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Executive Turnover and Firm Performance in China

Takao Kato Cheryl Xiaoning Long

Colgate University; Xiamen University
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» Hypotheses

¢ Hypothesis 1: The presence of a majority controlling shareholder makes CEO turnover
more sensitive to firm performance.

¢ Hypothesis 2: Sensitivities of CEO turnover to performance are lower for listed firms
controlled by the state than for privately controlled listed firms.

¢ Hypothesis 3: The presence of independent directors enhances turnover-performance
sensitivities.

¢ Hypothesis 4: Improvement in firm performance after the replacement of the CEO is greater
for listed firms with a majority controlling shareholder and listed firms with private
Individuals/firms as the ultimate controller.

» Data
¢ Time: 1998 to 2002
¢ Sample selection: for each listed firm in China, identify the individual who holds the
position closest to that of CEO in Western firms.
¢ Observation: 638 firms and 2181 observations



Model
In[Pr(TURNOVER)/1-[Pr(TURNOVER)]

=o+4,PERFORMANCE+5,MAJORITY+5,PRIVATE+Y,INDEPENDENT
+4,,PERFORMANCE*MAJORITY +4,,PERFORMANCE*PRIVATE

+7y,,PERFORMANCE*INDEPENDENT+yZ

» TURNOVER-=L1 if the firm replaces its CEO during the year, 0 otherwise.
»PERFORMANCE=firm performance in the previous year
the stock market performance measure (industry adjusted stock return or RETURN)
saccounting measures (i.e., industry adjusted changes in ROA or 4R0OA)
»MAJORITY=1 if the firm’s largest shareholder owns more than 50 percent of the firm, 0 otherwise.
»PRIVATE-=1 if the firm’s ultimate controller is a private individual or firm, 0 otherwise.
» INDEPENDENT=the proportion of independent directors
»control variablesZ: age, gender, tenure, and previous job titles, firm size and time effects
»Potential issue of endogeneity
* MAJORITY, PRIVATE and INDEPENDENT all take the one-year lagged values.



Results

TABLE 1 —TURNOVER-PERFORMANCE SENSITIVITIES, OWNERSHIP, AND CORPORATE GOVERNANCE: LOGIT ESTIMATES

Part A: Parameter estimation

PERFORMANCE =
RETURN AROA
Estimated Standard Estimated Standard

Independent variable coefficient error coefficient error
PERFORMANCE 0.194 (0.198) —0918 (1.304)
PERFORMANCE+MAIJORITY [ —1.034 (0.364)** —5410 {1.961}**]
MAJORITY 0170 (0.107) 0.078 (0.109)
PERFORMANCE+PRIVATE [ —1.497 (0.717)* —1.373 (1.915)
PRIVATE 0.716 (0.203)** 0.600 (0.T98)**
PERFORMANCE+INDEPENDENT [ —8.989 (4.547)* —16.285 (10.256)
INDEPENDENT —0.983 (1.037) —0.127 (0.227)
Observations 2,181 2,171

¢ CEO:s as well as accounting and financial data: the CSMAR.

¢ Ownership and corporate governance data: the database developed by Sinofin Information Services.
¢ For both stock market performance and the accounting measure, that the CEO turnover-performance
link is stronger for firms with a majority shareholder.

¢ Insofar as stock performance is concerned, the turnover-performance link is weaker for listed firms
controlled by the state.

¢ The presence of independent directors will enhance turnoverperformance links.



PERFORMANCE,,
=0+, TURNOVER+S,MAJORITY +4,PRIVATE+S,, TURNOVER*MAJORITY

+£5, TURNOVER*PRIVATE+uU
¢ PERFORMANCE,,: firm performance t years after CEO turnover and t=1, 2, and 3.

TABLE 2—EFFECTS ON NET-OF-INDUSTRY STOCK RETURN OF CEQO TURNOVER
(OLS ESTIMATION)

Dependent variable = ¢ For listed firms with majority
RETURN,, RETURN., RETURN.; AROA,, AROA., AROA.; controlling shareholders and
TURNOVER 0.003 —0028  —0.039 0019 0008 0.067 _ _ _
(0.027) (0.020) (0.035) 0008 (0021) (00" privately owned listed firms,
PRIVATE 0.019 0023  —0.003 —0004 0041 0033
(0.029) 0023)  (0.045) 0.009)  (0029)* (0051)  the post-turnover performance
PRIVATE: 0.161 —0.008 0.238 0012 0037 0.721
TURNOVER  (0.059)** (0.047) (0.094)* (0.018)  (0.048) 0.100*  experiences greater improvement
MAJORITY 0.016 0019  —0.021 0.001  —0.0M4 0018
(0.016) 0013)  (0.022) 0005)  (0013)  (0.025) _ : :
MAJORITY+ 006 00D 0110 oo ool —oore than for state-controlled listed firms
TURNOVER  (0.037) 0028) (0049  (0011)  (0.028)  (0.056)

Observations 1,535 743 274 1,506 731 269 without majority shareholders.

R-squared 0.04 0.02 0.06 0.01 0.01 021
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