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ABSTRACT

Previous research presents extensive conclusive results regard-
ing the association between firm performance and CEO turn-
over. However, the issue of CEO turnover is still rarely investigat-
ed with regard to the usefulness Initial Public Offerings (IPOs)
performance in the topic of Chief Executives Officers (CEQOSs)
turnovers. The principle objective of this study is to investigate
whether the likelihood of the CEOs turnover is inversely correlat-
ed with the IPO performance of the firm. This study is conducted
by employing the U.S. sample data consists of 462 firms includ-
ing 173 CEO turnover events within 5 years after the IPO offering
during the period between 2003 and 2013, and it is mainly con-
cluded that CEO turnover matters with respect to firm IPO per-
formance, however, only for IPO long-term performance, rather
than short-term performance.
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1. Introduction

Previous evidences suggest that IPO companies,
although highly underpriced, they tend to under-
perform in the long run. Ritter (1991) find that
IPO underperformed their market benchmarks
approximately negative 34.5% for three years
holding period by investigating 1526 IPOs that
went public in U.S during the period 1975-84.
Similarly, Ritter and Welch (2002) contend that
three-year holding-period returns for an investor,
purchasing at the offer price, would underper-
form the market weighted CRSP index dramati-
cally by investigating 6249 IPOs occurred from
1980 -2001.

Going deeper of the IPO performance in U.S.,
this paper aims to explore the determinants of
CEO dismissals for the sake of investigating the
link between IPO performance and CEO depar-
tures by employing sample consists of 462 U.S.
listed firms, furthermore, achieve a better and
clearer insight into the CEO turnover procedure
in U.S. firms. Besides, this study would summa-
rize and conclude the research outcome to prove
the correlation between CEO turnover and firm
IPO performance as well as the CEO and firm
characteristics that would be the reasons for
CEO turnover. Hence, this paper mainly expects
to contribute to IPO literature by bringing out a
comparable innovative and comprehensive em-
pirical analysis of how IPO performance influ-
ences the decisions to CEO turnover during the
period between 2003 and 2013 in U.S.

Employing and dismissing a CEO may be one of
the most crucial jobs of a firm board. There is a
large literature in the area of finance and ac-
counting interpreting how CEO dismissals takes
place, as those earlier articles documented by
Coughlan and Schmidt (1985), Warner, Watts
and Wruck (1988) and Weisbach (1988). They
indicate that the threat of dismissal is an implicit
stimulus to encourage CEO to give a supreme
effort. Furthermore, since the testament to its
significance, the topic with respect to CEO de-
partures was expected to draw great interest of
large number of scholars to explore on it, includ-
ing recent research achievement accomplished

by Fisman, Khurana, Rhodes-Kropf and Yim
(2013), Jenter and Kanaan (2015) and Taylor
(2010). However, the picture of firms’ IPO abnor-
mal performance is still unclear with regard to
their relationship with CEO dismissals, there is
no previous comparable research exists for U.S.
listed firms. Perhaps more importantly, U.S. isan
ideal case for a study of IPO performance that
determines CEO turnover is particularly im-
portant due to the IPO activity lively in U.S listed
firms, which it can reliable capture for firm per-
formance’ core aspect.

Specially, this research’s objectives can be ad-
dressed in the following context: Firstly, to criti-
cally evaluate relevant theoretically literature
with regard to the IPO long-term performance
and short-term performance in order to general-
ize conceptual framework that will assist to un-
derstand the IPO performance in U.S. Secondly,
to critically evaluate relevant theoretically litera-
ture with respect to CEO dismissals for the sake
of developing a conceptual framework which it
will contribute to understand CEO departures in
U.S. Thirdly, to identify and investigate the CEO
and firm characteristics which influence on CEO
turnover procedure in U.S. listed firms. Finally,
to examine the association between CEO dis-
missals and company IPO performance in U.S.
public firms, which it is the centrality objective of
this research study.

In order to accomplish the aim and objectives of
this paper, there is variety of questions needs to
be defined for the current research. Firstly, what
are the factors that influence on CEO dismissals
procedure in U.S listed firms? Secondly, what is
association between company IPO performance
and CEO departures in U.S. public firms? Lastly,
what is the managerial implication of CEO turn-
over regarding the IPO performance in U.S. un-
derstood by CEO replaced.

This paper can contribute to bring an insight and
review of the previous researches with regard to
exploring the reasons for CEO turnovers in an
innovative area that concentrates on IPO perfor-
mance. Turning to empirical analysis of this
study, it employs buy-and-hold stock return for
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three years holding period as the measure of
IPO long-term performance. This paper mainly
expects to observe the decision to turnover is
negatively related to firms’ IPO long-term abnor-
mal performance. And as the primary prediction
of this study, in concept, it would be consistent
with the extensive literature regarding the asso-
ciation between CEO departures and poor firm
performance, such as the studies of Fee and
Hadlock (2004 ) and Faleye (2007).

Furthermore, for IPO short-term performance
that proxied by initial return on the first trading
day, this paper predicts that the decision to turn-
over is insignificantly correlated with IPO short-
term performance. It attempts to be in line with
Chang and Wong (2009) who indicate that CEO
dismissals has no relationship with the firms that
achieves the profitability. And it is believed that
it could be explained by Ritter and Welch (2002)
and Lowry, Officer and Schwert (2010), who
point out that the volatility of IPO initial return
fluctuates significantly over time. Consequently,
CEO is not directly responsible for such extraor-
dinary return with dramatically changes over
time in the short run.

Besides, it considers the accounting perfor-
mance that captured by return on asset in the
IPO year Barber and Lyon (1996) on turnover
decisions, and it predicts that there is a negative
association between ROA in the IPO year and
CEO turnover afterwards. Additionally, this study
includes controls for other hypothesized CEO
and firm-level determinants of CEO replaced, in-
cluding CEO founder status, age, tenure, educa-
tion, gender, as well as firm size and age. The
empirical findings of this study would be benefi-
cial for helping shareholders and boards formu-
late their opinion about CEO performance, and
more broadly, provide a frame of reference for
their decisions to make retention or termination
of a CEO position.

The remaining part of the paper is organized as
follows. section 2 reviews the related literature in
the area of IPO short term and long term perfor-
mance and discusses how prior firm perfor-
mance and CEO (firm) characteristics drives

CEO turnover, and then sets up the hypothesis
development. Section 3 describes the data and
the final sample, and introduces the methodol-
ogy of this research study in details that will con-
tribute to examine the hypotheses, afterwards,
interprets the reasons for selecting the method-
ology. Section 4 presents the regression results
of investigating the relationship between IPO
performances (as well as other CEO or firm
characteristics) and CEO turnover, and then
makes empirical results discussion. Finally, Sec-
tion 5 reviews the main findings, reflects the
managerial implications, summarizes the limita-
tions of this study, and shows the recommenda-
tions for future study.

2. Hypothesis Development

CEO is normally regarded as a ‘scapegoat’ for
the firm’s poor performance and has been ex-
plained by many research papers. The scape-
goat hypothesis was created and developed
based on the agency models of Holmstrom
(1979), Shavell (1979) and Mirrlees (1976). Fur-
tado and Karan (1990) investigate chosen em-
pirical research concentrate on various perspec-
tives of turnover, factors that lead to the change,
the aftermath of changes as well as impacts of
the changes on top executive management.
They present strong and adequate evidence to
support that poor performance cannot be en-
dured by board of directors. Additionally, they
call for further studies to ensure whether turno-
ver is only scapegoating, in other words, whether
CEOs are in fact being had directly responsible
for poorly firm performance. CEOs leave their
current positions can be due to various reasons,
an extensive literature presents that the proba-
bility of CEO turnover is inversely correlated to
firm performance, as the conclusion drawn by
Murphy and Zimmerman (1993). This hypothe-
sis assumes based on company performance
reflecting information with regard to a CEO’s ca-
pability to create wealth for companies ‘share-
holders. A CEO is terminated or replaced when
the performance of firm is weak (e.g. receive
negative stock returns, as well as earnings de-
clined), since the company’s owners deduce that
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there is no efficient CEO within the firm that can
guide the implementation of the appropriate pol-
icies and strategies for contributing to sharehold-
ers’ wealth Dikolli, Mayew and Nanda (2014).

Pagano, Panetta, Zingales and Luigi (1998) con-
tend a larger CEO turnover than normal in the
three years following a firm IPO. It is conceptu-
ally consistent with the evidence that contempo-
raneous contended by Warner, Watts and
Wruck (1988) and Weisbach (1988) , who docu-
ment that boards of directors are likely to punish
weak performance by means of replacing CEOs.
Furthermore, Depperu, Fabrizi and Ghezzi
(2013) examine the dynamic of CEO turnover,
both in before and after the non-financial Italian
firm IPO during the period between 2000 and
2008. They indicate that CEO turnover can be
drived by many factors regarding firm, individual
career and characteristics. Their empirical anal-
ysis results represent that compared with the
pre-IPO period; the CEO turnover rate will be
higher, furthermore, the probability of CEO turn-
over is highly associated with the firm financial
performance during the post-IPO period. The
centrality of the CEO is represented in the em-
pirical literature connecting CEO turnover to
poor company performance. The principal pre-
diction of this study is: If the firms do not perform
well after the offering, the CEO is likely to be re-
placed.

Warner, Watts and Wruck (1988) test the US
sample data, including 269 companies that listed
on the New York as well as American Stock ex-
changes during the period from 1962 to 1978, in
order to investigate whether the management
turnover is associated with stock returns or not,
and they find that there is a significant negative
relationship between those two variables. Fur-
thermore, they indicate that the empirical result
they provided has very little correlation for com-
panies with intermediate returns, however, is
mostly impelled by the companies with exces-
sively low stock returns.

Gibbons and Murphy (1990) provide similarly ar-
gument, they document that CEO turnover can
be significant negatively influenced by the

company’s own stock returns, while can be pos-
itively affected by the market return. Their empir-
ical results also indicate that CEOs are disci-
plined according to their own poor performance,
however, not related to the economy-wide poor
performance. During the same period, Jensen
and Murphy (1990) state that their empirical
analysis indicating CEOs tend to depart from
their companies after bad performance period
rather than good years and hence are punished
by the menace of termination. It is also con-
sistent with Holmstrom (1979). In the following,
Denis and Denis (1995) show empirical evi-
dence that forced CEOs changes are induced by
large and dramatically decrease in company
performance, employing performance on share
price, market-adjusted return, as well as ratios of
operating income relative to total assets. It is
also noted that the changes on CEOs is followed
apparently progress in the performance.

Brickley (2003) assert that accounting returns
and stock returns cannot be used to interpret
most proportion of the variation in CEO turnover,
indicating the company performance has very lit-
tle ability to interpret the cross —sectional and
time-series variations in CEO turnovers, alt-
hough those companies with accounting returns
are supposed to reflect relatively sufficient infor-
mation with regard to managerial performance.
However, Huson, Malatesta and Parrino (2004)
analyse the association between CEO turnover
and firm financial performance. They show that
companies’ financial performance tends to get
worse before top management turnover. Other
studies also provide similar argument, as Adams
and Mansi (2009) also indicate that a turnover
can be produced by poor prior performance,
CEOs are held responsible for company weak
performance. Furthermore, Chang and Wong
(2009) investigate whether CEO turnover is cor-
related to the performance of listed companies,
they document that there is a negative associa-
tion between the degree of likelihood of turnover
and CEO replacement when companies suffer-
ing from financial losses, however, they indicate
that there is no correlation for those companies
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making profits. Therefore, shareholders have
mightily incentives to punish CEOs in reference
to the financial performance of the company.

Additionally, Dikolli, Mayew and Nanda (2014)
examine the listed US firm sample data during
the period between year 1996 and year 2005
and they contend that the probability of CEO
turnover is predicted monotonically growing in
the degree of negative financial performance
which employ stock returns and ROA as
measures of prior performance. It is consistent
with Kato and Long (2006) who document the
evidence to support that CEO replaced is in-
versely correlated to the accounting perfor-
mance as well as stock market.

Given the discussions above, we propose the
following hypothesis:

There is a negative association between CEO
turnover and the firm’s IPO performance.

3. Data and Methodology

3.1 Data Sourcing and Sample Data For-
mation

The data implemented to carry out the empirical
experiment tests are collected independently by
the author of this study. The data of this study
comes from several sources. Financial stock re-
turn that will be employed to measure IPO per-
formance are collected from Centre for Re-
search in Securities Prices (CRSP), and return
on asset in the IPO year will be adopted to as-
sess accounting performance are collected from
COMPUSTAT. This study employs a unique
hand-collected dataset of CEO information such
as CEO tenure, CEO education, CEO age, CEO
gender, which they are available in Boardex. The
relevant information of CEO turnover is collected
from Audit Analytics. Company founding years
are collected from the Field-Ritter dataset. The
industry classification is based on 2-Digit stand-
ard industrial classification (SIC) code.

The initial sample has 919 firms spanning the
years 2003 to 2013. Final data sample is deter-
mined after taking the data availability into con-
sideration. After imposing data requirements for
firms buy-and hold stock return for three years

holding period following the IPO offering, initial
return and control variables, the sample is re-
duced to 462 firm-year observations, including
173 CEO turnover events within the 5 years after
the IPO issuing. Additional data restrictions will
be shown in subsequent cross-sectional analy-
sis; consequently, the number of observations
varies across tests. Based on the sample data
provided, there is a highly organized methodol-
ogy consisting of statistical approaches to exam-
ine hypotheses for carrying out replication and
generalisation of this research.

3.2 The Rationale for Research Method

It is crucial to design research methodology for
the sake of investigating the hypotheses; the
guantitative methodology can be regarded as an
appropriate approach of the current research. In
order or purse the research objectives of this
study, it is important to understand how to meas-
ure the CEO turnover as well as identify the de-
terminants that can influence the CEO replaced
in U.S. listed firms. Warner, Watts and Wruck
(1988) document a robust turnover correlation
between company performance and the likeli-
hood of forced dismissal. However, in this study,
the measure of turnover does not differentiate
between involuntary turnover and voluntary turn-
over, which classified as board initiated, or re-
ceive a more attractive position provided by
other companies or retirement. Since Denis and
Denis (1995) indicate that companies do not in
general specifically announce whether or not a
CEO has been replaced or hired, although under
the situation of CEO was dismissed. And conse-
quently, this research neglects the classification
of CEO turnover in U.S. listed firms.

Besides, the sake of examining the reasons for
CEOs dismissal, it is necessary to estimate the
research models. Historically, there are a great
number of scholars contend that logistic regres-
sion models can be employed to investigate the
causes of CEO turnover, as documented by
Coughlan and Schmidt (1985) and Goyal and
Park (2002). Furthermore, there are also amount
of typical literature specifically suggest that us-
ing logistic regression models can be regarded
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as an appropriate approach in order to investi-
gate the determinants of CEO replaced, as re-
leased by Chang and Wong (2009) and Firth,
Fung and Rui (2006). Additionally, according to
Hosmer Jr and Lemeshow (2004), they contend
that a logistic regression model is a method to
tests the cases in which there are over two pos-
sible values for the dependent variable, and if
the independent variables are specifically cate-
gorical variables, it is a better approach to adopt
logistic regression when making data empirical
analysis. In this research, CEO turnover is the
outcome variable and it is observed whether or
not enterprises witnessed dismissals in CEO po-
sition following the IPO issuing over the obser-
vation period between 2003 and 2013. Hence,
the response variable can facilitate to treat as a
category which describes the position of CEO
changes following the IPO or no changes. The
logistic models are employed in this research for
the purpose of investigating the reasons for CEO
turnovers in U.S. listed firms.

3.3 Logistic Regression Implementation

As interpreted above, logistic regression method
has been selected to investigate the objectives
of this paper, hence, this section attempts to de-
sign and implement logistic models for the study,
which they are in line with the prior literature
Kato and Long (2006) and Chang and Wong
(2009). Since the response variable is dichoto-
mous (dummy) variable in order to classify
whether or not CEO turnover following the IPO,
the basic logistic model can be expressed in the
following way;

CEOturnover; = B +B1 X1i +B1 Xai +P3 Xai ++.etPn Xi
+e

In this basic model, Xi, X, , X3 ,..., X, describe
for independent variable as well as control vari-
ables which they are defined in Table 3, and they
will be further explained in the following section.
In the meanwhile, By, B1, B2, B3 ,..., Pn reflect the
coefficients that need to be evaluated with re-
gard to the independent variable as well as con-
trol variables. Besides, ¢ means the disturbance
term. In addition, : represents the M of

., GJEBA, 2020; 5:34

observation, with =1,..., N .

3.4 Explanations for Variable Definition and
Measurement

This section attempts to make definitions and
measurement of dependent variables and inde-
pendent variables as well as control variables for
the sake of employing and investigating the re-
search logistic regression models. For the pur-
pose of proving the appropriateness and reason-
able of the selected approach, the variables def-
initions and their measurement will be intro-
duced in consistent with the previous concerned
literature.

3.4.1 Dependent Variable

CEO turnover is the primary outcome variable in
the logistic regression models. As explained in
the above section 3.2, it is important to deliber-
ate the construction of the response variable.
According to the points mentioned in section 3.2,
this research considers to exclude the classifica-
tion of CEO turnover between voluntary and in-
voluntary. The methodology in this study is con-
servative although some researches distin-
guished the two types of CEO departures. Ac-
cording to Firth, Fung and Rui (2006), they point
out that there are only a small proportion of the
cases that can be classified as forced CEO dis-
missals. Kato and Long (2006) attempt to sup-
port this view contemporaneous and they ne-
glect the differences between CEO voluntary
turnover and involuntary replaced. Hence, a
CEO turnover is assessed by changes in CEO
positions following the IPO issued in U.S. listed
firms. And consequently, the dependent variable
of the regression model is dichotomous variable
indicating CEO turnover or not following the IPO
issued, with the notion 1 for turnover and O for
others. It is an appropriate method to conduct
the logistic regression models for the sake of
evaluating the determinants of CEO dismissals.

3.4.2 Independent Variables

IPO long-term performance & IPO short-term
performance

It is important to select a measure, which it could
reliable capture for company performance’ core
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aspects. Main variable of interest in this study is
IPO long-term stock performance, which is prox-
ied by three-year post-issue buy-and-hold stock
returns (‘BHARS3years’). Barber and Lyon (1997)
argue that compared with CAR (e.g. Ritter
(1991)), BHAR (e.g. Loughran and Ritter (1995);
Ritter and Welch (2002); Brau, Couch and Sut-
ton (2012)) can be regard as a more appropriate
approach for measuring the IPOs long-run per-
formance. Besides, Lyon, Barber and Tsai (1999)
asset that since BHAR are considered to have a
better performance when it used to evaluate the
investors’ actual buy-and-hold experience,
hence, BHARs are more prominent. And for
those reasons, the empirical results computed
by the methodology of BHAR will be preferential.
The second measure is IPO short-term perfor-
mance, which is proxied by IPO initial return on
the first trading day.

Accounting performance

The additional measure will be the focus of ac-
counting performance that captured by return on
assetin the IPO year, as employed in the studies
of Harrison, Torres and Kukalis (1988) and Vi-
rany, Tushman and Romanelli (1985). Besides,
Barber and Lyon (1996) point out that account-
ing measure of firms’ performance often has ad-
vantage of measuring the long term perfor-
mance. In addition, according to Hermalin and
Weisbach (1988), they contend that accounting
performance measure can be regarded as a fa-
vourable predictor of CEO turnover since earn-
ings report the performance of current manage-
ment.

3.4.3 Control Variables

All CEO-specific and firm-specific explanatory
variables interpreted in Chapter 2 that are sup-
posed to be correlated with the reasons for CEO
turnover are controlled in the logit regression
models. For CEO characteristics, CEO founder
is a dummy variable that describes whether the
CEO is also one of the firm’s founders. Con-
sistent with the management literature Finkel-
stein (1992), this study considers examining
whether CEOs who are also founders can be
more influential, and consequently to test

whether the founder status can contribute to the
CEO turnover.

CEO age is measured by the logarithm of this
variable. Consistent with Barro and Barro (1990)
and Brickley (2003), who indicate that this study
controls this variable and considers investigating
whether old CEOs tend to be replaced following
the IPO issuing. CEO tenure can reflect mana-
gerial entrenchment power as documented by
Dikolli, Mayew and Nanda (2014), they also indi-
cate that there is a positive association between
longer CEO tenure and poor governance struc-
tures; furthermore, they highlight the signifi-
cance of tenure in influencing the correlation be-
tween firm performance and CEO dismissals.
Hence, the effect of CEO tenure is deliberated in
this research. And this variable is assessed by
the number of years the CEO has been in the
office.

This study following Bertrand and Schoar (2003),
who consider a dummy variable for whether or
not the CEO has a MBA degree, with the notion
1 for having a MBA degree and 0 otherwise. This
paper designs a dummy variable to describe
CEOs’ gender in regression model for the sake
of controlling gender bias, with the notion 1 for
female and 0 otherwise. Consistent with Lyness
and Judiesch (2001) and Schuert, Brown, Gysler
and Brachinger (1999), who contend female and
male CEOs have different actions when make
decisions, consequently, may lead to the differ-
ent effects on company performance that may
influence turnover rate.

For firm characteristics, firm size is the natural
logarithm of the firm at the end of IPO year
(LnMV1) in this paper, which it is consistent with
Loughran and Ritter (1995). Besides, firm age
shall be included and controlled in the regression
model; the idea is that stock return of older com-
panies tends to be less volatile. The variable of
‘LogAge’ describes the logarithm of firm age; it
measures the age of the firm in years at the time
of IPO.

3.5 Empirical Analysis Procedure
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After making the definitions of the variables, this
section attempts to introduce the empirical anal-
ysis procedure of the research for the purpose of
investigating the research questions with re-
spect to the determinants of CEO replaced. First
of all, the logit regression models that will be em-
ployed to examine the hypotheses are pre-
sented. And then, the methods used to describe
and analyse the collected sample data will be in-
terpreted in the remainder of this section.

3.5.1 Logit Regression Models Method

CE()chwithinS= BO +

1 PostIPOgrarayears+ B2CEOFounder+

., GJEBA, 2020; 5:34

Firstly, employ CEO change within 5 years after
the IPO (‘CEOchwithin5’) to test whether the IPO
performance affects the likelihood of CEO turn-
over within 5 years after the offering. This de-
pendent variable equals to one if CEO is re-
placed within 5 years following the IPOs, and O
otherwise. This test will be examined by the
equation in the following. It is industry-adjusted,
with industry classification according to two-digit
SIC codes, besides, the year effect is also in-
cluded to consider the time trend.

BsMV:  + BslogAge+ BsROAH+ BslogCEOage

+ B7CEremal + BsCEOTenure + fgCEOmpa+ Industrydummies+ Yeardummies+ ¢

Then, replace ‘CEOchwithin5’  with‘CE-
Ochwithin3’, to test whether the IPO perfor-
mance affects the probability of CEO turnover
within 3 years after the IPO offering. It equals to

CEOchwithin3= Bo +

B1PostIPOgrarsyears+ B2CEOroundert  BalnMVy

one if CEO dismissals within 3 years after the
IPO, and equals to zero otherwise. This test will
be investigated by the way in the following.

+ BslogAge+ BsROAH+ BglogCEOAge

+ B7CEremate + BsCEOTenure + BoCEOmea+ Industrydummies+ Yeardummies+ &

Secondly, replace three-year post-issue buy-
and-hold stock returns (‘BHAR3years’) with Log
initial return (‘Log/R’), initial return, that is, the
stock return on the 1%t trading day, to test other

type of IPO performance, which is IPO under-
pricing in order to examine how it affects CEO
turnover within 5 years after the IPO offering.
This test is represented in the following model.

CEOchwithinsyears= Bo + B1|09|R+ B2CEOFounder+ PB3lnMVi + B4|0gAge+ BsROAw+ BelogCEOAge + B7CEremale
+ BgCEOTenure + fgCEOmBa+ Industrydummies+ Yeardummies+

Next, for firm IPO short-term performance,
whether it will have impact on the CEO turnover
after 1 year following the IPO launching will be

explored by the following equation. ‘CEOch1’
equals to one if CEO departures after one year
following the IPO, and equals to zero otherwise.

CEOQch1= B + P1logIR+ B,CEOFounder+ BalnMV: + B4logAge+ BsROA+ BglogCEOage + B7CEremale + BgCE-
Orenure + BoCEOwmBa+ Industrydummies+ Yeardummies+ ¢

Additionally, replace three-year post-issue buy-
and-hold stock returns (‘BHAR3years’) with the
measure of firm accounting profitability, that is,
the average net income divide by total asset in

the IPO year (ROAt) . ‘CEOch2’ equals to one if
CEO departures after two years following the
IPO, and equals to zero otherwise. This addition-
ally test is expressed in the following.
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CEOch1= Bo + Bl ROA: + BgCEOFounder"‘ l?)3|nMVt + B4logAge+ B5|OgCEOAg+ BGCEFemaIe + B7CEOTenure + BS

CEOwga+ Industrydummies+ Yeardummies+ ¢

Empirical Result Analysis Methods

This section will briefly introduce the analysis of
empirical results employed in the following chap-
ters. As an experimental research, there are a
great number of statistical techniques that can
be used to conduct. To begin with descriptive
statistical indicators, for instance, the mean, and
standard deviation, minimum and maximum of
all variables shall be interpreted in order to intu-
itionistic analysis the collected sample data. Be-
sides, this study attempts to adopt Pearson cor-
relation which contributes to highlight the linear
correlation between two variables. Therefore,
this test is simply used to investigate the associ-
ation between variables defined in the current re-
search.

Furthermore, previous researches with regard to
CEO changes recommend employing t-statistics
as well as z-statistics to examine the turnover
rates within observed companies, such as the
empirical methods conducted by DeFond and
Park (1999). They suggest that t-statistics is em-
ployed in t-tests for comparing the means, while
z-statistics is used in Wilcoxon rank-sum tests
for comparing the medians (central tendency)
among two different groups. Hence, the current
research study will follow the recommendations
from previous literature, however, is using uni-
fied p-values which it is exactly similar with the
usefulness of t-statistics and z-statistics to ana-
lyse to test the difference between mean (me-
dian) among different groups.

Table 1 Description of turnover years The table report sample frequencies of years of CEO turn-
overs. The whole sample consists of 462 firms and 173 CEO turnover events occurred within 5
years after the IPO during the period between 2003 and 2013

Year All IPOS CEO unchanged IPOs CEO changed IPOs
N % N % N %
2003 20 4.33 9 311 11 6.36
2004 64 13.85 33 11.42 31 17.92
2005 54 11.69 36 12.46 18 10.40
2006 62 13.42 36 12.46 26 15.03
2007 61 13.20 34 11.76 27 15.61
2008 8 1.73 4 1.38 4 2.31
2009 19 4.11 9 3.11 10 5.78
2010 31 6.71 20 6.92 11 6.36
2011 34 7.36 18 6.23 16 9.25
2012 50 10.82 40 13.84 10 5.78
2013 59 12.77 50 17.30 9 5.20
Total 462 100 289 100 173 100

Additionally, it is believed that logistic regression
models in this study can bring out the strongest

analysis. Following the implementations of re-
gressing CEO turnover with the dependent
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variables as well as control variables, the hy-
pothesis can be examined. And the coefficients
will provide the direction of the association be-
tween CEO turnover and its determinants, and t-
statistics and p-values will be presented to make
respond to whether accept or reject the null hy-
potheses set up in the section 2.7. The empirical
results also will be discussed in accordance with
the empirical results conducted by previous
scholars and researchers regarding CEO turno-
ver.

4. Empirical Results Analysis

4.1 Descriptive Statistics for dependent and
explanatory variables

Table 1 illustrates the sample frequencies of
CEO turnover years. CEO turnover after the IPO
issuing occurred most frequently in years 2004,
2006 and 2007, less frequently in years 2008
and 2009. For those years with high frequency

., GJEBA, 2020; 5:34

of CEO turnover within 5 years following the IPO,
this phenomenon is supposed to indicate that
the likelihood of higher CEO turnover, due to the
IPO abnormal performance. And it is not surpris-
ing for those years with lower frequency of CEO
turnover, the global financial crisis of 2008-2009
Is the sign that the economic recession has bot-
tomed out, and scholars refer to such phenome-
non as the existence of cold IPO market as doc-
umented by Ibbotson (1975) and Ritter (1984),
few growth companies concentrate on going
public during this period as the accompanying
stock market descend would in line with cold pe-
riod in the IPO marketplace. Therefore, it seems
to illustrate that the more observations of firms
that go public are undertaken in one of years
during the period between 2003 and 2013, the
more CEO replaced within 5 years following the
IPO are observed in that specific year.

Table 2 Description of turnover firms ‘industries Sample frequencies of industries of CEO turn-
over companies can be observed from tables 2. The whole sample consists of 462 firms, and 173
CEO turnover events occurred within 5 years after the IPO during the period between 2003 and
2013. Industries are classified employing criteria of the 2-Digit SIC standard industrial classification.

Industry name SIC codes All IPOS CEO unchanged IPOs  CEO changed IPOs
N % N % N %

Oil & Gas Extraction 13 17 3.68 14 4.84 3 1.73
Chemical & Allied Product 28 73 15.80 48 16.61 25 14.45
Industrial Machinery & Equip- 35 20 4.33 12 4.15 8 4.62
ment
Electronic & Other Electric 36 45 9.74 28 9.69 17 9.83
Equipment
Instruments &Related Products 38 35 7.58 24 8.30 11 6.36
Transportation & Public Utilities 42, 44-49 29 6.28 23 7.96 8 4.62
Wholesale and Retail Trading 50-52, 54, 56-59 47 10.17 43 14.88 22 12.72
Business Services 73 118 25.54 81 28.03 37 21.39
All Others 12, 14, 17, 20, 78 16.88 16 5.54 42 24.28

23-27, 29-31, 33,

34,37,70,72,75,

78-80, 82, 83, 87
Total 462 100 289 100 173 100
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Table 3 Variables Definition

Variables Definition

Dependent Variables

CEOchwithin5
and 0 otherwise

CEOchwithin3

and 0 otherwise
CEOch1
CEOch2

otherwise
CEOch3

otherwise

Independent Variables

CEO turnover within 5 years following the IPO, it equals one if CEO is replaced within 5 years after the IPO,

CEO turnover within 3 years following the IPO, it equals one if CEO is replaced within 3 years after the IPO,

CEO turnover 1 year following the IPO, it equals one if CEO is replaced 1 year after the IPO, and 0 otherwise

CEO turnover 2 years following the IPO, it equals one if CEO is replaced 2 years after the IPO, and 0

CEO turnover 3 years following the IPO, it equals one if CEO is replaced 3 years after the IPO, and 0

FirmBHAR3years Post-IPO buy-and-hold stock return for three years holding period

LogIR The logarithm of initial returns, that is, the stock return on the 1st trading day after the IPO launched

ROAt It defined as return on asset (ROA in the IPO year), which is measured as pre-tax operating income (net
income) divided by total assets.

LnMVt The logarithm natural of the market value (firm size) at the end of IPO year.

LogAge The logarithm of firm age, it measures the age of the firm in years at the time of IPO

LogCEOage The logarithm of CEO age

CEOtenure The number of years the CEO has been in the office (time working as CEO recorded in the firm).

Founder Dummy variable, it equals one if the CEO is also the firm founder, and zero otherwise.

Female Dummy variable, it equals one if CEO is female, and zero otherwise.

CEOmba

Dummy variable, it equals one if the CEO has an MBA degree, and zero otherwise.

Table 2 describes sample frequencies of indus-
tries. In this sample, companies in business ser-
vices and chemical & Allied product are most fre-
guently experience CEO turnovers within 5
years following the IPO issuing. Table 2 reports
that 21.39% of the companies are in business
service that occupied the largest proportion and
14.45% of the companies are in chemical & Al-
lied product industry in the following.

Table 3 records the definitions of independent
variables. Table 4 documents the correlation
matrix for the covariates. The most obviously
correlation coefficient is found between LnMVt
(firm size) and IPO initial return (r=.380), indicat-
ing that larger companies are likely to have
higher IPO initial return. Besides, larger compa-
nies tend to have larger return on asset of IPO
firms as shown in the correlation coefficient
shown between LnMVt (firm size) and ROAt
(r=.277). The relatively low correlation among
the covariates in Table 4 can help avoid the

issue of multi-collinearity occur in this study anal-
ysis.

Table 5 reports descriptive statistics for the sam-
ple. This table shows the IPO performance, firm
characteristics and CEO characteristics for the
completed CEO turnover sample (462 firms), the
sample with CEO turnover (173 firms), and the
sample without CEO turnover (289 firms). For
each sample in the whole table, the mean,
standard deviation, Minimum (Min) and Maxi-
mum (Max) of all variables are calculated. It is
interesting to note that CEO tenure in U.S. is
longer than CEOs in China as reported by (Kato
and Long (2006), CEO stayed with the company
roughly 5.4 years, on average in U.S listed en-
terprises.). In panel B, it can be seen clearly that
non-turnover sample has a larger mean (0.23)
and median (-0.12) IPO firm buy-and-hold stock
return for three years holding period that proxy
for the main interest variable of this study, com-
pared with the mean (-0.23) and median (-0.47)
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in CEO-turnover sample within 5 years following
the IPO issuing.

4.2 Mean Test and Wilcox Ranksum Test Re-
sult

Table 6 shows the results of mean test (t test)
and Wilcoxon ranksum tests for the sample of
CEO changes within 5 years following the IPO,
CEO changes within 3 years following the IPO,
and CEO changes after 1 year (/2years/ 3years )
after the IPO, respectively. In Panel A, for firm
IPO performance measure, there are significant

Table 4

differences in mean and median BHAR 3years
between non-turnover group and CEO-turnover
group for the sample of CEO changes within five
and within three years, respectively, following
the IPO issuing since all p-values equals to zero.
It is also consistent with the results shown in
Panel B Table 5. However, there is no difference
in mean and median LogIR between non-turno-
ver group and CEO-turnover group for the same
two sample datasets, since all p-values are
greater than 0.1.

Pearson Correlations between independent variables

FirmBHAR3years Founder InMVt LogAge
FirmBHAR3years 1
Founder -0.026 1
InMVt 0.051 0.013 1
LogAge -0.036 -0.321 0.102* 1
ROAt 0.034 -0.143 0.277*  0.229*
LogIR 0.043 0.095 0.380* -0.134
LogCEOage 0.076 -0.234 -0.052  0.242*
Female -0.023 0.03 -0.039  0.003
CEOtenure 0.064 0.377 -0.037  0.052
CEOmba -0.029 -0.156 -0.033  -0.037

ROAt LoglR LogCEOage Female CEOtenure CEOmba
1

0.115* 1

0.006 -0.1 1

-0.042 0.018 0.047 1

0.048 0.039 0.036 -0.013 1

0.043 0.072  -0.005 -0.064 -0.083 1

*denote statistical significance at the 0.1 level

For firm accounting performance measure, there
is difference in mean and median ROAt between
non-turnover group and CEO-turnover group for
the sample of CEO changes within 5 years, how-
ever, the significance level is at 10%; Further-
more, there is a significant difference for the
sample of CEO changes within 3 years, the non-
turnover sample has a larger mean and median
return on asset in the IPO year, in contrast with
CEO —turnover sample as indicated by their P-
values, at 1% significance level. Besides, for
other control variables, there are significant dif-
ferences in mean and median for both LnMVt
and CEOtenure between non-turnover group
and CEO-turnover group for the identical sample
datasets, respectively, as their P-values are
lower than 0.05, which indicate firm size is

GJEBA: http://escipub.com/global-journal-of-economics-and-business-administration/

smaller and CEO tenure is shorter, on average
(and medians) for the sample of CEO changes
within five and three years following the IPO is-
suing.

As shown in Panel B Table 6, there are signifi-
cant differences in mean and median LogIR,
ROAt, firm size and CEO tenure, respectively,
between non-turnover group and CEO-turnover
group for the sample of CEO changes after 1
year following the IPOs. And these p-values sug-
gest that for CEO-turnover group have a lower
mean and median LogIR, ROAt, LnMVt (firm
size) and CEOtenure. However, there are only
significant differences in mean and median
ROAt, LogAge, CEO tenure, respectively, be-
tween non-turnover group and CEO-turnover

group for the sample of CEO changes after 2
12
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years following the IPOs. And these p-values
suggest that for CEO-turnover group have a
lower mean and median ROA, firm age and CE-
Otenure.

Furthermore, LogIR is supposed to become a
determining factor of CEO turnover event, only
when it occurs 1 year following the IPOs, at 10%
significant level (P-value= .029). And after com-
paring the p-values of differences in the mean
and median ROAt shown for the first two

samples in Panel B, there is a more significant
difference for the sample of CEO changes after
2 years with regard to the variable of accounting
performance, at 1% significant level(P-
value=.009). However, there is no significant dif-
ference in any variables’ mean and median for
the sample of CEO changes after 3 years follow-
ing the IPOs, since all p-values are greater than
0.1.

Table 5 Panel A: Descriptive statistics for all variables This table reports the descriptive statistics
for the whole sample (462 firms, consists of 173 CEO turnover events within Syears after the IPO
offering) during the period between 2003 and 2013.

Variable Observations Mean Standard Deviation  Min Max
CEOchwithin5 462 0.375 0.485 0.000 1.000
FirmBHAR3years 462 0.058 1.099 -1.510 8.689
Founder 462 0.349 0.477 0.000 1.000
InMVt 462 6.218 1.139 2.926 11.053
LogAge 462 1.143 0.344 0.477 2.220
ROAt 462 -0.068 0.277 -4.094 0.434
LogIR 462 0.055 0.076 -0.152 0.342
LogCEOage 462 1.704 0.069 1.431 1.881
Female 462 0.030 0.172 0.000 1.000
CEOtenure 462 5.377 4.624 -0.680 40.000
CEOmba 462 0.310 0.463 0.000 1.000

Panel B: Descriptive statistics for CEO turnover and non CEO turnover within 5 years after
the IPO This table reports the descriptive statistics for CEO turnover (173 firms) and non-CEO turn-
over (289 firms) within 5 years after the IPO issuing for the whole sample (462 firms) during the

period between 2003 and 2013.

CEOchwithin5=1

Variable n Mean S.D. Min

Firmbhar3years 173 -0.23 0.85 -1.34
Founder 173 0.29 0.45 0.00
LnMVt 173 6.08 1.17 3.25
LogAge 173 1.16 0.36 0.48
ROALt 173 -0.09 0.37 -4.09
LogIR 173 0.05 0.07 -0.15
LogCEOage 173 1.72 0.07 1.49
Female 173 0.03 0.17 0.00
CEOtenure 173 4.69 4.04 -0.68

GJEBA: http://escipub.com/global-journal-of-economics-and-business-administration/

----------- Quantiles -----------

.25 Mdn .75 Max

-0.71 -0.47 0.11 3.72

0.00 0.00 1.00 1.00

541 5.95 6.74 10.92
0.90 1.08 1.34 211

-0.14 0.00 0.05 0.27

0.00 0.04 0.09 0.28

1.68 1.72 1.76 1.88

0.00 0.00 0.00 1.00

1.97 3.90 6.21 23.00
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CEOmba 173 0.32 0.47 0.00 0.00 0.00 1.00 1.00
CEOchwithin5=0
----------- Quantiles -----------
Variable n Mean S.D. Min .25 Mdn .75 Max
Firmbhar3years 289 0.23 1.20 -1.51 -0.52 -0.12 0.64 8.69
Founder 289 0.38 0.49 0.00 0.00 0.00 1.00 1.00
LnMVt 289 6.30 1.12 2.93 5.59 6.28 6.88 11.05
LogAge 289 1.13 0.34 0.48 0.90 1.04 1.28 2.22
ROAt 289 -0.05 0.20 -1.13 -0.11 0.01 0.06 0.43
LogIR 289 0.06 0.08 -0.11 0.00 0.04 0.10 0.34
LogCEOage 289 1.69 0.07 1.43 1.65 1.69 1.74 1.86
Female 289 0.03 0.17 0.00 0.00 0.00 0.00 1.00
CEOtenure 289 5.79 4.90 -0.19 2.25 4.93 8.00 40.00
CEOmba 289 0.30 0.46 0.00 0.00 0.00 1.00 1.00

Table 6 T-tests and Wilcoxon Ranksum tests are employed to examine whether or not the difference
of means and medians are different from zero. Test of difference in mean and median between two
samples of CEO unchanged and CEO changed within 5years (or within 3 years) OR after 1 year/
2years/ 3years) following the IPO are based on t-tests and Wilcoxon Ranksum tests, they are doc-
umented in Panel A and Panel B, respectively. N denotes the number of observations.

Panel A

Firm and CEO char-

acteristics

N

Mean

CEO unchanged IPOs

Median

CEO changes within 5 years following the IPO

BHAR3years
LogIR

ROALt

LnMVt
LogAge
LogCEOage

CEOtenure

289
289
289
289
289
289
289

0.23
0.06
-0.05
6.31
1.13
1.69
5.79

-0.12
0.04
0.01
6.28
1.04
1.69
4.93

CEO changes within 3 years following the IPO

BHAR3years
LogIR

ROAt

LnMVt
LogAge
LogCEOage

CEOtenure

343
343
343
343
343
343
343

0.18
0.06
-0.05
6.27
1.15
1.70
5.73

-0.14
0.04
0.02
6.24
1.08
1.70

4.45

CEO changed IPOs

173
173
173
173
173
173
173

119
119
119
119
119
119
119

Mean

-0.23
0.05
-0.09
6.08
1.16
1.72
4.69

-0.29
0.05
-0.12
6.06
1.13
1.72
4.35

Median

-0.47
0.04
0.05
5.95
1.08
1.72
3.90

-0.56
0.04
-0.01
5.96
1.04
1.72
3.97

Difference
in mean

(p-value)

0.000
0.118
0.097
0.020
0.812
0.999
0.007

0.000
0.399
0.009
0.042
0.325
0.996
0.002

Difference
in median

(p-value)

0.000
0.812
0.500
0.025
0.411
0.000
0.013

0.000
0.524
0.022
0.076
0.520
0.003
0.057
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Panel B

Firm and CEO charac- CEO unchanged IPOs CEO changed IPOs Differ- Difference
teristics ence in in median
mean
N Mean Median N Mean Median (p-value) (p-value)

CEO changes after 1 year following the IPO

LogIR 441 0.06 0.04 21 0.02 0.04 0.029 0.284
ROAt 441 -0.06 0.01 21 -0.17 -0.13 0.038 0.041
LnMVt 441 6.25 6.22 21 5.49 5.56 0.001 0.005
LogAge 441 1.14 1.04 21 1.18 1.15 0.690 0.397
LogCEOage 441 1.70 1.71 21 1.71 1.72 0.607 0.590
CEOtenure 441 5.49 4.37 21 3.07 2.73 0.010 0.008
CEO changes after 2 year following the IPO

LogIR 404 0.05 0.04 58 0.06 0.04 0.697 0.510
ROAt 404 -0.06 0.01 58 -0.15 -0.01 0.009 0.112
LnMVt 404 6.23 6.21 58 6.15 6.05 0.326 0.585
LogAge 404 1.15 1.08 58 1.08 0.98 0.055 0.054
LogCEOage 404 1.70 1.71 58 1.72 1.72 0.918 0.165
CEOtenure 404 5.51 4.22 58 4.42 4.20 0.046 0.458
CEO changes after 3 year following the IPO

LogIR 422 0.05 0.04 40 0.06 0.05 0.653 0.314
ROAt 422 -0.07 0.01 40 -0.05 0.00 0.667 0.863
LnMVt 422 6.22 6.18 40 6.23 6.19 0.521 0.973
LogAge 422 1.14 1.04 40 1.19 1.13 0.791 0.518
LogCEOage 422 1.70 1.70 40 1.73 1.74 0.987 0.011
CEOtenure 422 5.42 4.22 40 4.90 4.23 0.250 0.889

4.3 Logit Regression Results

Table 7 includes the results of logit estimation of
the first two regression models employing both
FirmBHARS3years as assess of IPO firms’ perfor-
mance in the previous years. It examines the re-
lationship between IPO firms’ performance in the
long run and subsequent CEO turnover. The re-
sults show a significant negative correlation be-
tween CEO replaced both within 5 years or 3
years after the IPO and IPOs firm buy-and-hold
stock return for three years holding period, since
the coefficient estimates reported in Table 7 are
negative. The results of the logit regression mod-
els reject the null hypothesis, and provide strong

evidence to support the alternative hypothesis in
Hypothesis 1 since both t values and p-values of
these two results are at 1 % significant level. Be-
sides, the results in Table 7 provide evidence to
support that there is also a significant associa-
tion between CEO turnover within 5 years or
within 3 years following the IPO and return on
asset in the firm IPO year, respectively, both of
them at 5 % significant level.

Additionally, for control variables, the result in
Row (6) Table 7 finds that there is a significant
positive relationship between CEO turnover
within 5 years or within 3 years following the IPO
and LogCEOage. The result in Row (8) also
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suggests that CEOtenure is negatively relatedto LogAge, Female and CEOmba show no correla-
his/her turnover within 3 years after the IPO, at tion with CEO turnover within 5 years or within 3
5% significant level. Nevertheless, other varia- years following the IPO, at any specified signifi-
bles controlled in these two regression models cant level.
shown in Table 7, such as Founder, LnMVt,

Table 7 This table reports the empirical results of examining whether the 3-year post-issue buy-and-
hold stock return can lead to CEO turnover within 5 years and within 3 years, respectively, after the
IPO issuing. This logit regression controls for both CEO characteristics and firm characteristics that
are supposed to be correlated with CEOchwithin5. The variables used for matching also include
industry fixed effect with industry classification according to two-digit SIC codes, as well as year
fixed effect, and consequently, the final sample in this logit regression consist of 438 and 435 ob-
servations, respectively, during the period between 2003 and 2013. Superscripts ***, ** * correspond
to statistical significance at the 1, 5 and 10 percent levels, respectively. The t- statistics and p-values
are presented in parentheses and bracket, respectively, below coefficient estimates. Standard er-
rors are adjusted for heteroscedasticity.

CEOchwithin5 =B0 +B1PostIPOBHAR3years +B2CEOFounder +B3 In MVt +B4logAge +B5ROA¢ +Bglog-
CEOAge +B7CEOFemale +B8CEOTenure +B9CEOMBA +Industrydummies +Yeardummies +&

CEOchwithin3 =B0 +B1PostIPOBHAR3years +B2CEOFounder +B3 In MVt +B4logAge +B5ROAt +B6log-
CEOAge +B7CEOFemale +B8CEOTenure +B9CEOMBA +Industrydummies +Yeardummies +¢

Dependent Variable CEO changes within 5 years following CEO changes within 3 years following the

the IPO issue IPO issue
Independent Variable QOutcome
BHAR3years -0.494*** -0.51 1%
(-3.32) (-2.60)
[0.001] [0.009]
Founder -0.162 -0.215
(-0.54) (-0.65)
[0.589] [0.515]
LnMVt -0.043 -0.069
(-0.34) (-0.52)
[0.732] [0.604]
LogAge -0.175 -0.413
(-0.44) (-0.95)
[0.661] [0.340]
ROAt -1.539** -1.752**
(-2.12) (-2.43)
[0.034] [0.015]
LogCEOage 6.220*** 5.604**
(3.03) (2.48)
[0.002] [0.013]
Female -0.146 -1.084
(-0.23) (-1.13)
[0.816] [0.259]
CEOtenure -0.036 -0.072**
(-1.09) (-2.10)

GJEBA: http://escipub.com/global-journal-of-economics-and-business-administration/

16



Guanyu Chen et al., GJEBA, 2020; 5:34

[0.276] [0.036]
CEOmba 0.118 0.11
(0.46) (0.40)
[0.647] [0.686]
Intercept -10.296*** -0.824***
(-2.66) (-2.41)
[0.008] [0.016]
Industry and Year Fixed Effect YES YES
Model Pseudo R square 0.178 0.167
Number of observations 438 435

Table 8 As shown panel B in Table 6, there is a significant difference in the log of IPO initial return
between CEO turnover group and CEO non-turnover group for the sample of CEO turnover 1 year
after the IPO issued. This table reports the empirical results of examining whether or not the initial
return on the IPO first trading day is correlated with CEOch1. The variables used for matching also
include industry fixed effect with industry classification according to two-digit SIC codes, as well as
year fixed effect. And the indicator variable of female coefficient result is zero in this test. Due to the
industry and year fixed effect as well as the female variable omitted, consequently the final sample
in this logit regression consists of 314 observations during the period between 2003 and 2013. Su-
perscripts ***, ** * correspond to statistical significance at the 1, 5 and 10 percent levels, respectively.
The t- statistics and p-values are presented in parentheses and bracket, respectively, below coeffi-
cient estimates. Standard errors are adjusted for heteroscedasticity.

CEOchwithin5 =0 +B1 log IR +B2CEOFounder +B3 In MVt +B4logAge +B5ROAt +B6logCEOAge +B7CEOFemale
+B8CEOTenure +P9CEOMBA +Industrydummies +Yeardummies +e

CEOch1 =Bo +P1 log IR +B2CEOFounder +B3 In MVt +B4logAge +B5ROAt +B6l0gCEOAge +B7CEOFemale
+B8CEOTenure +P9CEOMBA +Industrydummies +Yeardummies +¢

Dependent Variable

CEO changes within 5 years following CEO changes after 1 year following

the IPO issue the IPO issue
Independent Variable Outcome
LogIR -0.474 -2.755
(-0.28) (-0.86)
[0.783] [0.389]
Founder -0.041 -0.4723
(-0.14) (-0.49)
[0.887] [0.626]
LnMVt -0.408 -0.676**
(-0.31) (-2.37)
[0.759] [0.018]
LogAge -0.182 1.056
(-0.45) (-1.06)
[0.651] [0.288]
ROAt -1.487* 0.107
(-2.18) -0.230
[0.029] [0.816]
LogCEOage 6.318*** -1.025
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(-3.12)
[0.002]
-0.206
(-0.34)
[0.736]
-0.046
(-1.45)
[0.147]
0.173

-0.68

[0.494]

YES
0.150
438

CEOtenure

CEOmba

Intercept

Industry and Year Fixed Effect
Model Pseudo R square

Number of observations

(-0.25)
[0.802]
-0.2419%
(-2.70)
[0.007]
0.182
(-0.31)
[0.755]
4.359
-0.560
[0.573]

YES
0.264
314.000

Table 8 includes the results of logit estimation of
the regression models using LogIR as measure
of IPO firms’ performance. It examines the rela-
tionship between IPO firms’ performance in the
short term and subsequent CEO turnover. The
first main result of this table documents there is
no association between CEO dismissed within 5
years and IPO firms’ initial return on the first trad-
ing day. Furthermore, although in Panel B table
6, which it suggests LogIR can be distinguished
between the non-CEO turnover group and the
CEO replaced group after 1 year following the
IPO, the second main result of Table 8 repre-
sents that there is also no relationship between
CEO turnover after one year following the 1PO
and initial return of IPO firms, at any specified
significant level. These results provided a strong
demonstration that there is no significant link be-
tween CEO replaced and IPO performance,
which it is measured by initial return on the 1st
trading day.

Besides, for accounting performance measure,
the results provide evidence to support that there
is also a significant association between CEO
turnover within 5 years following the IPO and re-
turn on asset in the firm IPO year, respectively,
at 5 % significant level. However, there is no sig-
nificant correlation between return on asset in
the IPO year and CEO changes after one year
following the IPO, since the p-value of this

indicator (.816) approaches to 1, which it is not
statistically significant.

Additionally, the results find that there is a signif-
icant positive relationship between CEO turno-
ver within 5 years following the IPO and LogCE-
Oage, at 1% significant level, which it is con-
sistent with the results shown in Table 7; The re-
sult in Row (7) suggest that CEOtenure is nega-
tively related to his/her turnover after one year
following the IPO, at 1% significant level. Com-
bined with the same indicator’s result shown in
Table 7, long CEO tenure is negatively related to
his/ her turnover within 3 years after the IPO,
particularly (significantly) related to his/ her turn-
over after one year following the IPO. The results
show that LnMV1t (firm size) is negatively associ-
ated with CEO changes after one year following
the IPO, at 1% significant level. However, other
variables controlled in these two regression
models as illustrated in Table 8 such as Founder,
LogAge, Female and CEOmba show no correla-
tion with CEO turnover within 5 years or after
one year following the IPO, at any specified sig-
nificant level.

Table 9 includes the results of logit estimation of
the additionally regression models adopting
ROAt as evaluation of IPO firms accounting per-
formance in the IPO year. This table illustrates
that CEO turnover after two years following the
IPO launching is negatively correlated to the re-
turn on asset in the IPO year, at 5% significant
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level. However, according to Table 8 there is no
significant relationship between CEO turnover
after one year following the IPO issuing and re-
turn on asset in the IPO year, at any significant
level. And this result is supposed to be result
from the evidence shown in the first two samples
in Panel B Table 6, ROAt has a larger significant

., GJEBA, 2020; 5:34
years. Combined with the results provided in the
previous two tables, those results suggest there
Is statistically significant relationship between
ROA in the IPO year and CEO turnover within 5
or 3 years after the IPO, specifically, after the
two years following the IPO rather than in the
IPO year.

difference the sample of CEO changes after 2

Table 9 As shown panel B in Table 6, there is a significant difference in the ROAt between CEO
turnover group and CEO non-turnover group for the sample of CEO turnover 2 year after the IPO
issued. This table reports the empirical results of investigating whether return on asset (ROA in the
IPO year, described as ROAt) can lead to CEO turnover after 2 year following the IPO issuing. This
logit regression controls for both CEO characteristics and firm characteristics that are supposed to
be correlated with CEOch2. The variables used for matching also include industry fixed effect with
industry classification according to two-digit SIC codes, as well as year fixed effect and consequently
the final sample in this logit regression consists of 388 observations during the period between 2003
and 2013. Superscripts ***, ** * correspond to statistical significance atthe 1, 5 and 10 percent levels,
respectively. The t- statistics and p-values are presented in parentheses and bracket, respectively,
below coefficient estimates. Standard errors are adjusted for heteroscedasticity.

CEOch2 =B0o +B1ROAt +B2CEOFounder +B3 In MVt +B4logAge +B510gCEOAge +B6CEOFemale +B7CE-

OTenure +B8CEOMBA +Industrydummies +Yeardummies -+

Dependent Variable: CEO changes after 2 years following the IPO issue

ROAt Founder LnMVt LogAge LogCEOage Female
-1.364*  0.482 0.152 -1.224%* 6.343* -0.227
(-1.99) (1.17) (0.94) (-2.05) (2.22) (-0.19)
[0.047] [0.241] [0.348] [0.040] [0.026] [0.026]

Model Pseudo R square: 0.176

Number of observations: 388

CEOtenure CEOmba Intercept Industry and Year Fixed Ef-
fect

-0.080 0.544 -12.520* YES

(-1.62) (1.54) (-2.30) YES

[0.104] [0.124] [0.021] YES

4.4 Empirical Results Discussion

4.4.1 IPO Performance & Accounting Perfor-
mance and CEO Turnover

This study mainly provides strong empirical evi-
dence to probe the usefulness of IPO long term
underperformance is a key determinant of CEO
departure decisions. They show firms CEO turn-
over within five or three years following the IPOs
respond significantly to poor company perfor-
mance as captured by IPOs firm buy-and-hold
stock return for three years holding period, as
described in Table 7, the result is consistent with
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prior evidences documented in the following,
Coughlan and Schmidt (1985) who report that
the stock price performance of firms is negatively
related to the likelihood of a change in CEO po-
sition, Warner, Watts and Wruck (1988) who find
that company with poor share return tend to re-
place their CEO, president as well as chairman,
Murphy and Zimmerman (1993) and Kang and
Shivdasani (1995) observe that bad perfor-
mance forces CEO replaced decisions (discipli-
nary turnover) by the board. Furthermore, it con-
firms a similar empirical result of Depperu,
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Fabrizi and Ghezzi (2013) who suggest that
CEO replaced is negatively associated with
post-IPO performance in Italia by employing the
U.S. sample data in this research.

However, this study provides empirical evidence
to support that there is no influence of IPO short
term performance (initial return) on the matter of
CEO replacement, this result correspond with
(Chang and Wong (2009) who document that
there is no correlation between CEO turnover
and the performance of firms which operate prof-
itably. Furthermore, Ritter and Welch (2002) and
Lowry, Officer and Schwert (2010) contend that
the volatility of initial return fluctuates dramati-
cally over time. It is therefore expected that CEO
is not directly responsible for the extraordinary
IPO initial return with greatly changes over time.

The regression results also provide empirical ev-
idence with regard to the usefulness of account-
ing measure in the question of CEO turnovers.
ROA is widely employed in previous research
that examined accounting ratios as documented
by Harrison, Torres and Kukalis (1988) and
Shen (2000). ROA in the IPO year is found to
have negative association with turnovers within
5 (3) years following the IPO, as interpreted in
the logit regression results of additional hypoth-
esis testing. The negative correlation found is
consistent with the previous literature which indi-
cates that the firm performance could be re-
flected in the succeeding diminution of return on
assets, and consequently, drives a CEO turno-
ver Coughlan and Schmidt (1985). Furthermore,
there is a statistically significant correlation be-
tween ROA in the IPO year and CEO turnover
after two years following the IPO as shown in Ta-
ble 9, suggesting that CEO replacement deci-
sions tend to be affected by historical perfor-
mance rather than by contemporaneous com-
pany performance.

The results of this study discussed above can be
consistent with the literature from different per-
spectives. When the firms’ directors appoint a
nominee for CEOs, the main concerns shall be
their business experience and professional edu-
cation background that could make contributions

to firm performance and maximum the benefits
of shareholders. Successor of a CEO can pro-
mote the firm value (powerful CEO turnover ef-
fect); and consequently, CEO turnover rate can
be higher when the firm performs poorly, as doc-
umented by Helmich (1974) and Furtado and
Rozeff (1987). Besides, Grusky (1963) assert
that if the CEO is replaced due to the firm poor
performance, however, a new successor is sup-
posed to have little experience with firms’ busi-
ness culture in general, consequently, the firm
performance get worse aggravated by stressed
and separate internal relations, which in turn
such vicious circles drives the stock price de-
clines, and consequently, CEO turnover rate
continues to become higher due to the firm un-
derperformance. The empirical results of this
study suggest that CEO turnover can be nega-
tively affected by the IPO firms long term under-
performance and the weak ROA in the IPO year
can be explained by those arguments, and the
empirical study conducted by Beatty and Zajac
(1987) is consistent with Grusky (1963).

4.4.2 CEO and Firm Characteristics & CEO
Turnover

The regression result suggests that CEO turno-
ver within 5 (3) years following the IPO is posi-
tively related to CEO age in U.S., which it is con-
sistent with Murphy and Zimmerman (1993),
Weisbach (1988) and Gibbons and Murphy
(1990), who contend that there is a strong rela-
tion between CEO turnover and CEO age. This
result indicates that IPO listed firms in U.S. are
likely to employ young CEOs rather than aged
CEOs on a board in order to enhance the effec-
tiveness of the objectives implementation in the
long run, while aged CEOs tend to be dismissed
or changed to another positions such as chair-
man to improve the capacity of management
CEO as well as the function of consultant. Nev-
ertheless, shareholders may establish a retire-
ment policy in place for the purpose of replacing
the elderly and less competitive CEOs, and man-
datory retirement polices is an additional reason
for proving the age-turnover relation nonlinear,
CEO age approximately 65 tend to normal
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retirement (non-disciplinary turnover), as docu-
mented by Goyal and Park (2002). And the find-
ing of this study with regard to CEO age is totally
different with the empirical results documented
by Firth, Fung and Rui (2006), who suggest that
CEO age has no association with turnover by in-
vestigating CEO departures in China. Further-
more, it has an inverse finding with the empirical
research conducted by Jensen and Murphy
(1990).

CEO tenure can be regarded as a proxy for man-
agement entrenchment; it is similar with CEO
ownership. It seems to be concluded that if the
CEO has more abilities and power, it would be
less sensitivity exists in the association between
CEO dismissals and firm performance as con-
tended by Horner (2010). Evidence obtained
from this study by employing US data sample
show that CEO tenure is negatively related the
likelihood of CEO turnover within three years af-
ter the IPO issuing. This evidence suggests that
the boards have a lower probability of disciplin-
ing the CEOs for bad performance since boards
with longer tenure CEOs have got trapped in the
mind-set that CEO can be irreplaceable. This
empirical result is supported by Salancik and
Meindl (1984), who contend that CEOs with
longer tenure could have built a power founda-
tion over time, indicating that there is negatively
association between CEO turnover and his ten-
ure.

Firm size is negatively related to the CEO depar-
ture after one year following the IPO, it is con-
sistent with Coles, Daniel and Naveen (2008),
who contend that firm size is supposed to have
ambiguous expected influence on the probability
of CEO departure, CEOs at larger companies,
ceteris paribus, and demand more complicated
skill-sets, hence, they tend to more difficult to re-
place. Furthermore, it is in line with Offenberg
(2009) to some degree, who document that there
is no evidence that the likelihood of CEO turno-
ver in small companies is greater than in large
companies.

Other control variables in the area of CEO char-
acteristics in this study did not receive any

., GJEBA, 2020; 5:34

significant support. This study provides a con-
trary view with the previous empirical research
for the control variable of Founder; it is contrast
to the view as documented by Mitsuhashi and
Welbourne (1999), who hypotheses that founder
CEOs may have no experience in managing the
firms which have approached to the IPO stage,
and consequently, it is expected that going pub-
lic is an additional chance for founder-CEOs to
be assessed through external factors, founder-
CEOs tend to depart from the firm following the
IPO issuing since there is a question of whether
or not the founder-CEOs have enough ability to
continue to direct the company to the post-IPO
stage. This study provide the evidence to sup-
port that being the founder of the firm has no in-
fluence on CEO dismissals, this finding suggest
a practical implication that if founder-CEOs lead
the firm to the point of IPO stage, then they are
supposed to have sufficient capacity to lead the
company, arriving at the next moment of growth.

The results in this study regarding the variable of
CEOmba is consistent with Huson, Parrino and
Starks (2001) and Bhagat and Bolton (2008), it
would not suggest CEO education have a signif-
icant impact on whether or not a CEO will be re-
placed since the t-statistics of CEOmba variable
is not statistically significant. CEO education ap-
pears to be not systematically related with CEO
turnover, it has insignificant role on making the
decisions to remove the current CEOs from their
original position.

The influence of gender on CEO turnover has re-
ceived relatively little research attention as ar-
gued by Hill, Upadhyay and Beekun (2014). In
this study, there is no regression result show the
significant relationship between the gender of
CEO and CEO replacement. Lewis (1992) pro-
vide the empirical evidence to support the result
of this study that there is no significant difference
in turnover rates between male and female by
investigating managers who worked for federal
civil service in the U.S. Besides, this finding has
an inverse perspective with the research investi-
gating the frequency of female CEOs dismissal
that conducted by Lyness and Judiesch (2001).
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And consequently, the gender bias will have no
influence when making the decisions to change
CEOs.

5. Conclusion
5.1 Review of Findings

This study is mainly conducted with the US sam-
ple data of 463 IPO firms including 173 (119)
turnover events within 5 (3) years after the IPO
issuing that happened during the period from
2003 to 2013. This study considers the firms that
experienced firm performance-induced CEO
turnover and examines the relationship between
IPO performance and CEO turnover. This paper
presents strong evidence to support that IPO
long-term abnormal returns have a negative sta-
tistically significant influence on the occurrence
of subsequent CEO turnovers within 5 (3) years
after the IPO launching. However, for IPO short-
term initial return, it has no significant correlation
with the CEO changes, even after one year fol-
lowing the IPO. The main highlight of this re-
search provides a comparatively innovative area
of the firm performance captured by IPO perfor-
mance; it attracts little attention in the previous
researches of their connections with CEO dis-
missals. The empirical results are, in concept,
consistent with the reasons lead to CEO depar-
tures and are in accordance with the perspec-
tives of the previous research achievements that
firm financial performance can be regarded as
the antecedent of CEO turnovers, as typically
documented by Warner, Watts and Wruck
(1988), Weisbach (1988) and Murphy and Zim-
merman (1993). This study mainly concludes
that CEO turnovers are affected by worsening
phenomenon of the IPO abnormal underperfor-
mance in the long run, however, irrelevant to
short-term initial return.

Besides, in terms of firm performance, this study
contributes to the existing literature to investi-
gate the association between accounting perfor-
mance and CEO turnover by employing sample
data of the recent years. And empirical results
show that accounting performance captured as
return on asset deteriorates prior to CEO turno-
ver, and it is negatively associated with the

subsequent CEO changes. It is consistent with
the very representative researches conducted
by Coughlan and Schmidt (1985) and Engel,
Hayes and Wang (2003). Additionally, it ex-
plores what other factors (such as CEO age, ten-
ure, education, founder status, gender, firm age,
and firm size) influence the CEO changes. It is
interesting to find aged CEO is likely to be re-
placed, which followed by Brickley (2003). How-
ever, the existence of mandatory retirement pol-
icy is a resistance force to support this linear cor-
relation. It is also interesting to note that longer
CEO tenure matters with respect to the reasons
for turnover, and the CEOs of larger IPO firms
are difficult to replace. While the reminders of
CEO and firm characteristics deliberated in this
research did not have any statistically significant
influence on CEO turnovers.

5.2 Managerial Implications

The phenomenon of CEO turnover has become
a topic that received much interest. Scholars, re-
searchers and practitioners have paid a great
amount attention on dealing with corporate gov-
ernance issues. The increased probability of
CEO turnover following the IPO in the long term
as supported by the principle hypotheses of this
study could encourage some companies to the
decisions not to go public. CEOs as their per-
spectives, should take the choice of listing their
companies into seriously consideration since it
would impose a profound impact on their own
position following the IPOs. Furthermore, CEO
shall be responsible for the firm performance in
the long run, rather than be responsible for the
extraordinary return with greatly changes over
time in the short run.

Besides, According to Kato and Long (2006),
who considered CEO dismissals and its associ-
ation with firm performance presents a crucial
assessment of how efficiently a company can
tackle with severe problems. First, make media-
tion between separate interests of CEOs and
shareholders. Then, make the interests of major
shareholders compatible with minor sharehold-
ers. It is therefore expected that the chances of
CEO turnover can be lowered if CEOs have
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enough capacity to mediate these two major
problems since they are essential components
of being trusted. On the contrary, the failure of
the CEO exacerbates IPO firm performance and
subsequently the likelihood of a CEO turnover is
greater as a result from shareholders or boards
dissatisfaction with the performance of CEO.
Hence, CEO turnover plays an important role in
the developments of enterprises Chang and
Wong (2009).

Additionally, it is consistent with the previous
scholars, Engel, Hayes and Wang (2003) and
Smith, Wright and Huo (2008), they indicate that
when making important decisions, accounting
information should take into serious account at
the firm. Investigations on the variable ROA pre-
sent it have significant association with CEO
turnovers and it is in line with the findings docu-
mented by Shen (2000), who contend the im-
portance of ROA and CEO turnover. Further-
more, ROA in the IPO year has a significant re-
lationship with CEO departures after two years
following the IPOs, rather than the IPO year, in-
dicating an implication that CEO replacement
decisions tend to be affected by historical perfor-
mance rather than by contemporaneous com-
pany performance.

As the discussions above, the conclusion would
be drawn to emphasize that IPO performance in
the long run and historical accounting infor-
mation can be regarded as crucial sources that
to be deliberated when making important deci-
sions with regard to the sustainability of execu-
tives’ employment, such as CEO retention or ter-
mination.
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