our chosen variables for short-termism 

has on short-term performance. We hypothesised that CEO tenure would have a marginal effect on 

the performance, that the investment levels would have a negative effect on the performance, that 

dividend pay-out and share buybacks would have a positive effect on the performance, and that 

discretionary accruals would have a positive effect on the performance. The empirical findings are 

somewhat mixed and generally inconclusive. For CEO tenure, we find that it has a slight positive 

effect on the performance, in line with our expectations. The impacts of the various investment 

variables are very mixed and also inconclusive even though some measures are statistically 

significant. For dividend pay-out and share buybacks, we find insignificant indications of it having a 

negative impact on the market cap but a positive effect on revenue, which hints towards a weak choice 

of a variable. Lastly, we find that discretionary accruals have a statistically insignificant positive 

impact on the market cap and revenue performance, which in itself is in line with expectations. To 

conclude, there is very little evidence of the chosen variables for short-termism affecting short-term 

company performance, even though a few of the coefficients are significant and in line with the 

hypotheses. 
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5.3 -  Empirical analysis 3: Longer-term company performance 

In this section, we will present the empirical findings for the long-term implications of short-termism 

on performance by analysing our chosen variables for short-termism. Again, we use market cap and 

revenue as our performance measures. To capture the long-term implications of short-termism, we 

use the cross-sectional OLS regression using both robust and non-robust standard errors. To shortly 

recap our hypotheses for this empirical study, we expect the CEO tenure to have a stronger and more 

significant effect on the performance measures compared to the short-term analysis. We also expect 

the investment variables to have positive effects on the performance measures compared to the short-

term analysis. For the dividend pay-out and share buyback, we expect a less positive or even negative 

effect on the performance measures, as we hypothesise that a liberal pay-out policy may be a tool to 

boost the short-term stock price, but in the long run, it is more value-creating for the company to 

reinvest the excess cash into the company. Lastly, for discretionary accruals, we expect the effect to 

be less positive or even negative compared to the short-term analysis, as accounting earnings 

management is seen as a method to boost short-term earnings. 
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5.3.1 -  Longer-term market cap performance 

Table 5.4: Long-Term Cross-Sectional OLS regression of Market Cap 

Market Cap 

(Performance) 
OLS 

OLS 

(Robust) 

Main Variables of Interest 

CEO Tenure 
0.003*** 

(0.001) 

0.003*** 

(0.001) 

∆R&D to Total Assets 
-0.254** 

(0.047) 

-0.254* 

(0.073) 

∆CAPEX to Total Assets 
0.090 

(0.291) 

0.090 

(0.328) 

∆Net Investments + 

R&D to Total Assets 

-0.174 

(0.102) 

-0.174 

(0.175) 

∆Dividend + Share 

Buyback to Cash Flow 

0.013** 

(0.043) 

0.013* 

(0.055) 

∆Discretionary Accruals 

to Total Asset 

-0.003 

(0.464) 

-0.003 

(0.450) 

Additional Model Information 

# of Companies 444 444 

R2  0.061 0.061 

R2 Adjusted 0.048 0.048 

Note: P-values in parentheses, * p < 0.10, ** p < 0.05, *** p < 0.01 

 

For the cross-sectional OLS regression model, we find that the R squared is 0.061, meaning that 6.1% 

of the data is fitted to the model, which, all things being equal, is a relatively low value. R square 

tends to reward the inclusion of too many independent variables. Hence, we include the adjusted R 

square which is at a value of 4.8%. 

 

For CEO tenure, we find that longer CEO tenures have a positive effect on the market cap, in line 

with our expectations. The coefficient is 0.003, similar to the FE robust model from Analysis 2, 

suggesting that each year added to the average length of the CEO tenure increases the company value 

with 0.003%. In contrast to Analysis 2, a longer CEO tenure has a significant effect on the company 
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value, as the p-value is 0.001. The result indicates that in the short run, CEO tenure does not have a 

significant effect on the market cap, whilst in the long run it does These findings are in line with our 

hypothesis that longer CEO tenures have positive and more significant effects on long-term company 

performance. However, the findings only suggest that there is a significant positive correlation 

between the two variables, but it does not explain the causality. For the individual industry, we find 

that CEO tenure has a particularly strong and significant effect on the long-term market cap 

performance for the IT, financial and energy industries, and even stronger effect than on the short-

term market cap performance. These findings may also support the hypothesis that a longer CEO 

tenure is positively affecting the long-term value creation for the firm. 

 

For the CAPEX to total assets variable, we find before that all the variable has a significant negative 

impact on the market cap in the short run. However, in the long run, it has a positive impact on the 

market cap, which is in line with our hypothesis. This result suggests that investments may not have 

a positive effect in the short run, but the benefits of investing more will materialise in the long run. 

However, with a p-value > 0.1 (both robust and non-robust), we do not find that it has any significant 

effect on the market cap. Moreover, we do find that the R&D to total assets variable and net 

investments + R&D to total assets variable is having an even more negative impact on the market 

cap, with the R&D to total assets variable being significant. With two out of three coefficients being 

negative, these findings suggest that investments have a slightly lower negative impact on long-term 

market cap performance compared to the short-term impact. However, two of the coefficients are still 

negative, suggesting that investments in growth mostly impact the market cap performance 

negatively. This suggests that investing more in the company does not necessarily result in a higher 

valuation.  

 

Hence, these results suggest low investment growth rates does not indicate that companies suffer 

from short-termism. When looking at the coefficients for the individual industry, we find a similar 

pattern that most of the investment variables are negatively affecting the long-term market cap 

performance. This is especially the case for the financial and material industries, where we find that 

all of the investment variables are negatively affecting the long-term market cap performance. These 

industries are typically not associated with the need to massively invest in e.g. R&D to outperform 

competitors. On the contrary, they may be more competitive by cost-cutting and being a leaner 

company. This could explain the negative correlation with the investment variables. Surprisingly, we 



Empirical Findings 

 

 

Page 97 of 174 

find for the health care industry, that R&D expenses are negatively affecting the performance 

variable. Typically, the performance of health care companies is correlated with how much they 

invest in R&D to create innovative products. The coefficient may suggest that 1) the claim is, in fact, 

not correct, or 2) each company is unique and different in many ways, that comparing the companies 

on these variables is not suitable for measuring short-termism. 

 

For dividend pay-out and share buyback, we find that the variable has a significant and positive effect 

on the market. This is not linked with our hypothesis and not in line with the critics arguing that 

increased pay-outs and share buybacks are related to short-termism. These findings do not suggest 

any clear conclusion, that dividend pay-out and share buybacks are caused by short-termism and 

hence, has a negative impact on the company performance. The positive correlation could be 

explained by the simple explanation that those companies that over the long run perform well, are 

also able to spend more money on dividend pay-out and share buybacks. 

 

Lastly, we find for the discretionary accruals, that it has a negative, but insignificant, impact on the 

market cap. Comparing it to the short-term analysis, these findings suggest that discretionary accruals 

may be a method to boost earnings in the short run which positively affects the market cap. However, 

in the long run, the focus is more on the quality of the earnings and hence, the company is punished 

with a lower valuation. 

 

5.3.2 -  Longer-term revenue performance 

We examine the effect of short-termism on long-term revenue performance, using the cross-sectional 

OLS regression once again. In table 5.5, we find that the R squared is 0.092 and the adjusted R square 

is 0.079. Hence, similar to the short-term panel models, we find that the regression model better fits 

the data when using revenue as the independent variable. 
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Table 5.5: Long-Term Cross-Sectional OLS regression of Revenue  

Revenue (Performance) OLS 
OLS 

(Robust) 

Main Variables of Interest 

CEO Tenure 
0.004*** 

(0.000) 

0.004*** 

(0.000) 

∆R&D to Total Assets 
-0.004 

(0.967) 

-0.004 

(0.971) 

∆CAPEX to Total Assets 
-0.032 

(0.644) 

-0.032 

(0.678) 

∆Net Investments + 

R&D to Total Assets 

-0.159* 

(0.067) 

-0.159 

(0.160) 

∆Dividend + Share 

Buyback to Cash Flow 

0.015*** 

(0.003) 

0.015*** 

(0.001) 

∆Discretionary Accruals 

to Total Asset 

-0.001 

(0.817) 

-0.001 

(0.809) 

Additional Model Information 

# of Companies 444 444 

R2  0.092 0.092 

R2 Adjusted 0.079 0.079 

Note: P-values in parentheses, * p < 0.10, ** p < 0.05, *** p < 0.01 

 

Regarding CEO tenure, we find that the coefficient is highly significant. The coefficient is 0.004, 

suggesting that each added year to the CEO tenure leads to an increase of 0.004% on the revenue 

growth. Compared to the long-term implications on the market cap, we find that a longer CEO tenure 

contributes even more to the revenue growth than the market cap growth. Moreover, we find that the 

positive effects of a longer CEO tenure increase in the long run (when comparing the result to the 

short-term panel model). This finding is in line with the findings from the market cap analysis as well 

as our hypothesis. Referring to appendix 8.5.2, we find that for the individual industries, it is the 

consumer discretionary, IT, and material industries that are most positively and also most 

significantly affected by a longer CEO tenure. 
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For the investment variables, we once again see results that are not in line with the hypothesis. Very 

surprisingly, we find that all of the investment variables have a negative impact on revenue 

performance. However, looking at the robust coefficients, we find that none of them are significant. 

The findings go against our initial hypothesis but follow the similar pattern that we are unable to 

make clear conclusions on the connection between investments in the company and the performance. 

We vaguely conclude for these variables that higher investment growth rates do not lead to better 

performance, in the short nor long run. On the contrary, we mostly find that a lower investment 

growth rate leads to better performance. However, most of the coefficients are insignificant. 

 

Next, regarding the effect of dividend pay-out and share buybacks, we find that a 1% increase leads 

to an increase of 0.015% on the long-term revenue performance. Moreover, we find that the 

coefficient is highly significant (p > 0.01). This finding is not in line with expectations. 

 

Lastly, we find for the discretionary accruals, that it has a negative impact on the revenue 

performance. The findings are in line with the result from the market cap, suggesting that 

discretionary accruals are a method to inflate short-term earnings and valuation, but it is not 

contributing to long-term value creation. The insignificance of the variable suggests the same 

conclusion. 

 

5.3.3 -  Conclusion on Empirical Analysis 3 

Concluding on the third analysis, we measured the long-term implications of our selected variables 

for short-termism on the company performance. In line with our hypothesis, we find that a longer 

CEO tenure positively affects both the revenue and market cap performance. However, we find that 

companies which have higher investment growth rates perform worse. These findings are 

contradicting to our hypotheses and prior literature. We conclude that we do not find any evidence 

that lack of investments is an indicator of short-termism. Moreover, for dividend pay-out and share 

buybacks, we also find no evidence supporting the hypothesis that short-term oriented companies 

have higher pay-outs in terms of dividends and share buybacks. Lastly, for discretionary accruals we 

do find that a higher level has a negative impact on long-term performance, which is in line with the 

hypothesis that discretionary accruals are a tool used to inflate short-term earnings but is not long-

term value-adding. Overall, these findings suggest that the evidence for short-termism and that long-

term oriented companies outperform short-term oriented companies, is not very strong. 
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6 -  Discussion  
In this chapter, we synthesise our thoughts on the implications of the previous chapters in order for 

us to assess our contribution to the literature as well as working towards the conclusion of the thesis. 

In the first part of the section, we address our hypotheses chronologically, as we discuss the empirical 

findings contextually. Subsequently, this leads towards a section of considerations about the chosen 

methodology as well as potential alternatives, as we discuss our contribution to the research body on 

the subject of short-termism. Thereafter, the practical implications of the thesis will be laid out along 

with any potential recommendation to companies on how to handle the issue of short-termism. 

Finally, we provide our thoughts on areas for further (future) research.  

 

Overall, the implications of the three analyses are very mixed and inconclusive. This may be down 

to several reasons. First of all, the results may underpin the fact that implications for short-termism 

in general are very hard to quantify and thus analyse through empirical methodologies. Another 

reason may be weaknesses in the models causing the analyses to lose significance. We will discuss 

potential alternate methodologies in a subsequent subsection. In the following section, we will reflect 

on the methodology of choice as we discuss our empirical findings.  

 

6.1 -  Empirical findings through the loupe 

6.1.1 -  What can we say about CEO tenure’s effect on other variables? 

Regarding our first hypothesis, our empirical findings leads us to initially accept that longer average 

CEO tenures are correlated with a more long-term oriented investor base, measured by the average 

investor portfolio turnover rate. It is a pleasing result, as previous research and agency theory hint at 

these findings. However, although the relationship between CEO tenure and investor turnover rate is 

in line with expectations, we have to concede the fact that the results do not provide insights about 

the causality between the two variables. For instance, we cannot derive whether it is longer CEO 

tenures that attract more long-term investors or the presence of more long-term investors that 

increases the length of the CEO tenures. Furthermore, Bushee (1989) suggests the usage of control 

variables for the various types of institutional investors would be appropriate. This has not been 

incorporated into our main analysis as it would require complex data collection and a significant 

extension of the analysis, as it would more likely be appropriate to dedicate a whole study to such 

controls. 
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When assessing our findings relevant to or second hypothesis, we are unable to accept our hypothesis 

that shorter average CEO tenures will be more inclined to cut investments. For R&D growth we find 

a positive but insignificant correlation. However, due to the substantial number of “zero values”, the 

coefficient may be inaccurately skewed towards zero. For CAPEX, we find that the coefficient was 

positive and significant. For net investments and R&D, we find that the coefficient was negative and 

insignificant. Regarding the relationship between CEO tenure and CAPEX, our findings corresponds 

to our hypothesis. Yet, the findings as a whole are contradicting the hypothesis, as we expected a 

significant positive relationship between CEO tenure and all the investment growth levels. The results 

raise the question that perhaps other variables associated with short-termism have a bigger impact on 

investment levels. Moreover, it should be noted that the investment variables are the average growth 

rate of the investment variables over the full period. Hence, there is a tendency of bias towards those 

companies with already high investment levels. A perhaps crucial element that our variables do not 

take into consideration is the fact that companies with already high investment levels may not feel 

the need to further increase their investment levels. Another perspective may be that the potential 

effect is less visible when researching larger intervals. For example, Goyal et al. (2019) deep dived 

into specific moments of interest. They investigated the investment developments in the initial periods 

before and after a change in CEO with significant findings corresponding to their hypothesis to show. 

 

We are unable to accept our third hypothesis that companies with shorter CEO tenures will tend to 

increase dividend pay-out and share buybacks. The statistical output suggests a very low association, 

and the slight positive correlation observed is the opposite of our expectation. This is of course 

surprising at first glance. However - despite evidence that short-term pressure from investors may 

lead to opportunistic behaviour e.g. maximising short-term shareholder return by boosting earnings 

or increasing pay-outs - as laid out, from a theoretical point of view, there is no reason for pay-out or 

share buyback schemes to affect company valuation. This could explain why the relationship between 

CEO tenure and the variables is very insignificant. Other reasons could be that dividend programs 

and share buyback schemes simply are not directly linked with the length of the CEO tenures but 

maybe instead to other measures of short-termism e.g. investors’ investment horizon. 

 

We also fail to provide sufficiently strong evidence in order to accept our fourth hypothesis that 

companies with longer CEO tenures uses less discretionary accruals. Prior studies suggest that short-

term oriented companies use discretionary accruals to make financial statements look more 
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favourable (Bartov et al., 2002; Gopalan, Milbourn, Song, & Thakor, 2014; Garel, 2017; Harford et 

al., 2018). It is therefore initially surprising to observe the weak link between the variables.  

 

Based on the above, we fail to acknowledge CEO tenure as a proxy for short-termism based on its 

correlation with other previously tested variables for short-termism. However, we do not that in 

accordance with the existing research, a strong association between CEO tenure and investor horizon 

is observed. 

 

6.1.2 -  What can we say about the effects on performance? 

The findings regarding the fifth hypothesis, which at the same time denotes the problem statement 

are likewise mixed and inconclusive. Before reflections on the methodology of choice, we will 

discuss potential explanations for our results. 

 

6.1.2.1 -  Short-term 

When observing our model on the effect of implied variables for short-termism’s impact on short-

term performance when measured via market cap, we find that many of the coefficients are in fact in 

line with our hypotheses. CEO tenure and discretionary accruals have positive correlations with the 

short-term market cap performance, we find that the investment variables have a negative impact on 

the short-term market cap performance. However, none of the effects provide significantly strong 

evidence to draw any definitive conclusions as the statistical significance is unconvincing. Observing 

the same effects on short-term revenue performance, we find that some of the conclusions are 

different from performance measured by market cap. CEO tenure has a low, but significant positive 

effect which is strictly in line our hypothesis. However, the conclusions especially differ for the 

investment variables, where we find that increases in R&D expenses and CAPEX have significant 

positive effects on the short-term revenue performance, and we find that net investments + R&D have 

a negative effect on short-term revenue performance. 

 

Regarding the differences of significance of the effect of CEO tenure on performance measured by 

respectively market cap and revenue, an explanation may be that the CEO does not have direct control 

of the market cap. However, the CEO has many managerial instruments to directly impact revenue, 

especially in the short run according to implications of prior research. It is harder to logically explain 

the differences in the significant coefficients on the effects of the various investment variables 
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between the two performance measures. The findings are surprising, as we hypothesised that the 

benefits of investments typically materialise in the long run and will affect short-term performance 

maybe even negatively. Instead, these mixed short-term performance results may indicate that the 

main model has weaknesses and potentially fails to sufficiently account for factors such as company 

life cycles and different industries. The positive coefficients discretionary accrual levels may indicate 

that companies can use accounting earnings management as a method to inflate short-term company 

performance. However, the effect is so insignificant that it is deemed worthless in terms of conclusive 

interpretation. This may be testament to the undetectable nature of discretionary accruals. 

 

6.1.2.2 -  Longer-term 

When observing our model on the effect of implied variables for short-termism’s impact on longer-

term performance when measured via market cap, we find that that the evidence for effects is mixed. 

We do find that some of the variables, e.g. CEO tenure, CAPEX and discretionary accruals, are 

affecting market cap performance as expected. However, for the rest of the variables, we find no 

consistent pattern that supports the overall hypothesis that long-term oriented companies perform 

better than short-term oriented companies, in the long run. This is underpinned by the fact that the 

investment variables R&D and net investments and R&D suggest that companies investing more 

perform worse. Hence, for market cap performance, we do not find sufficient evidence that supports 

our overall hypothesis. The effects on revenue performance are very similar. 

 

It is encouraging to observe the significant positive effect of CEO tenure on both market cap- and 

revenue company growth. This is line with prior research and our hypothesis that suggest that a longer 

tenure gives CEOs the time and possibility to set a long-term strategic plan and execute on it. 

Furthermore, the positive effect is stronger in the long run compared with the short run. Lastly, we 

find that CEO tenure is strongly affecting the IT industry, both in terms of long-term revenue and 

market cap performance. The result may suggest that the IT industry is an industry where long-term 

strategic planning and execution from the management team is especially essential. We are therefore 

strongly inclined to conclude that the findings for the CEO tenure are in line with our hypothesis for 

both of the analyses. Possible reasons could be that longer tenures enable the CEO to implement and 

execute long-term strategies, which ultimately contributes to the long-term value creation. Even 

though the existing literature, as referred to in the literature review and theory section, implies that 

longer CEO tenures may have a positive effect on the performance, the correlation could also be 
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explained the other way around. For instance, picture that a CEO takes the reigns a company that 

competes in great market conditions and is delivered in great shape by the former CEO who is 

stepping down due to old age. The strong foundation can easily be thought to prolong the CEO tenure, 

even though a potential increased performance may have little or nothing to do with the abilities of 

the current CEO. Obviously, the implications of such a scenario diminishes over time. 

 

The surprising results regarding the longer-term effects of the investment variables suggest two 

equally disconcerting interpretations: 1) assuming that lack of investments is a sign of short-termism, 

we cannot conclude that short-termism is destroying value for the company, and 2) the potential issue 

of short-termism, if any, is more complex than what a regression analysis can capture. For instance, 

all the companies have different investment patterns and strategies all depending on e.g. their specific 

business model. Hence, we must take into consideration and concede that the OLS regression analysis 

does not capture the complexity and investment needs of each company. 

 

Also, against expectations, we observe that increased pay-out is significantly and positively correlated 

with longer-term performance. However, it is questionable whether it is the increase in pay-outs that 

leads to better performance. It is more likely the case that improved revenue performance leads to an 

increase in pay-out and share buybacks. Hence, for this variable, we find evidence that there is a 

significant correlation between the two variables, but the causality is most likely opposite of the initial 

hypothesis. 

 

Taking all the above considerations into account, we do not find consistent evidence supporting our 

hypothesis that long-term companies measured by the selected variables for short-termism 

outperform their short-term counterparts. This also answers the problem statement, as we cannot 

provide consistent evidence that perceived short-termism affects company performance. However, if 

we shrink the definition of short- and long-term to only concern CEO tenure, we do in fact observe a 

significant effect. As we did not find significant links between CEO tenure and the other selected 

variables and the fact that our models’ general degrees of explanation, we must reflect on our chosen 

methodology as well as offer insights from our process with a view to provide areas for further 

research. 
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6.2 -  Reflections on methodology 

In this section, thoughts on ambitions, strengths and weaknesses of our methodology will be assessed.  

 

With regards to the test of CEO tenures effect on, we believe that our chosen approach is generally 

appropriate. In general, it is our opinion that there are logical explanations for why certain variables 

may not be too strongly connected with CEO tenure. Yet, we consider the tests as ample contributions 

to the literary body on corporate short-termism.   

 

Concerning the tests of our selected test variables’ effect on short- and long-term performance, we 

acknowledge that the generally low degrees of explanatory power as well as low variable significance 

indicate that we may have been too ambitious when trying to fit such a large amount of complex 

variables into an OLS regression model. We admit the fact, that we may have fallen victim of our 

own criticism of the e.g. the McKinsey Corporate Horizon Index, as our model also fails to account 

for causality as well as company characteristics that the industry control variables do not grasp. 

However, we stand by our reasoning for attempting to carry out the analyses, even though we concede 

that our contribution to this research branch is limited.  

 

Considering our thoughts on the appropriateness of the OLS regression model, we consider 

alternative research approaches. Qualitative methods springs to mind, as they may grasp the 

complexities of each variable in a more nuanced manner. Even though it may change the premises of 

the epistemology of critical rationalism, thus changing the premise of the forming of hypotheses and 

the problem statement itself, it may be an interesting approach. If instead the premise is to stay within 

the critically rational paradigm, another potentially more fitting approach may be to simply focus on 

fewer variables with higher amounts of control variables. A final and rather similar suggestion is to 

abandon the idea of categorising companies as short-term or long-term. Instead, the examination of 

specific moments or exhibitions of perceived short-termism can be assessed as reviewed in section 

2.3.1.2. However, we believe such a study presupposes expert level insights into the topic of short-

termism, hence why we did not pursue that route ourselves. 
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6.3 -  Practical research implications 

CEO tenures as a potential indicator of short-termism is interesting as the threat of replacement is one 

way for shareholders (and boards) to exert pressure on executives. As touched upon when assessing 

the investor base, Barton et al. (2017) found that many executives feel pressure to deliver short-term 

financial results and Goyal et al. (2019) found that CEO tenures are shortening. Therefore, it is of 

interesting to note the significant association between CEO tenure and investor horizon. The practical 

advice derived from this may be for publicly listed companies to pay attention to their investor base.  

 

The significant long-term performance effect of CEO tenure may imply the need for companies to 

acknowledge the long-term benefits of allowing the CEO to set a strategy and execute it over time. 

This implication supplements the research of Goyal (2019). However, the implications of our research 

do not investigate the circumstances surrounding the period of a CEO replacement in detail. 

Experience is assumed to be key for senior managers, and in larger companies it may take some time 

for a new CEO to properly settle in. A thorough understanding of the company culture and key 

operational drivers ought to be crucial when setting and executing an appropriate long-term strategy. 

If the company replaces its CEO too often, they may even struggle to formulate a long-term strategy 

at all. Even if they manage to define a long-term strategy, it may become increasingly difficult to 

execute it under unstable management conditions, as executives may be tempted to differ from the 

policies pursued by their predecessors. Furthermore, CEOs may be thought to focus on outcomes that 

will materialise during their expected tenure. If CEO tenures are shortening, then so may be 

executives’ decision horizon, and thus a potential disregard for adverse effects in future periods may 

occur.  

 

Consideration to the thought of too long tenures adversely affecting company performance also has 

to be made. The implications of this thesis revolve around one full business cycle. It is not extraneous 

to think that CEOs may become complacent over time, or even too powerful to be duly removed. 

Hence, research aiming at defining the optimal CEO tenure may be of interest as well.  

 

Thus, the implications of this thesis leave plenty of areas for further research within the same topic. 

Our main piece of practical advice is for publicly listed companies to pay close attention to their 

investor base in order to promote conditions for longer CEO tenures with increased long-term 

performance as the reward.  
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6.3.1 -  Further advice for future research 

When evaluating on the thesis as a process, our interest in the subject has not diminished throughout. 

The complexity of the perceived phenomenon of short-termism and the implications hereof are 

fascinating in themselves. Based on a critically rational approach, we sought to contribute to and 

extend the existing literature. Yet, many interesting topics derived from unanswered questions to 

investigate remain. Therefore, we will present some specific potential areas for further research, we 

believe to be especially relevant based on our experience writing this thesis as a supplement to our 

reflections in section 6.2 and 6.3 above. 

 

Ownership structure drivers: As mentioned in the delimitation section, we limit ourselves from 

private companies. However, the vast majority of research examines the potential implications of 

short-termism on the stock-markets. An in-depth assessment of the implications of potential short-

termism and myopic management in private companies may therefore be of high relevance. If so, 

how can public and private companies learn from one another in their approaches to long-term 

planning? 

 

Another potential topic is to extend the research among public companies. Whether differences can 

be observed between companies that are more or less represented by different investor types or have 

a broader vs narrower ownership circle, e.g. extending on Alex Edmans’ research of the implications 

of blockholders (Edmans, 2009). 

 

Geographic drivers: What are the implications of short-termism across different countries and 

markets? Disregarding our own lack of substantial evidence, an interesting study may concern the 

testing of implications of short-termism and relevant control variables on markets with varying 

degrees of market efficiency. 

 

Industry drivers: Even though we cover industry differences in the study. However, many areas of 

research still remain. A potential study may revolve an in-depth analysis of the perception and 

implication of short-termism in a specific industry potentially utilising more qualitative methods of 

research.  
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Company-level drivers: This suggestion is purely speculative as there are no known strong 

indicators for short-termism especially on individual company-level. Thus, it would provide ground-

breaking research if at a point accurate measurement for drivers of short-termism will be identified, 

as it would also open up the research field of diligent intervention of symptoms short-termism.  

 

 

  



Conclusion 

 

 

Page 109 of 174 

7 -  Conclusion 
This thesis addressed the potential issue of corporate short-termism. We defined short-termism as the 

excessive focus on short-term gains at the expense of long-term value creation. As the strongest 

implication of short-termism, we identified a strong, positive correlation between the length of S&P 

500 company CEO tenures and long-term performance measured by both market capitalisation and 

revenue growth. However, various analyses of the typical proxies for potential short-termism, 

investor horizon, investment levels, levels of accruals, etcetera did not yield significant further 

evidence of short-termism. 

 

Before the forming of hypotheses and development of research models, we performed systematic 

review of the existing literary body on the subject. The review primarily served the purpose of 

allowing us to grasp the various perspectives on short-termism, as well as gauging the extent of the 

literature. In relation to the first purpose, this further allowed us to assess various approaches of 

methodology and measurements of short-termism. The second purpose helped us identify potential 

research gaps. We identified the investigation of CEO tenure as a proxy for short-termism as the main 

area of research besides an attempt at measuring the impact of recognized proxies for short-termism’s 

impact on company performance.  

 

A consensus among significant research papers suggest that an understanding of the theoretical 

foundations regarding market efficiency and agency theory is essential, as the main sources for 

potential short-termism is derived from issues regarding these two areas of economic theory. The aim 

of the theory chapter is not to provide decisive evidence for or against efficient markets, nor is it the 

aim to solve corporate governance issues. The chapter seeks to synthesise the main arguments of the 

dominating authors in the context of potential short-termism. The syntheses in conjunction with the 

implications of the literature review resulted in the forming of the research hypotheses. 

 

We did not find any significant correlation between the effect of company CEO tenure and our 

additional selected test variables except for a significant positive association with investor horizon 

measured by the investors’ portfolio turnover rate. Encouragingly though, and in recognition of 

previous literature, investor horizon was the variable most likely to be associated with CEO tenure 

due to the nature of the power relationship between investors and CEOs. 
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We tested effects on performance in both the short run and in the longer run. However, as already 

depicted, the results were mixed and largely inconclusive except for the effect of CEO tenure. The 

results instigated reflections on the chosen methodology and alternative areas for further research. 

However, we do believe that our contribution to the literature regarding the examination of CEO 

tenure as a potential implication for short-termism is a useful extension of the current academic 

literature on the subject. 
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Appendix 
8.1 -  Test of assumptions for empirical study 1 

8.1.1 -  Effect of CEO Tenure on investor turnover: Testing for homoscedasticity, normality 

and serial correlation 

 

Testing for homoscedasticity using Breusch-Pagan test 

STATA output: 

 
P-value > 0.01. Hence, we cannot reject the null hypothesis. We conclude that the assumption of 

homoscedasticity holds. 

 

Testing for normality using Jarque-Bera test 

STATA output: 

 
P-value < 0.01. Hence, we reject the null hypothesis. We conclude that the assumption of normality 

does not hold. Therefore, we use robust standard errors instead. 
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Testing for serial correlation using Durbin-Watson test 

STATA output: 

 
Since d < 2, there is evidence for positive serial correlation. Since d is not < 1, there is no cause for 

alarm, so we proceed with the regression.  

 

OLS regression output 

STATA output using robust standard errors. 

 
 

STATA output using non-robust standard errors. 
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The CEO Tenure variable is highly significant, and interpretation goes as follows: For every 

additional CEO tenure year, the average investor turnover rate drops with .11%. 

 

8.1.2 -  Effect of CEO tenure on R&D to total assets: Testing for homoscedasticity, normality 

and serial correlation 

 

Testing for homoscedasticity using Breusch-Pagan test 

STATA output: 

 
P-value > 0.01. Hence, we cannot reject the null hypothesis. We conclude that the assumption of 

homoscedasticity holds. 

 

Testing for normality using Jarque-Bera test 

STATA output: 

 
P-value < 0.01. Hence, we reject the null hypothesis. We conclude that the assumption of normality 

does not hold. 
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Testing for serial correlation using Durbin-Watson test 

STATA output: 

 
Since d < 2, there is evidence for positive serial correlation. Since d is not < 1, there is no cause for 

alarm, so we proceed with the regression.  

 

OLS regression output 

STATA output using robust standard errors. 

 
 

STATA output using non-robust standard errors. 
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The CEO Tenure variable is insignificant: For every additional CEO tenure year, the average R&D 

growth rate increases with .00007%. 

8.1.3 -  Effect of CEO tenure on CAPEX to total assets: Testing for homoscedasticity, normality 

and serial correlation 

 

Testing for homoscedasticity using Breusch-Pagan test 

STATA output: 

 
P-value > 0.01. Hence, we cannot reject the null hypothesis. We conclude that the assumption of 

homoscedasticity holds. 

 

Testing for normality using Jarque-Bera test 

STATA output: 

 
P-value < 0.01. Hence, we reject the null hypothesis. We conclude that the assumption of normality 

does not hold. 
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Testing for serial correlation using Durbin-Watson test 

STATA output: 

 
Since d > 2, there is no evidence for positive serial correlation. 

 

OLS regression output 

STATA output using robust standard errors. 

 
 

STATA output using non-robust standard errors. 
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The CEO Tenure variable is significant, and interpretation goes as follows: For every additional CEO 

tenure year, the average CAPEX growth rate increases with .013%. 

 

8.1.4 -  Effect of CEO tenure on net investments + R&D to total assets: Testing for 

homoscedasticity, normality and serial correlation 

 

Testing for homoscedasticity using Breusch-Pagan test 

STATA output: 

 
P-value < 0.01. Hence, we reject the null hypothesis. We conclude that the assumption of 

homoscedasticity does not hold. Therefore, we use the robust standard errors instead. 

 

Testing for normality using Jarque-Bera test 

STATA output: 

 
P-value < 0.01. Hence, we reject the null hypothesis. We conclude that the assumption of normality 

does not hold. 
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Testing for serial correlation using Durbin-Watson test 

STATA output: 

 
Since d < 2, there is evidence for positive serial correlation. Since d is not < 1, there is no cause for 

alarm, so we proceed with the regression.  

 

OLS regression output 

STATA output using robust standard errors 

 
 

STATA output using non-robust standard errors 
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The CEO Tenure variable is insignificant: For every additional CEO tenure year, the average Net 

Investment growth rate decreases with .00006%. 

8.1.5 -  Effect of CEO tenure on pay-out to total cash flow from operations: Testing for 

homoscedasticity, normality and serial correlation 

 

Testing for homoscedasticity using Breusch-Pagan test 

STATA output: 

 
P-value > 0.01. Hence, we cannot reject the null hypothesis. We conclude that the assumption of 

homoscedasticity does hold. 

 

Testing for normality using Jarque-Bera test 

STATA output: 

  
P-value < 0.01. Hence, we reject the null hypothesis. We conclude that the assumption of normality 

does not hold. Therefore, we use the robust standard errors instead. 
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Testing for serial correlation using Durbin-Watson test 

STATA output: 

 
Since d < 2, there is evidence for positive serial correlation. Since d is not < 1, there is no cause for 

alarm, so we proceed with the regression.  

 

OLS regression output 

STATA output using robust standard errors. 

 
 

STATA output using non-robust standard errors. 
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The CEO Tenure variable is insignificant: For every additional CEO tenure year, the average pay-out 

growth rate increases with .0015%. 

8.1.6 -  Effect of CEO tenure on discretionary accruals: Testing for homoscedasticity, normality 

and serial correlation 

 

Testing for homoscedasticity using Breusch-Pagan test 

STATA output: 

 
P-value > 0.01. Hence, we cannot reject the null hypothesis. We conclude that the assumption of 

homoscedasticity does hold. 

 

Testing for normality using Jarque-Bera test 

STATA output: 

 
P-value < 0.01. Hence, we reject the null hypothesis. We conclude that the assumption of normality 

does not hold. Therefore, we use the robust standard errors instead. 
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Testing for serial correlation using Durbin-Watson test 

STATA output: 

 
Since d < 2, there is evidence for positive serial correlation. Since d is not < 1, there is no cause for 

alarm, so we proceed with the regression.  

 

OLS regression output 

STATA output using robust standard errors. 

 
STATA output using non-robust standard errors. 
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The CEO Tenure variable is insignificant: For every additional CEO tenure year, the average 

discretionary accruals growth rate decreases with .003%. 

 

8.2 -  Testing the effect of short-termism on short-term performance (market cap): testing for 

homoscedasticity, normality and serial correlation. 

 

Testing for homoscedasticity using Breusch-Pagan test 

STATA output: 

 
P-value > 0.01. Hence, we cannot reject the null hypothesis. We conclude that the assumption of 

homoscedasticity does hold. 

 

Testing for normality using Jarque-Bera test 

STATA output: 
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P-value < 0.01. Hence, we reject the null hypothesis. We conclude that the assumption of normality 

does not hold. Therefore, we use the robust standard errors instead. 

 

Testing for serial correlation using Breusch Godfrey test 

STATA output: 

 
P-value < 0.01. Hence, we reject the null hypothesis of no serial correlation. To deal with the serial 

correlation, we include a lag-version of the dependent variable as the independent variable as shown 

below: 

  



Appendix 

 

 

Page 133 of 174 

 
Now the p-value > 0.01. We cannot reject the null hypothesis of no serial correlation. 

 

8.2.1 -  Regression output from FE, RE and Pooled OLS regression 

 

Random Effect Model (without robust standard errors) 

STATA output: 
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Random Effect Model (robust standard errors) 

 

 
 

 

Fixed Effect Model (without robust standard errors) 

STATA output: 
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Fixed Effect Model (with robust standard errors) 

STATA output: 
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8.2.2 -  Hausman test for choosing the most accurate model 

 

Hausman test 
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Pooled OLS estimator (without robust standard errors) 

 
Pooled OLS estimator (with robust standard errors) 
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8.3 -  Testing the effect of short-termism on short-term performance (revenue): testing for 

homoscedasticity, normality and serial correlation. 

 

Testing for homoscedasticity using Breusch-Pagan test 

STATA output: 

 
P-value > 0.01. Hence, we cannot reject the null hypothesis. We conclude that the assumption of 

homoscedasticity does hold. 

 

Testing for normality using Jarque-Bera test 

STATA output: 

 
P-value < 0.01. Hence, we reject the null hypothesis. We conclude that the assumption of normality 

does not hold. Therefore, we use the robust standard errors instead. 
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Testing for serial correlation using Breusch-Godfrey test 

STATA output: 

 
P-value < 0.01. Hence, we reject the null hypothesis of no serial correlation. To deal with the serial 

correlation, we include a lag-version of the dependent variable as the independent variable as shown 

below: 
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Now the p-value > 0.01. We cannot reject the null hypothesis of no serial correlation. 

 

8.3.1 -  Regression output from FE, RE and Pooled OLS regression 

Random Effect Model (without robust standard errors) 

STATA output: 
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Random Effect Model (robust standard errors) 

 

 
Fixed Effect Model (without robust standard errors) 

STATA output: 
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Fixed Effect Model (with robust standard errors) 

STATA output: 
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8.3.2 -  Hausman test for choosing the most accurate model 

 

Hausman test 
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Pooled OLS estimator (without robust standard errors) 

 
Pooled OLS estimator (with robust standard errors) 
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8.3.2.1 -  Testing for multicollinearity 

 

Multicollinearity 
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8.3.3 -  Regression output from empirical study 2 for each industry 

 

Consumer Discretionary 
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Information Technology 
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Energy 
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Industrials 
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Communication Services 
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Consumer Staples 
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Health Care 
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Materials
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8.4 -  Testing the effect of short-termism on long-term performance (market cap): testing for 

homoscedasticity, normality and serial correlation. 

 

Testing for homoscedasticity using Breusch-Pagan test 

STATA output: 

 
P-value > 0.01. Hence, we cannot reject the null hypothesis. We conclude that the assumption of 

homoscedasticity holds. 

 

Testing for normality using Jarque-Bera test 

STATA output: 

 
P-value < 0.01. Hence, we reject the null hypothesis. We conclude that the assumption of normality 

does not hold. Therefore, we use robust standard errors instead. 

 

Testing for serial correlation using Durbin-Watson test 
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STATA output: 

 
Since d > 2, there is no evidence for positive serial correlation. 

 

8.4.1 -  Regression output using OLS regression 

OLS regression output 

STATA output: (with robust standard errors) 

As a rule of thumb, we use the robust standard errors. 

 
OLS regression output 

STATA output: (without robust standard errors) 

As a rule of thumb, we use the robust standard errors. 
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8.4.2 -  Testing for multicollinearity: 

Testing for multicollinearity: 
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8.5 -  Testing the effect of short-termism on long-term performance (revenue): testing for 

homoscedasticity, normality and serial correlation. 

 

Testing for homoscedasticity using Breusch-Pagan test 

STATA output: 

 
P-value < 0.01. Hence, we reject the null hypothesis. We conclude that the assumption of 

homoscedasticity does not hold. 

 

Testing for normality using Jarque-Bera test 

STATA output: 

 
P-value < 0.01. Hence, we reject the null hypothesis. We conclude that the assumption of normality 

does not hold. Therefore, we use robust standard errors instead. 
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Testing for serial correlation using Durbin-Watson test 

STATA output: 

 
Since d > 2, there is no evidence for positive serial correlation. 

 

8.5.1 -  Regression output using OLS regression 

 

OLS regression output 

STATA output: (with robust standard errors) 

As a rule of thumb, we use the robust standard errors. 
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OLS regression output 

STATA output: (without robust standard errors) 

As a rule of thumb, we use the robust standard errors. 

 
8.5.2 -  Regression output from empirical study 3 for each industry 

 

Consumer Discretionary 
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Information Technology 
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Energy 
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Industrials 
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Communications Services 
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Consumer Staples 
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Health Care 

 



Appendix 

 

 

Page 170 of 174 

 
 

Financials 

 



Appendix 

 

 

Page 171 of 174 

 
Real Estate 

 



Appendix 

 

 

Page 172 of 174 

 
 

Materials 

 



Appendix 

 

 

Page 173 of 174 
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