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Radical Turnover or Gradual Turnover? Empirical Study of
Founder Turnover on Firm Performance in China
MEI Lin' HE Xiao-gang' > LI Jing’
(1. Shanghai University of Finances and Economics Shanghai 200433 China;
2. Shanghai University of Finances and Economics Zhejiang College Jinhua Zhejiang 321013 China;
3. Shanghai College of Politics and Law Shanghai 201701 China)

Abstract: New start-up is considered as the extension of entrepreneurship ( Chandler and Jansen 1992) and
the founder is in the center stage of founding process. Some scholars pay much attention on the roles of founder and
founding team on firm performance ( Sandberg and Hofer 1987; Cooper and Bruno 1997; Chrisman et al.
1998; Lechler 2001; Casson 2000; He and Yu 2008). But these literatures are mainly concerned on the indi—
vidual characteristics of founders cognitive level ( McClelland 1961; Forbes 1999) or team capital ( Cooper
and Bruno 1997; Lechler 2001; Casson 2000; He and Yu 2008) which frequently ascribe a rather static role
to the founder in his start-up company. In fact it is a frequently observed phenomenon that the founders do not
keep their job positions in new ventures. New ventures are often founded by entrepreneurs interested in the initial
development of the product or market but who have very limited managerial interests or capacities ( Willard Krue-
ger and Feeser 1992). As the venture becomes more established these entrepreneurs may be forced to focus more
closely on general management tasks-tasks in which they may have no interest or natural proclivity. The life-eycle
theory vividly illustrates the reasons of founder’ s eventual turnover ( Hambrick and FuKutomi 1991) when new
ventures outgrow the managerial capabilities of the founder. Although many literatures focus on the reasons of top
managers’ turnover especially CEOs’ turnover and the impacts on firms’ growth few scholars acutely shed light
on the phenomenon of founder turnover-a situation in which entrepreneurs decide to leave their initially taken job
position. In general little is known about the impact of founder departure on firm performance and get no consistent
conclusions ( Johnson et al.  1985; Adams et al. 2005; Morcket al. 1988; Anderson and Reeb 2003; Adams et
al.  2009) . Burkhart et al. (2003) proposed that founders have different choices when facing departure. Based
on first-hand data in China He et al. (2007) summarized the five types of founders’ turnover as completely leav—
ing changing into weak shareholder changing into weak staff changing into a consultant for the decision makers
and operating behind the scenes. No matter what type of founder’ s turnover its impact on enterprise performance
cannot be ignored. Actually different ways of founder departure tend to perform differently. We note a founder in
a family firm as the one who creates the enterprise and is responsible for the firm’ s early growth and classified
ways of founder departure into radical turnover and gradual turnover from the perspective of management power
transferring. Based on the panel data of Chinese listed family-owned firms from 2001 to 2005 this study explores
the different effects of radical turnover and gradual turnover on firm performance and the moderating effects of mar—
ket environment and power transformation. Following results are obtained. First gradual turnover of founder has a
significant positive effect on firm performance comparing with radical turnover. Therefore founders may choose an
appropriate way of leaving for firm growth. Second the effects of founder turnover have been moderated by institu—
tional environment. Regarding to this we disclose that gradual turnover of founder is more effective for performance
when market environment is poor. Furthermore the moderation effect of power transformation is also important.
The effect of founder’ gradual departure on firm performance is stronger when founder’ s original power is divided
by more than one successor while the effect is weaker when keeping the original mode. Previously literature on
founder turnover focus mostly on US firms relatively limited attention has been paid to developing countries. Par—
ticularly there is no analysis of the founder turnover-growth relationship for listed firms in China. Our research ex—
pands the understanding of the founder departure in the transition economics.

Key Words: founder; radical turnover; gradual turnover; market environment; power transformation

( 1 )
70



