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Abstract. This study investigates CEO turnover and corporate performance relation-
ship as a measure of the effectiveness of a corporate governance system. The impact of
different financial accounting regimes on the turnover/performance relationship is also
analyzed. If systems replace poorly performing managers, they are considered as not inef-
fective. The results provide evidence that corporate governance systems with poor govern-
ance characteristics may not be ineffective, due to the existence of alternative governance
mechanisms. The disciplinary CEO turnover is found to be more strongly associated with
corporate performance compared to voluntary CEO turnover, whereas in the IFRS sub-
sample the relationship is stronger with contemporaneous performance measures.
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1. Introduction

Corporate governance comprises the set of institutional and market-based mechanisms
that induce self interested managers to maximize the value of the firm on behalf of
its shareholders (Denis 2001; Denis, McConnell 2003). Thus, corporate governance
broadly refers to the mechanisms by which companies are controlled, directed, made
accountable, and governed (Macey 1997; Peck, Ruigrok 2000).

Studies of corporate governance systems point out both the strengths and the weak-
nesses of different corporate governance systems that utilize mechanisms in different
ways. However, Shleifer and Vishny (1997) state that, there is no theory or body of
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evidence which points to one particular system as being more effective than all others.
In compliance with this point, it is also well-documented that these systems are in con-
vergence (Carati, Tourani-Rad 2000; Miller 2003; Perotti, von Thadden 2003).

There is neither consensus on the factors that determine the optimal corporate govern-
ance structure, nor any “one-size-fits all” structure (Rubach, Sebora 1998; Denis 2001;
Denis, McConnell 2003; Yoshikawa, Phan 2003). It can therefore be concluded that
every system should be evaluated and improved on an individual basis. Therefore, the
focus of attention should be diverted to the measurement of the effectiveness of the cor-
porate governance systems, thus, the emphasis should be on the only visible corrective
action to be taken when there is a corporate governance problem, i.e., the dismissal of
the CEO (Suchard ef al. 2001).

In light of the above explanations, the present study mainly aims to investigate the ef-
fectiveness of the Turkish corporate governance system by analyzing the relationship
between CEO turnover and corporate performance. The second goal of the paper is to
analyze the effects of different accounting regimes on this relationship, and hence, on
the effectiveness of the corporate governance system. It should be kept in mind that a
significant negative relationship only points to corporate governance system not being
ineffective, and that such a relationship on its own cannot prove the contrary, that it is
effective (Gibson 2003; Macey 1997, 1998). However, a strengthened relationship due
to the change in the accounting regime points to possible steps for further improvement.

The role of accounting information in the corporate governance process is crucial ac-
cording to Bushman and Smith (2001), who define this role as use of accounting data
in control mechanisms to promote the efficient governance of corporations. Similarly,
Sloan (2001) highlights the role of accounting in providing the necessary information
for most of the governance mechanisms.

The present paper extends the literature by comparing the sensitivity of CEO turnover
to performance measures derived from different accounting regimes. Since our account-
ing data set provides accounting-based performance measures based on historical cost
and International Financial Reporting Standards (IFRS), we are enabled to perform a
comparative analysis. It is expected that our analysis will contribute to the discussion
of adoption of different accounting regimes. To the best of our knowledge, this type of
comparison has been very scarce in the literature.

The remainder of the paper is structured as follows. The first section is devoted to a
brief discussion of the Turkish corporate governance system. In the second section, the
research background is provided and the hypotheses are formulated. Following this, the
sample, the data, variables and the statistical methods are introduced. The discussion of
the empirical findings succeeds their presentation. The last section concludes.

2. Turkish corporate governance system

As La Porta et al. (1998) and Graff (2008) state, Turkey is a civil law country and the
emphasis is on the controlling shareholders rather than capital markets. Ararat and Ugur
(2003) list the characteristics of the Turkish capital market as having low liquidity, high
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volatility, high cost of capital and limited new capital formation. The capital market is
not perceived as a source of funds and one of the key corporate governance issues is
developing an equity culture (Institute of International Finance 2005).

Ararat and Ugur (2003) also conclude that the shortcomings in the legal and regulatory
framework increase the risks of investing in the Turkish capital market. Their argument
supports La Porta et al. (1998), who rate Turkey two on a scale of six in a 40 country
assessment with respect to shareholder rights. Moreover, as the OECD (2003) points
out, changes in corporate organizations have led to reforms in Turkish corporate law.
Turkey is still in the process of reforming its institutional and legal structures.

A committee including experts from Istanbul Stock Exchange (ISE) and Turkish Cor-
porate Governance Forum was assembled by Capital Markets Board (CMB) and issued
“Corporate Governance Principles of Turkey” in June 2003. CMB also issued a decree
(series IV and number 41) in March 2008 regarding requirements on forming the neces-
sary organizational structures for improving corporate governance and information dis-
closure. There are also currently 31 listed companies with corporate governance ratings.
The ISE also publishes an ISE Corporate Governance Index. The Corporate Governance
Association of Turkey, established in 2003 to promote corporate governance, has been
actively organizing conferences, seminars and workshops, as well as publishing books,
reports, and a journal.

Shleifer and Vishny (1997) argue that when there is poor investor protection in a mar-
ket, in order to avoid the negative outcomes of such circumstance, countries develop
substitute corporate governance mechanisms, such as concentrated ownership, manda-
tory dividends and legal reserve requirements, all of which exist in Turkey. Yurtoglu
(2000), Demirag and Serter (2003) investigating the ownership structure as an alterna-
tive corporate governance mechanism in Turkey, describe the ownership structure as
pyramidal and concentrated.

Demirag and Serter (2003) further provide a thorough analysis of the ownership struc-
ture of 100 Turkish firms and conclude that family ownership is common and these
firms tend to acquire a bank in the later stages of their development. In contrast to La
Porta et al. (1998)’s argument that concentrated ownership structures act as substitutes
for markets for corporate control, Yurtoglu (2000) and Géneng (2004) provide evidence
that this structure negatively affects the corporate performance, and its expected role
as an alternative disciplinary corporate governance mechanism does not translate into
increased firm value in Turkey.

Kula (2005), on the other hand, taking a different approach, investigates smaller, un-
listed companies. He concludes that the separation of chairman and general manager
positions in these firms is reflected positively in corporate performance.

Similarly, Balic and Ararat (2007) administered a survey as the third phase of the Turk-
ish transparency and disclosure study. Their study has shown that companies have not
been able to maintain initial efforts to improve disclosure levels following the issuance
of the corporate governance principles in Turkey. They argue that the “disclosure that
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goes beyond regulatory and legal requirements has not continued to develop” and “the
scores seem to converge around the disclosure required and captured by IFRS”.

In sum, the characteristics of the Turkish corporate governance system can be listed
as concentrated ownership, pyramidal structures, family-owned companies, and low
investor protection.

3. Research background and hypotheses development

Shareholders in both emerging markets and developed markets are willing to pay a pre-
mium for good governance standards (Campos et al. 2002). Thus, the establishment of
an effective corporate governance system is essential. In order to assess the performance
or effectiveness of a corporate governance system, instead of investigating the corporate
governance mechanisms themselves, it would be more instructive to focus on corporate
governance outcomes (Macey 1997, 1998; Gibson 2003). It is well-documented that
even though the corporate governance mechanisms vary across countries, the outcomes
are similar (Kaplan 1994; Gibson 2003). Hence, all corporate governance systems, no
matter how they are structured, aim to reduce the agency conflicts inherent in the mod-
ern corporation.

Zingales (1994), Macey (1997, 1998) and Chung and Kim (1999) all suggest the fol-
lowing three methods to empirically measure the effectiveness of corporate governance
systems: i) determining the level of the private benefits of control measured by the
voting premium paid by investors; ii) determining the willingness of entrepreneurs to
make initial public offerings of stock; and iii) analyzing the functioning of internal and
external markets for corporate control. That is, the premium paid by investors for vot-
ing stock can be used as a signal of poor governance since it proves that the investors
receive private benefits of control; the investors will be more willing to purchase the
stock of companies that go public when the governance system is perceived as effective;
if the market for corporate control functions efficiently, poorly performing managers
will be replaced.

Even though all three measures should be considered together to determine the ef-
fectiveness of a corporate governance system, the focus of many previous studies, as
well as the present one has been the functioning of internal and external markets for
corporate control. Macey (1997) and Manne (1965) argue that it is more advantageous
to replace inefficient management in the case of poor corporate performance through
a takeover scheme or through appointments of new management rather than through
costly bankruptcy proceedings. Within this context, the performance of a corporate
governance system can be evaluated by investigating the link between corporate per-
formance and CEO turnover (Kaplan 1994; Abe 1997; Gibson 2003). Thus, an effective
governance system requires poorly performing managers to be replaced.

The studies examining the relationship between corporate performance and CEO turno-
ver test this relationship by utilizing different measures of performance. Some focus
only on market-based measures, whereas many others choose both market-based and
accounting-based measures. The findings of these studies suggest that successful or

424



Journal of Business Economics and Management, 2012, 13(3): 421-442

efficient corporate governance systems penalize underperforming CEOs. That is, as
Kaplan (1994) suggests, the reward — performance relations are generally similar, but
with some minor differences.

Abe (1997) emphasizes that different measures of firm performance affect CEO turno-
ver in different ways, for example, contemporaneous sales growth, employment growth,
and negative income significantly influence CEO turnover probability in the short term,
while stock returns and income growth are significant in the long term. Campbell and
Keys (2002), Gibson (2003) and Aviazian, Ge and Qiu (2004) all provide evidence sup-
porting the argument that poor performance is associated with a higher likelihood of
CEO turnover in emerging as well as developed markets. The findings of these studies
also imply that the corporate governance systems in emerging markets are not ineffec-
tive. However, accounting-based measures of corporate performance point to a stronger
relationship between CEO turnover and financial performance, and only extreme levels
of change in stock price affect the probability of CEO turnover in both developed and
emerging markets (Warner ef al. 1988; Gibson 2003). These discussions lead to the
following hypothesis:

H1: The probability of CEO turnover is negatively related to corporate performance.

In the literature, there is also a clear distinction between disciplinary and voluntary CEO
turnovers. The probability of voluntary turnover is likely to increase in the case of long-
serving CEOs because of the desire for retirement. Moreover, especially successful,
long-serving CEOs in larger companies may seek better prospects based on the skills
required in their current positions. Thus, voluntary turnover is less likely to be related
to bad performance, whereas a negative relationship between turnover and performance
should hold in case of disciplinary turnover (Fan et al. 2007). Additionally, founder-
CEOs may leave the CEO position voluntarily in times of good company performance
(Adams et al. 2009). These arguments require us to make a distinction between disci-
plinary and voluntary turnovers and lead to the following hypothesis:

H2: The CEO turnover / corporate performance sensitivity is higher in the case of dis-
ciplinary dismissals.

As Filatotchev and Boyd (2009: 259) most incisively state, accounting regimes are
important since they provide the basis for the independently verified financial infor-
mation, which is the “key ingredient” (Sloan 2001: 345) of the corporate governance
mechanisms. The financial accounting information is also used explicitly, especially in
management compensation contracts, and implicitly in the assessment of the manage-
ment’s performance. In short, accounting information provides an essential input into
executive dismissal decisions (Weisbach 1988). This argument raises the issue of how
to incorporate the quality of the accounting information into the analysis.

In Turkey, after years of high inflation, inflation accounting has been put into effect
to eliminate the negative impacts of high inflation on financial reports. However, this
implementation lasted only for the years 2003 and 2004, after which, in line with Eu-
ropean Union accession requirements, all Turkish listed companies were obligated to
prepare their financial statements based on IFRS from 2005 onwards. Early voluntary
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application of [FRSs was also encouraged in years 2003 and 2004. Daske, Hail, Leuz
and Verdi (2008) identify the EU’s switch to IFRS as one of the most significant regula-
tory changes in the accounting history.

The move to IFRS based reporting motivated a large body of accounting research to
examine the impacts of IFRS adoption on the various constructs of accounting qual-
ity around the world (Soderstrom, Sun 2007; Barth et al. 2008; Daske et al. 2008;
Armstrong et al. 2010). For example, Barth ef al. (2008) found that IFRS adoption
significantly improved the accounting quality by decreasing the managed earnings and
by increasing both the value relevance of accounting numbers and the timeliness of loss
recognition. In other words, IFRS adoption increased the informativeness of account-
ing numbers for investors (value relevance) and for other parties contracting with the
company (timely loss recognition). The latter is more important in regard to corporate
governance, it tends to denote to a higher level of accounting conservatism. The litera-
ture provides evidence for the contribution of accounting conservatism, especially on
the compensation contracting and corporate governance (Ball et al. 2000; Watts 2003;
Leone et al. 2006).

Considering the more timely loss recognition notion of IFRS, and in a contracting-
related perspective, Wu and Zhang (2009) have broadened the scope of the current
literature by investigating the results of IFRS adoption in firms’ internal performance
evaluations, finding that CEO turnover and employee layoffs are more sensitive to ac-
counting earnings after voluntary IFRS adoption. In other words, their findings support
the view that accounting earnings play a greater role in firms’ internal performance
evaluations after the adoption of IFRS.

In their recent study, Balsari, Ozkan and Durak (2010) have shown that IFRS adoption
also increased timely loss recognition in Turkey. However, to the best of our knowledge,
there is no study investigating the IFRS adoption in a contracting perspective for the
Turkish market. Thus, following Wu and Zhang (2009, 2010) we aim to test the effects
of different accounting regimes on the CEO turnover corporate performance relationship.

The financial performance variables in our data set were obtained from three different
reporting systems (historical cost, inflation-adjusted and IFRS). Such variety would pro-
vide the opportunity to assess the sensitivity of CEO turnover to financial performance,
based on different types of accounting data. However, we have decided to disregard the
inflation adjusted data since it led to inconclusive results, attributable to the limited size
of this sample. Thus, we developed hypothesis 3 to test the effects of historical cost and
IFRS regimes on the relationship.

H3: The financial accounting information based on IFRS increases the CEO turn-
over / corporate performance sensitivity.
4. Sample and data

The study used data from all non-financial companies listed on the Istanbul Stock
Exchange (ISE) in the period 19962007, excluding firms with missing data. The final
sample comprised of 2,069 firm year observations for contemporaneous performance
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measures, and of 1,863 for lagged performance measures. The Yearbook of Companies,
Company News Files and archives of national newspapers and journal articles were used
to determine the CEO turnover data.

In order to investigate the link between CEO turnover and corporate performance, the
information on CEO turnover was matched with the lagged and contemporaneous finan-
cial performance variables. The financial performance variables were calculated based
on the firms’ financial reports given on the ISE website. The information on the control
variables were collected both from financial reports and annual reports.

5. Variables
5.1. CEO turnover

First, we identified the name of the CEO of each company for each year by cross-
checking the yearbook of companies and company news files available on the ISE web-
site. In addition to the term “CEO”, other titles used to identify CEOs were “General
Manager”, and in some cases “Head of Executive Teams”!. Considering the duration
of their CEO position we decided to include seven deputy CEOs in the sample, as their
length of service suggested that they were in fact acting as full CEOs?.

After identifying each CEO, we determined their turnover and tenure through infor-
mation found in company news>. Following Warner, Watts and Wruck (1988), where
there was a team of executives sharing the same titles for CEO (in most of the cases
there were only two names), we coded a firm-year as a turnover year in the case of any
change in the members of the team.

We observed 412 CEO turnovers between 1996 and 2007, 22 of which were excluded
from the sample due to removal of firm year observations with inflation-adjusted finan-
cial statements data. We excluded 70 CEOs on the ground that they had not served a
whole year, because the data only allows for annual performance measures for those in
position for at least one year. A further 26 CEO changes caused by mergers, spin-offs
were also excluded following Weisbach (1988), Parrino (1997), and Kato and Long
(2006). Following Weisbach (1988) and Jostarndt and Sautner (2008), 2 cases of de-
ceased CEOs were also excluded. As a result, our sample included 292 CEO changes
in total.

In the ISE company news files, the reasons for the majority of the CEO changes were
stated variously as resignation, retirement, termination of employment, completion of
employment period, etc., with no clear statement of the reasons. Such limited wording

! These teams do not refer to the board of directors.

2 These deputy managers held the CEO position for minimum 560, maximum 2,633, and on average
1,489 days.

3 Company news files have been publicly available following the listing of the companies on the ISE.
Thus, the starting date of the CEOs whose companies were listed during their post was not disclosed.
For these cases we assumed CEO’s start date is the beginning of the listing year of the company. In
order to calculate the CEO’s tenure, we measure the time in whole years from the starting date until
their dismissal.
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in the ISE company news, the lack of age data, and the complex nature of retirement
regulations in Turkey made it impossible to distinguish between disciplinary and volun-
tary, or early departures. Thus, we followed a quasi- Parrino (1997) three-step method
to identify disciplinary and voluntary turnovers.

First, changes were classified as voluntary where the ISE company news gave as a
reason one of the following; poor health, appointment to an equal or a more senior
position within the company, or in another company within the same group, including
advisory positions, or appointment as chairman or other member of board, or as retire-
ment because of age (i.e. 60 years is a policy in some groups). Following Kato and Long
(2006), observations in which CEOs who depart their CEO positions but remain on the
board of directors were assumed to be usual retirement decisions.

The changes classified as disciplinary included reasons such as leaving the position due
to undefined personal reasons, redundancy, resignation (for reasons other than age),
retirement (not by reason of age), termination of CEO’s employment, and expiration
of term of office. Changes were also classified as disciplinary by implication where the
ISE company news gave no information about the change other than the name of the
incoming CEO.

Since we discovered that there may be additional news about the former CEOs in
the later issues of ISE company news files, we followed a second step, in which, all
departures for CEOs classified as disciplinary in the first step were reviewed further
and classified as voluntary if either the later news stated that CEO was the chair of the
board (or appointed to the chairmanship in the future days), was appointed to another
position within the company or in another company within the same group, or took an
equal or higher position in another ISE company, was re-appointed to CEO position at
a later date within the company, or continued to hold other positions (i.e. directorship
in the group divisions), or continued to hold his membership of the board (re-elected
as a board member after leaving the CEO position). All remaining departures were to
be classified as disciplinary.

In the third step, we searched the archives of national business and industrial journals,
and newspapers and analyzed the news, comments, and interviews with the CEOs in
those published sources. Changes were classified as voluntary if either the financial
press stated that the CEO had transferred to other companies (within the same or to
another group), had established his/her own company, had ended his/her professional
life voluntarily, had retired because of explicit mandatory retirement age policies of the
companies, had been promoted within the group, or for reasons involving unforeseen
catastrophes (i.e. going concern issues due to serious fires). Changes were considered
disciplinary where the financial press either directly mentioned unsatisfactory perfor-
mance, or indicated suspicions of inappropriate behavior, questionable restructurings,
forced resignation, or retirement was due to various other reasons, especially in the case
of state owned companies, political affiliation.

Nevertheless, for some departures, even after the third step we were unable to find a
clearly stated reason in the ISE company news files or in the financial press. 60 such
cases were classified as “no news” cases and excluded from the analysis in the investi-
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gation of CEO turnover / performance sensitivity based on different types of turnover, in
order not to bias the data. Our final sample had 2,069 and 2,009 firm year observations
for the binary and the categorical CEO change variable, respectively.

The binary CEO change variable used in the analysis is a dummy variable which takes
the value of 1 where there is a change in the CEO in a year and 0 otherwise. In the
cases where the CEO turnover is classified as voluntary and disciplinary, the categorical
variable takes the value of 0 if there was no CEO change, 1 if the change was voluntary
and 2 if disciplinary.

5.2. Corporate performance

Studies in the literature use both accounting-based and market-based performance mea-
sures with no consensus on which is more effective. The present study uses both lagged
and contemporaneous accounting-based measures, namely return on assets, return on
equity, profit margin, Tobin’s Q and negative pretax income. Since our findings for
return on equity, profit margin and Tobin’s Q were inconclusive, only the findings for
return on assets and negative pretax income are reported. The negative pretax income
dummy which takes the value of 1 if the company has negative pretax income and 0
otherwise, also serves as a proxy for financial distress (Kaplan 1994).

The stock return is not included in the analysis since the mean percentage of shares of
the sample firms traded on the stock exchange is 31%, reflecting that these firms do not
perceive the stock exchange to be a major source of funds, confirmed by the Institute
of International Finance (2005). Moreover, the stock returns reflect investor anticipation
(Bhagat, Bolton 2008: 264) and would be a more reliable performance measure in more
efficient markets compared to ISE.

5.3. Control variables

The literature reviewed in the previous section identifies industry, year and size as con-
trol variables, as well as corporate governance variables and CEO characteristics such
as age, tenure and gender. These variables are included as control variables to mitigate
the potential endogeneity in investigating the influence of various factors on the CEO
turnover corporate performance relationship.

We use the natural logarithm of total assets as a size measure®. Year dummies are in-
cluded to control for economy-wide shocks that can vary over time. The performance
variable therefore can be interpreted as performance relative to the market in a particular
year. Industry dummies are included to identify the differences between the industries,
which are determined based on the Istanbul Stock Exchange classification.

The corporate governance variables included as control variables are the percentage of
CEO shares, the percentage of the largest shareholder’s holding and state ownership.
The percentage of shares a CEO owns is also included as an ordinal variable. It takes

4 Natural logarithm of sales and natural logarithm of market value of equity are also included simulta-
neously in the analysis in place of natural logarithm of total assets as a proxy for size. However, they
are found to provide similar results and natural logarithm of total assets had the highest significance
level. Thus, results for only natural logarithm of total assets are reported.
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the value of 0 if no shares are owned, the value of 1 for less than 10% of shares, 2 be-
tween 10% and 50%, and 3 for more than 50%°. Commonly used corporate governance
variables in the literature such as the CEO board membership, duality and board size, as
well as interaction variables of performance and corporate governance were originally
included as control variables. However, they were not found to be statistically signifi-
cant, hence omitted from the analysis. The CEO shares variable is assumed to proxy for
the omitted corporate governance variables due to its very high correlation with them.

The ownership structure of the companies was first measured by two variables. The
largest shareholder’s holding and the percentages of total shares that are publicly traded
were included in the tests as control variables. However, the variable for the percentage
of the largest shareholder’s holding was found to be significant, whereas percentage
of publicly traded shares was not, and hence eliminated from the analysis. Along the
same lines, the type of block ownership as institution or individual was also not found
to be significant in the analysis. The state ownership variable, however, is included as a
dummy where it takes the value of 0 if there is state ownership and 1 if none.

Data on CEO characteristics such as age, outside succession, tenure in the company
as well as board independence were unavailable. However, data on gender and tenure
as CEO were available. The gender was also excluded since 99% of CEOs were male,
therefore tenure as CEO is the only control variable included for CEO characteristics in
the analysis. We believe that tenure also proxies for age, years to retirement and tenure
of the CEO in the company.

6. Statistical analyses

Since the dependent variable is either binary or categorical, to test whether a relation-
ship between probability of CEO turnover and corporate performance exists, the logistic
or the multinomial logistic regression models are estimated.

To test the relationship between CEO turnover and performance when the CEO turno-
ver is a binary variable taking a value of either 0 or 1, the following logistic regression
model is used.

Prob {CEO turnover} = f {p corporate performance + y control variables}, (1)

where B denotes the relationship tested.

The multinomial logistic regression model is used to test the relationship between prob-
ability of turnover and corporate performance, where the dependent variable also distin-
guishes between voluntary and disciplinary turnover. Thus, the CEO turnover variable
is a categorical variable and a multinomial logistic regression model, where the base
case is no CEO turnover, is estimated.

To test for hypothesis 3, the regression models are estimated for the two sub-samples,
historical cost sample and IFRS sample.

5> The companies are obligated to disclose the names of shareholders with greater than 10% stake. The
CEO shareholding information is also public once CEO owns any portion of shares. If one owns
more than 50%, then becomes the controlling shareholder as well as the CEO.
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6.1. Empirical findings

Table 1 presents the number of firms which had a change in CEO for each year of the
study period and the type of financial reports used to calculate accounting-based perfor-
mance measures. The total number of observations is 2,069 firm years for contempora-
neous and 1,863 firm years for lagged performance measures. 66% of the performance
measures were calculated based on historical cost financial reports, the remaining 34%
is based on IFRS financial reports. There are 41 disciplinary turnovers out of the total
232 turnovers in the classified sample, making up 17.67% of all turnovers. The percent-
age of CEO turnover for the whole sample is 14%, 13% for the sub-sample of historical
cost financial reports, and 15% for the IFRS sub-sample. Of these turnovers, the share
of the disciplinary turnovers is 14%, 15% and 13%, respectively.

Table 1. Distribution of CEO turnover

CEO Turnover Years

A i Fi No-CEO
ccounting Years rm Turnover Total Voluntary Disciplinary No-News
Regime Years Years CEO CEO CEO T
urnovers
Turnover Turnover  Turnover

Historical Cost 1996 144 141 3 1 - 2
1997 166 156 10 4 2 4
1998 179 151 28 20 - 8
1999 183 147 36 25 6 5
2000 191 159 32 19 8 5
2001 188 153 35 22 5 8
2002 180 150 30 18 4 8
2003 129 120 9 7 2 -

Total Historical 1,360 1,177 183 116 27 40

Cost Observations

IFRS 2003 57 47 10 7 1
2004 62 52 10 8 —
2005 199 162 37 21 4 12
2006 198 172 26 20 3 3
2007 193 167 26 19 6 1

Total IFRS 709 600 109 75 14 20

Observations

Grand Total 2,069 1,777 292 191 41 60

Notes: In years 2003—2004, some publicly traded companies in Turkey had prepared IFRS based finan-
cial reports as early voluntary IFRS adopters by considering such option provided them by the capital
markets regulation. In 2004, companies other than early IFRS adopters, prepared inflation — adjusted
historical cost financial reports. Due to the aim of present study, these companies excluded from the
sample, hence, we have limited number of observations in year 2004. In the beginning of 2005, IFRS
became national GAAP for all publicly traded companies in Turkey
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6.2. Descriptives

Table 2 presents the descriptive statistics of the independent variables included in the
analysis. The mean return on assets for the sample is 3%, and 27% having negative
pretax income based on contemporaneous measures. Based on lagged values, mean
return on assets is higher (4%) and fewer firms (23%) have negative pretax income. In
all cases, the mean return on assets declines moving from no turnover to disciplinary
turnover. It is worth noting that the lowest percentage of negative pretax income is seen
on voluntary turnover cases.

Table 2. Descriptive statistics

All Sample  No CEO Tumover 'oluntary CEO  Disciplinary

Turnover CEO Turnover
Std. Std. Std. Std.
N Mean Dev. N Mean Dev. N Mean Dev. N Mean Dev.

Corporate Performance Variables

Contemporaneous 2,069 0.03 0.25 1,777 0.03 0.25 191 -0.01 0.20 41 -0.08 0.31
Return on Assets

Lagged Return 1,863 0.04 0.25 1,602 0.05 0.25 172 0.02 0.19 38 —0.06 0.43
on Assets

Contemporaneous 2,069 0.27 0.44 1,777 025 0.43 191 036 0.48 41 044 0.50
Negative Income

Lagged Negative 1,863 0.23 0.42 1,602 0.22 0.41 172 030 0.46 38 047 0.51
Income

Control Variables

CEO Shares 2,069 0.38 0.75 1,777 0.41 0.77 191 0.29 0.69 41 0.09 0.37
Tenure 2,069 297 270 1,777 290 2.72 191 3.51 231 41 3.80 3.67
Largest 2,069 046 0.21 1,777 045 021 191 049 021 41 0.53 0.25
Shareholding

State Ownership 2,069 0.92 0.26 1,777 093 0.25 191 093 0.26 41 0.68 047
Size 2,069 17.69 1.77 1,777 17.60 1.75 191 18.41 1.65 41 18.48 2.19

The mean of CEO shares shows that the majority of the CEOs have no controlling stake
and the mean value is lowest for disciplinary turnover cases as expected. The average
tenure as CEO is 2.97 years. The mean tenure of CEOs in cases of disciplinary turnover
is highest, and both disciplinary and voluntary cases have above average mean tenure.
The mean largest shareholder’s holding is 46%, and it is highest (53%) for disciplinary
turnover cases. Although 92% of companies are privately—owned, the greatest number
of disciplinary cases is in the state-owned companies. The mean size of the companies
in cases of turnover is higher than the cases of no turnover.

Table 3 exhibits the correlation matrix between the regressors. Even though the correla-
tion between the variables is statistically significant in some cases, these are relatively
low and create no serious multicollinearity problem in the statistical analysis.
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6.3. CEO turnover / corporate performance sensitivity

Table 4 presents the logistic and multinomial logistic regression results for testing the
sensitivity of CEO turnover to performance, hypotheses 1 and 2. Each contemporaneous
and lagged measure of corporate performance and CEO shares, tenure as CEO, larg-
est shareholder’s holding, state ownership, size, industry dummies and year dummies
as control variables are used to estimate the logistic regression equations on a single
performance variable. In these equations, the turnover variable is a binary variable
which takes the value of 1 if there is turnover and 0 otherwise. To test if the negative
relationship found by the logistic regression is applicable to all types of turnover, the
multinomial logistic regression is estimated by recoding the binary turnover variable
as a categorical variable which takes the value of 1 if the turnover is voluntary, 2 if it
is disciplinary and 0 otherwise. The base case in the multinomial logistic regressions is
when the turnover variable is 0. All equations at Table 4 have goodness of fit statistics
with 0.1% statistical significance.

The results of the estimated logistic regressions reveal that the probability of CEO dis-
missal increases as the corporate performance declines. The performance measures have
statistically significant coefficients with the expected sign in their respective regressions.
The negative sign of the return on assets suggests that the decline in return on assets
increases the probability of CEO turnover whereas the positive sign of the negative
income dummy suggests that a negative pretax income leads to a higher probability of
turnover. These results confirm hypothesis 1, that there exists a negative relationship
between turnover and performance.

The multinomial logistic regression results indicate that, even though their significance
level decreases, the contemporaneous performance measures have a greater impact on
probability of disciplinary turnover compared to voluntary one supporting hypothesis 2.
The coefficient of the negative pretax income is greater in value and significance level
compared to the return on asset variable. Along the same lines, the coefficients of the
lagged return on assets have lower significance levels and moreover the coefficient of
the lagged return on assets loses its significance in the voluntary case. This lends some
support to hypothesis 2.

It is also worth noting the results for the control variables. The amount of CEO shares
is significant in the logistic regressions; however it loses its significance in the case of
voluntary turnovers. Hence, as expected, as the level of share ownership of the CEO
increases the probability of disciplinary turnover decreases. State ownership has the op-
posite effect compared to CEO shares, that is, it increases the probability of disciplinary
turnover and it is not significant for voluntary turnover cases. The largest sharecholder’s
holding is significant in voluntary turnover equations for contemporaneous performance
measures in the multinomial logistic regressions, and only in the contemporaneous neg-
ative income logistic regression equation. It was not significant in the lagged perfor-
mance measure equations. This result calls for further analysis if the CEOs in voluntary
turnovers are owner CEOs (Adams et al. 2009).

The tenure is also statistically significant with greater coefficients for disciplinary turno-
ver cases. The size variable loses its significance in disciplinary cases except the con-
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temporaneous negative pretax income equation with a coefficient significant only at the
10% level. This suggests that firm size is unimportant in cases of disciplinary turnovers.
In other equations it has significant positive coefficients, which may be explained by the
better corporate governance mechanisms in place in larger firms.

6.4. Financial accounting regime

The negative turnover performance relationship is confirmed by the previous analysis.
The accounting-based performance measures are associated with turnover, in particular
with disciplinary turnover. The quality of the accounting measures then is important,
and as this rises the relationship should strengthen. To test this argument, the sample
was split into sub-samples of historical cost and IFRS. The same regression models are
estimated for each sub-sample respectively. The results are presented in Table 5 for the
historical cost sub-sample and in Table 6 for the IFRS sub-sample.

All regression equations for the sub-samples have statistically significant goodness of
fit statistics. The largest shareholder’s holding variable is only significant in the IFRS
sub-sample logistic regressions and disciplinary turnover cases. CEO shares variable
shows similar behavior as the whole sample in the historical cost sub-sample but loses
its significance in the multinomial logistic regressions in the IFRS sub-sample. State
ownership also follows a similar pattern as the whole sample in the sub-samples except
for the negative pretax income equations in the historical cost sub-sample, where it
loses its significance.

Tenure is also significant in all historical cost sub-sample equations, whereas it loses its
significance in the disciplinary turnover equations in the IFRS sub-sample, pointing to
tenure as a proxy for age of CEO and time for retirement. The size variable is significant
in all IFRS sub-sample contemporaneous performance measure equations and mimics a
similar pattern to the whole sample in all equations.

The performance measures require more careful analysis in the sub-samples. The per-
formance measures in the historical cost sub-sample have very small coefficients, even
if they are significant in all logistic regressions, but not in all multinomial regressions.
The return on assets variable was not found to be significant in voluntary turnover cases,
supporting hypothesis 2. The contemporaneous return on assets has a large significant
coefficient in the disciplinary turnover case in the IFRS sub-sample, confirming this
result. The negative pretax income variable, on the other hand, provides mixed results.
It has significant coefficients in all equations except the contemporaneous performance
disciplinary turnover equation in the historical cost sub-sample and the lagged per-
formance disciplinary turnover equation even though the coefficient is larger in these
cases. In sum, the contemporaneous negative income as a performance measure supports
hypotheses 2 in the IFRS sub-sample where its significance and value is larger in the
disciplinary turnover equation.

The coefficients of the performance variables in the IFRS sub-sample were greater
compared to the corresponding coefficients in the historical cost sub-sample supporting
hypothesis 3. Especially when the contemporaneous performance measures are taken
into account, the IFRS sub-sample coefficients are larger with higher significance levels.
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In sum, our findings provide support for all three hypotheses formulated. Corporate
performance, specifically contemporaneous performance, was found to have a negative
relationship with turnover, especially in disciplinary cases and under IFRS. The chang-
ing behavior of the control variables suggests the interplay of the corporate governance
mechanisms, therefore the system cannot be considered as inefficient.

7. Conclusion

Corporate governance systems vary across countries with respect to the legal system,
protection of investor rights, history and culture. Even though some convergence in
these systems is observed and OECD corporate governance principles around the world
are being enforced, it is argued by many researchers that different governance systems
will evolve. Thus, there is no “one-size-fits-all” structure that can universally be applied.

Besides the investigation of corporate governance mechanisms, it is also crucial to
examine the effectiveness of corporate governance systems. To test the effectiveness
of a system, the focus should be on the outcomes. One major outcome of a corporate
governance system which is working effectively is CEO change in times of poor cor-
porate performance. The present paper has investigated the effectiveness of the Turkish
corporate governance system, which is characterized as being poor by testing the rela-
tionship between CEO turnover and performance measures using logistic regressions.

We examined one dimension of effectiveness, and this can be taken as a limitation
since it is not sufficient to determine clearly whether a system is effective. In spite of
the efforts taken to identify every possible information source, the coding process of
disciplinary versus voluntary CEO turnover remains a further limitation.

The findings lead to the following conclusions: 1) Even where a corporate governance
system seems to have characteristics of a poor system, it may still be not ineffective
due to the substitute mechanisms that are able to replace the ineffective ones. 2) The
CEO turnover/ corporate performance sensitivity is higher in disciplinary turnover cas-
es. 3) Accounting regimes impact the CEO turnover/corporate performance sensitivity
and measures based on IFRS financial reports strengthen this sensitivity.
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