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Abstract: This work expands the literature on a less studied topic, the Chief Executive Officer
(CEO) turnover in post-communist economies, analyzed during an unstable and ambiguous
economic and financial environment. For the period 2005-2010, the results indicate the political
inference in CEO turnover decision for the Romanian listed companies. In this period, with great
turmoil in the economy determined by the financial crisis of 2008, we also find that CEO gender
helps to explain the probability of changing the CEO. Moreover, this paper empirically tests if the
financial and corporate governance determinants that are validated in the existing literature work
for the Romanian listed companies. We reinforce that CEO turnover decision is negatively related
to accounting-based performance. We find evidence of the “voting with their feet” behavior of
institutional investors, and of the lack of Board of Directors monitoring. The CEO-Chairman
duality and the controlling power of the largest shareholder act as entrenchment mechanisms.
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1. Introduction

A substantial literature base devoted to the causes and consequences of CEO succession has
been developed in the last decades. Due to the key economic role played by top-executive
managers, CEO turnover has become a subject of widespread attention. The decision of managerial
succession stands at the crossroads of corporate finance, management, corporate governance,
psychology, and sociology (Campbell et al. 2011). It can be considered a strategic decision, which
helps to preserve the shareholders’/stakeholders’ interest whenever major objectives of the firm are
not achieved, or whenever resources of the company are not used according to a mutually agreed
plan.

Although there is a large amount of literature on CEO turnover in developed countries (e.g.,
Parrino, 1997, Kato and Long, 2006, Hazarika et al. 2012), not much has been written about the
difficulties in implementing the letter and spirit of corporate governance rules in this area for a
transition economy. To the best of our knowledge, this is the first study considering a wide range of
financial, social, political, and corporate governance determinants on CEO turnover in Romania.
Little research has been conducted for Central and Eastern European (CEE) post-communist
countries (Muravyev, 2003 for Russia; Claessens and Djankov, 1999, 2000, Muravyev et al. 2010 for
Ukraine; Eriksson, 2005 for Slovakia and Fidrmuc and Fidrmuc, 2007 for Czech Republic). The
above-mentioned studies are not entirely applicable to the Romanian case for several reasons. For
example, these studies focus mainly on the enterprise restructuring process and its consequences
from a corporate governance perspective. Moreover, even if Eastern and Central European
countries have some economic and recent political similarities, important differences in terms of
cultural and pre-communist political backgrounds can be found (Filip and Raffournier, 2010). In the
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last decades, these countries have become, to a certain extent, different in terms of the degree of
economic! and stock market development.?

This paper contributes to CEO turnover research by taking into account three new variables,
namely, the foreign origin of the CEO, the CEO’s gender, and also the role of government
ownership in connection with political changes. We find a positive correlation between the CEO
foreign origin and the likelihood of CEO turnover. CEO gender helps explain both forced and
voluntary CEO turnover: women chief executives are replaced more often than men. With regards
to the specific corporate governance mechanisms in companies with governmental participation,
we find that government ownership interaction with political changes is positively correlated with
CEO turnover. The financial crisis also has a role in explaining the CEO turnover likelihood during
the analyzed period, but only for the period of sharp downturn (the year 2009).

In addition, we analyzed the influence of “classical” corporate governance characteristics on
CEO turnover in Romania. We partially validated the hypotheses usually proposed by the
literature. Whenever it was necessary, we adapted them to better fit to the characteristics of the
Romanian financial system and regulations.

The conclusions from this paper can be interesting for researchers, analysts, practitioners, and
supervision authorities, also from the perspective of the analyzed period. This paper concentrates
on a period of economic turmoil, namely, the period 2005-2010. Our choice has scientific but also
practical reasons. From a scientific point of view, this paper covers the Romanian listed companies,
the only relevant sample in terms of corporate governance implementation and data availability.
Starting from 2011, the listing criteria and, consequently, the sample of listed companies suffered
numerous changes, thus it is difficult to insure the homogeneity of the database.

In terms of practical interest for the study, our analyzed period, characterized by different
researchers and analysts as turbulent in terms of economic and financial evolution, requires specific
interest for corporate decisions. For example, Caruso et al. (2019) performed a model-based
counterfactual exercise by estimating the model for the period 1983-2007 (pre-crisis sample) and by
computing forecasts for 2008-2013 based on the pre-crisis parameters. They confirmed that
households” and financial corporations’ debts and house prices are weakly associated with the
economic cycle in the pre-crisis sample. Additionally, an abnormal deep downfall in private
investment and an increase in households’ savings beyond historical regularities were registered.
Finally, the major changes in the fiscal deficit-GDP and debt-GDP ratios in 2008-2009 were
exceptional, similar to the fiscal consolidation that followed. Furthermore, international, but also
national analysts, agree in declaring that during the year 2019, there was—and in the following
years, there will be—a clear deceleration of the macroeconomic indicators. On October 1st 2019,
when Ms. Kristalina Georgieva was appointed Managing Director and Chairman of the Executive
Board of the International Monetary Fund, her discourse was focused on Europe being on the verge
of a new financial crisis. One month later, the same institution released a warning for European
countries to put in place emergency plans, ready to be implemented, in the eventuality of what

1 The Gross Domestic Product (GDP) per capita (constant 2010 US$) varied between 5735 US$ for Serbia and
23437 US$ for Slovenia in the year 2010, in a comparision which included nine CEE countries (World Bank
statistics). Romania had, in 2010, a GDP per capita of 8210 US$. Using the same CEE countries and the same
database, Romania had, in 2008, the highest GDP growth rate (11.14%), but a decrease of —4.74% in 2009
(however, better than the case of the Czech Republic (-5.34%), Hungary (—6.46%), Croatia (-7.19%), and
Slovenia (-8.63%)). In 2010, Romania had the slowest recovery in terms of GDP growth rate (-3.32%) out of
all nine of the analyzed CEE countries.

2 Romania had, in 2005, almost the least developed capital market out of all nine of the analyzed CEE
countries, with a market capitalization of listed domestic companies (% of GDP) of 16.11%, whereas
Poland, Hungary, and Croatia had market capitalization around 30% from GDP. Romania had an even
weaker position in 2010 (8.54%), after the fall from 2008, and the gap with countries such as Poland
(39.79%) and Croatia (42.76%) increased. At the same time, it can be noticed that Romania was not among
the most affected countries by the crisis from the analyzed CEE countries (a decrease of market
capitalization as % from GDP around 59% in 2008), while the CEE countries with the most developed
capital markets had the highest drop rates (65% and above) (using the World Bank indicators).
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seems to be an imminent crisis. Also, some European countries entered into technical recession
according to different financial institutions: Germany in September 2019 according to the Central
Bank, and Italy according to the European Central Bank. Romania is a special case, because for the
previous few years, the government led a pro-cyclical policy that is likely to increase the risk of a
potential recession. Several analysts warned of the unsustainability of public policies, but also of the
economic growth, with the National Bank of Romania Governor Mugur Isarescu and his
counselors, as well as Nouriel Roubini in a press analysis in November 2019, being among them. At
the beginning of 2020, the worst-case scenario was confirmed with the spread of the Covid-19
epidemy, that caused a big fall in most important financial markets, as well as in the Romanian one.
Thus, the conclusions of the present study can be very relevant to better understand and anticipate
the future period (for 2020 and beyond), that Europe, in particular, will go through.

The emerging and/or frontier markets can be of great interest for both national and foreign
investors, looking for new investment opportunities and for diversified portfolios based on shares
issued by companies, other than those listed on mature capital markets. Therefore, we believe that
our conclusions may be of great interest for scientists, but also for analysts and other finance
practitioners.

The remainder of the study is organized as follows. Section 2 provides a short description of
the Romanian environment in terms of corporate governance and investors’ protection. In Section 3,
we present previous research on the determinants of CEO turnover and we develop the tested
hypotheses, focusing on CEO diversity and on political influences. Section 4 describes the research
methodology and the data set. The empirical results and discussion are then presented in Section 5,
while Section 6 concludes the study.

2. A Short Description of the Romanian Environment in Terms of Corporate Governance and
Investors’ Protection

In 2009, the Romanian Corporate Governance Code was adopted on a comply-or-explain basis.
It proposed principles harmonized to those of the European Union. For the most liquid listed
companies in Romania, Dobroteanu et al. (2010) provided empirical evidence of a corporate
governance disclosure gap. Indeed, Romanian listed companies still have a hesitant evolution
regarding the implementation of the corporate governance standards.

Romania has a small capital market, even in comparison with different CEE countries, with 73
listed companies in 2010 (compared with 240 in Croatia, 390 in Bulgaria, and 570 in Poland in the
same year) and with low trading volumes (1% for stock traded value, as % of GDP, compared with
15% for Poland and 11% for Czech Republic in 2010) (World Bank indicators) and relatively few
disclosure requirements (including those for corporate governance). Moreover, the development of
the Romanian capital market, including the corporate governance domain, took place in a peculiar
political and economic context, different from other CEE countries. Due to the fact that the
Romanian governments focused more on political issues than on important and necessary economic
decisions for the healthy development of an ex-communist country, the economic gap of CEE
countries such as the Czech Republic, Poland, and Hungary increased, and Romania joined the
European Union only in 2007 (Filip and Raffournier, 2010).

Because we wuse market-based performance variables (alongside accounting-based
performances), additional explanations are necessary for the Romanian capital market. Previous
studies regarding the efficient market hypothesis (EMH) either reject it or provide evidence only for
a relatively low degree of informational efficiency (Dragota and Mitrica, 2004). The most recent
studies have both interesting and intricate conclusions. Dragotd and Tilica (2014) reject the weak
form of informational efficiency, but reveal that for some assets and indexes, it is hard to reach
systematic abnormal earnings. In this context, we expect some questionable results for market-
based performance in relation to CEO turnover.

Institutional investors’ ownership is far less important in Romania than in developed capital
markets. For the period 2005-2010, the average institutional investors” holdings for the companies
listed on the Bucharest Stock Exchange (BSE) varied between 24% in 2005 and 30% in 2010,
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comparatively to almost 50% for the US in 2006 (Helwege et al. 2012). Also, our sample confirms the
high level of ownership concentration, with an average percentage of the voting rights owned by
the largest shareholder of around 47% and a median value of 52%. Thus, more than half of the listed
companies have a major shareholder, controlling at least 52% of the voting rights.

Regarding the minority shareholders’ rights protection index, Romania stands slightly above
the average of the transition countries (41 compared with the average value of 35.4), but with a
lower index value than the average of the developed countries included in the study (the average
value for the developed countries is 46.9). Claessens and Yurtoglu (2013) also emphasize a weak
creditors’ protection in Romania and a low efficiency of debt enforcement. Weak investor protection
obstructs the function of corporate governance systems. Consequently, CEO turnover will most
likely be less sensitive to firm performance when the strength of investor protection decreases (Hu
and Kim, 2019).

3. Literature Review and the Tested Hypotheses

We structured this section in two main parts. First, we review the existing literature on CEO
turnover, firm performance (sub-section 3.1), corporate governance (sub-section 3.2), and also in
connection with various financial indicators for leverage, dividend policy, and sector homogeneity
(sub-section 3.3). There is a large body of empirical literature examining the impact of a wide range
of economic, social, financial, and corporate governance determinants for CEO turnover. Then, in
the second step, we propose three new determinants with corresponding hypotheses for foreign
CEOQ, female CEO, and political influences on CEO turnover (sub-section 3.4).

3.1. CEO Turnover and Firm Performance

Many research studies put performance among the most important causes of CEO departure
(see, among others, Weisbach, 1988; Parrino, 1997; Eisfeldt and Kuhnen, 2013). A large body of
evidence shows that CEO turnover (particularly forced replacements) is inversely related to firm
and industry performances (Parrino 1997; Leker and Salomo, 2000; Huson et al. 2001; Brunello et al.
2003; Kato and Long, 2006; Jenter and Kanaan, 2015; Muravyev et al. 2010, Hu and Leung, 2012,
among others).

Both market-based and accounting-based performance indicators are widely discussed in the
literature and, in some cases, the conclusions are not similar. Market-based performance indicators
are related to firm accounting performance, and also to investors’ expectations regarding the
perspectives of the firm, to their culture and optimism, and also to the degree of market efficiency.
Weisbach (1988), Murphy and Zimmerman (1993), and Blackwell et al. (1994) claim that companies
with low performance can use accounting manipulations to change investors’ expectations.
Altogether, Blackwell et al. (1994) affirm that accounting-based performance seems to be more
important than market-based performance to explain CEO turnover, while Murphy and
Zimmerman (1993) conclude that CEO replacement is inversely related to firm performance for
both measures used.

Bushman et al. (2010), Kaplan and Minton (2012), Eisfeldt and Kuhnen (2013), and Jenter and
Kanaan (2015) underline also the importance of industry and market performance. Eisfeldt and
Kuhnen (2013) emphasize that the weight-skills industry shocks determine CEO turnover, while
idiosyncratic shocks do not strongly influence this phenomenon. Their model provides a broad
explanation to better understand CEO turnovers for both performing and under-performing
companies that experience voluntary CEO departures. Another result is that companies with low
industry-adjusted return are more likely to have forced CEO turnovers, and also that industry
performance is negatively correlated with the probability of forced turnovers.

We tested a wide range of accounting- and market-based performance indicators to obtain a
better understanding of the main performance objectives considered by shareholders when they
decide to change the CEO and, at the same time, to better fit this study to the Romanian economic
environment. We used the return on equity (ROE) as an alternative to the stock return to overcome
the effects of weak market informational efficiency (see, for example, the study of Dragotd and
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Tilica, 2014, regarding the market efficiency in Romania). We also analyzed if long-term return
monitoring is more important than short-term returns, to decide forced CEO turnover using a 3-
year average return on assets (ROA), a 3-year average return on equity (ROE), and a 3-year average
operating margin.

3.2. CEO Turnover and Corporate Governance

Country and firm characteristics in terms of corporate governance, ultimately resulting in a
specific level of control of the managerial activity, are also expected to influence forced CEO
turnover decisions. The existing literature proved that the CEO-Chairman duality is associated
with a lower probability of forced turnovers (Kato and Long, 2006; Helwege et al. 2012; Hu and
Leung, 2012; Hazarika et al. 2012). This correlation can be explained through a higher influence of
the CEO on the Board of Directors and higher opportunities for the CEO to maintain informational
asymmetries. On the other hand, the separation between CEO and Chairman leads to more efficient
board control and improves firm performance.

CEO turnover occurrence is also related to the board’s characteristics—such as size and
independence. It is expected that a higher number of board members is associated with a higher
level of managerial control, especially when independent directors prevail in the board. On the
other hand, when the Board of Directors has numerous members, it could be more difficult to make
changes in the company. Brunello et al. (2003) found a direct link between board size and the
probability of forced CEO turnover. However, for Ukraine, a post-communist country, Muravyev et
al. (2010) found that board size had no statistically or economically significant effects on the
probability of CEO turnover.

To protect the interests of minority shareholders, the BSE Corporate Governance Code (2015)
recommends that “the Board and its committees should have the appropriate balance of skills,
experience, gender diversity, knowledge and independence to enable them to effectively perform
their respective duties and responsibilities. It is recommended for the majority of non-executive
members of the Board of Directors or Supervisory Board to be independent.” Additionally, the
same Corporate Governance Code (2015) recommends that “the majority of the members of the
Board of Directors should be non-executive.” Even though the Code does not establish an exact
number or a proportion of independent directors, the Romanian listed companies have chosen to
follow this recommendation. Helwege et al. (2012) provide weak evidence on board independence
being associated with higher probability of CEO turnover. On the other hand, there are studies
showing that companies with an independent board experience higher of forced CEO turnover to
performance (Guo and Masulis, 2015).

Ownership concentration is important to determine a forced CEO turnover. Many empirical
studies show that listed companies in Western Europe, but also in East Asia, the Middle East, or
Latin America have large shareholders (see, among others, Claessens et al. 2000; Barca and Becht,
2001; Faccio and Lang, 2002). The presence of large shareholders is also typical for Romania and
other post-communist Eastern European countries. For the companies listed on the first and second
tiers on the BSE, the average first shareholder ownership is 47.42%.

Concentrated ownership is considered by some authors more favorable for good corporate
governance (Shleifer and Vishny, 1997), based on the agency problem arising from the separation of
ownership and control. On the contrary, when using asymmetric information models, different
authors prove that a higher ownership concentration affects firm performance or dividend policy
(see Holmstrom and Tirole, 1983; Aghion and Tirole, 1997; Bolton and von Thadden, 1998, or
studies for CEE countries such as Hanousek et al. 2007; Bena and Hanousek, 2008; Dragota et al.
2013, among others). The high stake owned by the largest shareholder can also lead to a decrease in
the interest of the companies in promoting firm-level corporate governance measures, as the
controlling shareholder has additional and more effective instruments to monitor the firm (Bollaert
and Dil¢, 2009).

The literature predicts a lower probability of forced CEO turnover associated with a
concentrated ownership (see, for example, Parrino 1997, Brunello et al. 2003), while Kato and Long
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(2006) recognize the usefulness of ownership concentration as a control variable in order to
eliminate endogeneity problems.

Institutional ownership is also important to explain CEO turnover occurrence, especially due
to the commonly known activism, doubled by the advanced financial skills of the institutional
investors. It is expected that these “highly skilled and well-resourced professional shareholders
would make informed use of their rights, promoting good corporate governance in companies in
which they invest” (OECD 2011). Kaplan and Minton (2012), following the methodology applied by
Cremers and Nair (2005), used the cumulative percentage of shares held in each firm by the large
institutional shareholders (who own more than 5% ownership of the firm’s outstanding shares).
They found that the institutional investors’ activism increases the probability of CEO turnover.
Similar results can be found in the work of Brav et al. (2008) and Del Guercio et al. (2008). Parrino et
al. (2003) found decreases of the share owned by institutional investors prior to forced turnovers,
which can be considered as proof of the “voting with their feet” phenomenon.

The studies on agency models in connection with CEO ownership can be divided into at least
two distinct groups. First, it is considered that CEO ownership can reduce the agency conflicts
between managers and shareholders (especially with minority shareholders), because an executive
with stocks (and stock options) is “in the same boat” as the rest of the owners. Contrary to this
view, the second set of studies argues that an owner-manager can distort the main performance
objectives of the company for private benefits, affecting the market prices and/or using his/her close
ties with the controlling shareholders (Isakov and Weisskopf, 2014). This could certainly be the case
of the Romanian listed companies, controlled by major shareholders. In this context, minority
shareholders can still be protected if managers (or controlling shareholders) develop a reputation
for treating outside shareholders well (Gomes, 2000; Maury and Pajuste, 2002).

The results of previous studies confirm the negative correlation between CEO ownership and
the probability of forced turnover (see, among others, Brunello et al. 2003 and Campbell et al. 2011).
Muravyev et al. (2010) also found evidence of managerial ownership supporting entrenchment.
CEO ownership, like board ownership (Helwege et al. 2012), becomes a mechanism of alleviating
shareholder—-manager agency conflicts and is expected to be negatively correlated to CEO forced
turnover.

Particularly when CEOs are significant shareholders, it is possible that they mainly represent
the interests of the controlling shareholders, more so than those of the firms. When the CEO is
appointed directly by the controlling shareholder, the criteria for measuring the CEO’s performance
may possibly be connected more to the effectiveness in protecting the interests of the controlling
shareholder, rather than those of the firm. In our models, we took into account the simple presence
of the CEO as a shareholder and then we considered his/her presence as a significant shareholder
(owning 5% or more of the voting rights).

3.3. CEO Turnover, Capital Structure, Dividend Policy, and Sector Homogeneity

The agency conflict between CEO and shareholders can also be mitigated using capital
structure and dividend policy. The creditors have the concern and appropriate skills to monitor the
firms, and the shareholders benefit from their financial expertise (Ross, 1977). In the meantime, the
CEO is less willing to undertake excessive risks and is more disciplined, which eventually leads to a
lower probability of being forced to quit his/her position. On the other hand, capital structure is
considered in the literature as a reflection of the financial risk undertaken by the company
(Hazarika et al. 2012; Hu and Leung, 2012; Cronqvist et al. 2012). Hence, the leverage is expected to
be positively associated with CEO turnover (forced or voluntary), especially in economies based on
capital markets. Hazarika et al. (2012) for the US, and Hu and Leung (2012) for China provide weak
evidence of a positive correlation between leverage and CEO turnover (forced and voluntary). On
the other hand, Lin and Liu (2004) found a negative relation between leverage and forced CEO
turnover in Taiwan.

In recent decades, financial theory has offered several explanations for dividend policy, based
on signaling theories, or taking into consideration the agency conflicts between corporate insiders
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and outside shareholders. The dividend signaling hypothesis predicts that dividends convey
information to shareholders/investors regarding the firm’s future prospects, and only good-quality
firms can use it (Bhattacharya, 1979). Even when managers are not sure whether their company has
the ability to generate cash flows in the future, they may keep dividends constant, or even
gradually increase payments in order to avoid sending a negative signal to the market (Zwiebel,
1996). Myers (2000) created a link between maintaining leading positions in the companies and the
trustworthy perspective of dividend payments. Moreover, other studies argue that top-executive
managers protect minority shareholders through dividend policy to create a reputation for treating
outside shareholders well (Gomes, 2000). Parrino et al. (2003) provide evidence that firms
experience dividend cuts prior to forced CEO turnover.

Based on these arguments, we expect a company that pays dividends to have a lower
probability of forced CEO turnover. High dividend yields increase the demand for the company’s
shares, which is expected to mitigate the potential conflict between managers and shareholders.

Parrino (1997) introduced sector homogeneity as a determinant of CEO turnover. He measured
sector homogeneity through a volatility indicator of the company’s stock return related to industry
return. The intuition behind this assumption refers to the fact that in more homogeneous industries,
the managerial skills required are similar, and managers can be easily replaced by others from the
same industry. The low liquidity of the Romanian capital market did not allow us to follow the
same methodology, but we indirectly studied the role of sector homogeneity on CEO turnover.

3.4. CEO Diversity, Political Influences, and CEO Turnover in Unstable Environments

3.4.1. Particularities of the Romanian Economic Environment

Due to the fact that Romania still has a poor corporate governance culture and a relatively high
perceived level of corruption (Claessens and Yurtoglu 2013), we analyzed the possibility of political
influences on CEO turnover decisions.

State ownership, and sometimes the state as the controlling shareholder, can significantly
influence the decision to change the CEO or other board members. If the CEOs of privately
controlled firms are politically connected, those companies could have increasing access to credit, as
well as to regulatory favors and government financial assistance. In these cases, the likelihood of
CEO turnover is lower. Also, if the CEOs are politically connected, this fact causes weaker turnover
-performance sensitivity (Cao et al. 2016) and the criteria for executive evaluations may be different.
State-owned companies are more likely to apply government-oriented executive evaluations that
focus on political performance rather than on their economic performance (Liu and Zhang 2018).

Taking into account several references of CEO appointments based on political criteria in
different Romanian listed companies where the state is a significant or controlling shareholder, we
expect a greater likelihood for CEO turnover after political parties (coalitions) change in
parliamentary elections. If the political forces in power change, more frequent CEO turnover could
follow if political pressure is exercised in the economic environment. Based on these considerations,
our first tested hypothesis is:

H1: Forced CEO turnover probability is higher, subsequent to political changes in companies with
governmental ownership, especially when the government is an important shareholder.

3.4.2. Particularities Related to Post-Communist Economies

We also tested for potential inefficiencies in the labor market. A general practice of post-
communist countries is to reproduce the mechanisms from developed market economies, usually
without adapting them to their socio-cultural values (see, in this context, the complex analysis of
King and Szelenyi 2005). The problem can be even more stringent when it is cumulated to the
propensity toward the conservatism of experienced people. In this case, a foreign manager can
bring an advantage in terms of experience in a highly competitive environment and knowledge
regarding the newly implemented systems.
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On the other hand, the appointment of foreign CEOs is not without risk, because they are not
accustomed to the local economic environment. Due to the scarcity of the labor market, a bigger
effort may be made to appoint a foreign manager, and therefore we can expect a lower probability
for a forced turnover. However, difficulties to adapt to the new environment may worsen the
performance of the company and eventually lead to a forced CEO turnover. A correlation between
a CEO’s origin and CEO turnover points to a possible gap in the managerial skills between
domestic and foreign CEOs. The second tested hypothesis is:

H2: The foreign origin of a CEQO is correlated with the likelihood of CEO turnover.

Some previous empirical evidence shows that women have behavioral and attitudinal
differences compared to males (Beck et al. 2018). Female CEOs/directors tend to be less
overconfident in their decision making than men, and are more likely to express their independent
views than male directors. Furthermore, Srinidhi et al. (2020) show that female CEOs/directors from
US companies manage to overcome the obstacles of being in the minority and not having the
reputational advantages of long-serving male directors, by acting as norm change catalysts to
achieve substantial governance changes. In this context, the boardroom dynamics could be changed
in the presence of a female CEO/director and, consequently, the intensity of discussions around
difficult (financial) decision problems could be different (Kim and Starks 2016; Chen et al. 2019). In
an unstable economic and financial environment resulting from a deep financial crisis, such as the
one started in 2008, removing a female CEO may (or may not) be more likely, depending on the
goals that the company management proposes in such a turbulent period.

Moreover, Johnson and Powell (1994), Bajtelsmit and VanDerhei (1997), and also Francis et al.
(2015), Zigraiova (2015), and Skata and Weill (2018) proved that women tend to have a stronger risk
aversion than men. Especially in the macroeconomic context of the analyzed period, a positive
correlation between CEO gender (i.e., female CEO) and the likelihood of turnover can be related to
women’s risk aversion, but a discrimination hypothesis cannot be rejected. However, the evidence
on gender differences in risk aversion is mixed. Croson and Gneezy (2009) conclude that the
difference in risk aversion between men and women becomes less significant for managers and
professionals in finance. The hypothesis of gender discrimination inside the company can be
disputable, because they have already been appointed as CEOs. However, the hypothesis of more
subtle gender discrimination from outside the company cannot be rejected. An example of such a
form of discrimination is evidenced in the work of Muravyev et al. (2009). It occurs through the
more financial constraints imposed on companies managed by female CEOs and, respectively, a
lower number of approved loans or higher credit costs relative to male managers. These differences
are more important in weakly competitive financial systems and in emergent countries and tend to
diminish in developed countries. Consequently, our third tested hypothesis is:

H3: Forced CEO turnover probability is higher when the CEO is a woman.

These hypotheses were tested in an economic environment that can be considered as
ambiguous and unstable, with a first sub-period of exceptional economic growth, followed by a
severe financial crisis. The financial crisis, which started in 2008, brought a general deterioration of
the economic conditions and we could thus expect an increase in the probability of forced CEO
turnover (Kaplan and Minton 2012). At the same time, financial difficulties augment the
occupational stress of CEOs and may lead to more frequent occurrences of CEO turnover. In times
of crisis, companies are confronted with a great deal of ambiguity in the strategic planning process
and in their business environment, and so should try to rely more on intuition and creativity in
many parts of the management process, including in decisions regarding their top managers and
whether to change them (e.g., CEO turnover). Based on the extensive literature in the field, Ogilvie
(1998) showed that imagination and creativity become more suitable to manage unstructured,
random, and contradictory data from the environment. In this context, we analyzed how the
Romanian listed companies decide to manage a very turbulent period, with this study focusing on
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the criteria for CEO turnover (gender, nationality, and/or the level of political intrusion into a
company'’s life).

4. Methodology and Data

To test our hypotheses, we used two different methodological approaches, which were also
applied in the previous literature. First, similar to Brunello et al. (2003) and Hu and Leung (2012),
among others, we applied a balanced panel data analysis. The (forced) CEO turnover dummy
variable is equal to 1 if the firm had at least one (forced) CEO replacement during the year, and 0
otherwise. Second, we considered each CEO departure separately, and we applied an unbalanced
panel data analysis (as a robustness check procedure), due to the fact that there are companies in
our sample that registered more than one CEO turnover during the same year.

First, we identified and classified the reasons for CEO turnover using the methodology also
applied by Warner et al. (1988) and Dherment-Ferere and Renneboog (2002), with necessary
adjustments for the Romanian case, described below. Additionally, we considered the reasons for
CEO turnover motivated by political manipulations and the battle for power as in Cannella and
Shen (2001). We identified 12 reasons for CEO turnover (including both forced and voluntary CEO
departures): retirement, health problems, political reasons, promotion, persona non-grata, change of
ownership, common succession, pressure from shareholders, separation of the positions of CEO
and Chairman of the Board, CEO resignation, other reasons, and no public reasons. A more detailed
presentation for these reasons for our sample of Romanian listed companies can be found in the
Appendix.

Second, we divided these turnovers into two classes: forced and voluntary. However,
identification of forced departures can sometimes be very difficult when press releases are the main
source of documentation, because they rarely describe them as such. To isolate most likely forced
departures, firstly we followed Fee and Hadlock’s (2004) methodology for classifying turnover as
forced. If an article in the business press indicates that the CEO was banished, forced, or equivalent,
then turnover was defined as forced. Secondly, similar to Conyon and Florou (2002), we considered
the turnover as forced if the CEO was replaced for reasons such as political misunderstandings,
conflicts with the Board of Directors, weak performance, personality differences, and scandals.
Thirdly, we followed Dahya et al.’s (2002) methodology, considering dismissal and resignation as
forced turnover. Thus, we considered the following reasons as forced turnovers: persona non-grata,
change of ownership, pressure from shareholders, political reasons (except for the CEO of Oil
Terminal who was elected in the Romanian Parliament, due to incompatibility reasons), CEO
resignation (due to conflicts with the Board of Directors), as well as the cases in which no reason
was given for CEO replacement, in case of weak pre-succession performances.

The sample contained 58 CEO turnover events that occurred in 36 companies. In the balanced
panel data approach, they represent 53 company year CEO turnover observations out of the 426
observations collected between 2005 and 2010 for the whole sample of 71 companies. Hence, CEO
turnover occurred in 12.47% of the cases and forced CEO turnover in 6.81% of the observations.

In the balanced panel analysis, we considered both accounting-based and market-based
returns, computed at the end of the year previous to that when the CEO turnover occurred. In
subsidiary, we also took into account in our models the annual returns of the year when the CEO
was changed. We presumed that effects of the dismissed CEO's activity might also occur after the
CEO was changed, due to his/her strategic position in the company. In the unbalanced panel
analysis, the performance indicators were determined for 12 months before the date of the
succession announcement and, because we did not exclude observations for CEOs who served less
than a year, we computed the return for the period when they held the position and annualized the
result.

To compute industry annual return, we used all of the Romanian companies listed on the BSE
and on the over-the-counter market (former RASDAQ) that had the same first two industry code
digits. It has been proven that this classification offers a higher homogeneity of returns than
statistical clustering or three- or four-digit classification (Chan et al. 2007, Clarke 1989). To minimize
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the possibility of biases in our results due to outliers, the performance variables, the price/book
value, and the leverage ratios were winsorized at 1% and 99%. We did not include the same
regression variables that had a correlation coefficient equal to or greater than 0.4. Following the
literature and the hypotheses presented in Section 2, we applied a binary logit model to estimate the
forced CEO turnover equation. Logit regressions are commonly used in management turnover
studies in order to show that the likelihood of turnover is sensitive to changes in firm performance
(see Powers, 2005 for an extensive literature in this field). Consistent with previous literature, we
included as independent variables several accounting-based and market-based performance
indicators, various corporate governance indicators, variables related to the financial features of the
firm, and industry dummies. Additionally, we included new variables for foreign CEOs and female
CEO:s, for the financial crisis that started in 2008, as well as an interactional variable for government
ownership and political changes.

The use of composite variables in logit regressions was proved to be problematic by Powers
(2005) due to the non-linearity of the model employed. However, in our analysis, the composite
variable acts as a stand-alone variable, as its components were not used separately in the regression.
Consequently, it can be interpreted as such, the sign of its coefficient being statistically significant.

Our sample included all firms listed, during the 2005-2010 period, on the first and second tiers
of the BSE, except for the BSE itself (a listed company which became public in June 2010). We
studied public companies because, for small and/or unlisted Romanian companies, it would be very
difficult to collect these data, and the corporate governance mechanisms are expected to not be
properly implemented. The sample cannot be extended due to the small dimension of the
Romanian capital market. The 36 companies that experienced CEO turnovers represent one half of
all listed firms on the first and second tiers of the BSE in 2010, with average sales of 904 million
RON, an average number of employees of 1728, and an average stock market capitalization of 985
million RON. The analyzed time span includes a period of exceptional development of the
Romanian capital market (2005-2008), but also one of economic recession (2009-2010). Besides, this
period is particularly interesting due to the ongoing corporate governance reforms and the
adoption of the Romanian Code of Corporate Governance in 2009.

Most of the data regarding the CEO’s identity, CEO ownership, board independence, the
reasons for CEO turnover, the succession type (voluntary/forced), and the exact date when the CEO
was changed were hand-collected through corporate websites. Additionally, different Romanian
business newspapers (Ziarul Financiar, Capital, Saptamana Financiard, and Business Magazin) and
news agencies (Mediafax and Daily Business) were accessed. Data for corporate governance
variables and the accounting and financial data were from quarterly and annual company reports
provided by the BSE. The explanatory variables are described in Table 1.

Table 1. Description of explanatory variables used in the model.

Variable Description
Panel A: Variables related to the characteristics of the economic environment

The variable ‘political change” equals 1 for

Political change the years with governmental changes and 0
otherwise

Crisis dummy 1 1 for the years 2009 .and 2010 and 0
otherwise

Crisis dummy 2 1 for the year 2009 and 0 otherwise

Industry dummies
Panel B: Variables related to peculiarities of post-communist countries
Foreign CEO 1if the CEOisa forei.gn citizen and 0
otherwise
Female CEO 1 if the CEO is a woman and 0 otherwise
Firm and industry performance variables

Panel C: Accounting-based performance variables
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Return on assets (ROA) Operating profit/(total equity + long term

debt)
Operating margin Operating profit/net sales
Return on equity (ROE) Net income/Shareholders’ equity
Industry-adjusted ROA ROA - Industry average ROA

Operati in-Indust
Industry-adjusted operating margin peratng margln n us.ry avetage
operating margin

Panel D: Market-based performance variables

Total stock return Dividend yield + capital gains yield
Price to book value Stock price/book value per share
Panel E: Other firm specific variables
Firm size Ln (net sales)
Leverage Long term debt/Equity

1 if the company paid dividends during the
year and 0 otherwise
Corporate governance variables
Panel F: Ownership structure
Proportion of votes/cash flow rights held by
First shareholder ownership the largest shareholder when the CEO was
changed

Dividend dummy

1 if the largest shareholder’s ownership

First shareholder ownership dummy exceeds 50% and 0 otherwise

Government ownership Proportion of votes held by the state
1, if t CEO is also sharehol
CEO ownership dummy , if current CEO is a so.s areholder and 0
otherwise
1, if CEOY hi ds 5% and
Significant CEO ownership dummy , if CEO’s ownership .e xceeds 5% and 0
otherwise
The sum of votes held by all institutional
Institutional cumulative ownership investors, each of them holding more than

5% of the votes
1 if the cumulative ownership of the
institutional shareholders exceeds 33% of
the votes and 0 otherwise
1 if the cumulative ownership of the
institutional shareholders exceeds 50% of
the votes and 0 otherwise

Institutional cumulative ownership
dummy over 33%

Institutional cumulative ownership
dummy over 50%

Change in institutional investors
ownership
Panel G: Board characteristics
Board size Number of Directors of the Board
Number of independent directors divided
by the number of the non-independent ones
1 if the number of independent directors is

Board independence

Board independence dummy half or more of the board size and 0
otherwise
1 for a CEO who simultaneously holds the
CEO-Chairman duality positions of Chairman of the Board and
CEO and 0 otherwise

Notes: Furthermore, we constructed two variables for the second largest shareholder ownership, as
a percentage of common shares, and respectively as a dummy variable equal to 1, if the second
shareholder’s ownership equals or exceeds 10% of the total voting rights and 0 otherwise. We found
no empirical evidence of a correlation between these variables and the CEO turnover occurrence.
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Some descriptive statistics for the variables used in the model are presented in Table 2. These
data emphasize that the average values for the firm’s performance ratios are low, reflecting a
negative influence of the global financial crisis starting in late 2008. The same trend is sustained by
the price to book median value of 0.95, suggesting that, for more than half of the companies in the
sample, the market value of the company is lower than the book value of shareholders” equity. This
finding may also be related to the low liquidity and low degree of informational efficiency of the
Romanian capital market.

Table 2. Summary statistics on CEO turnover for the Romanian listed companies during the 2005—

2010 period.
. Average Median Minimum Maximum Standard
Indicator .
value value value value deviation
Variables related to the characteristics of the economic environment
Crisis dummy 1 0.500 0.500 0 1 0.500
Crisis dummy 2 0.167 0 0 1 0.373
Political change 0.333 0 0 1 0.471
Variables related to peculiarities of post-communist countries
Foreign CEO 0.113 0 0 1 0.317
Female CEO 0.116 0 0 1 0.320
Firm and industry performance variables (values in coefficients)
Return on assets 0.038 0.047 -1.152 0.458 0.165
Operating margin 0.032 0.009 -0.334 0.581 0.135
Return on equity 0.056 0.058 -0.785 0.446 0.148
Industry-adjusted ROA 0.001 0.003 -0.624 0.576 0.122
Industry adjusted operating g, 0.072 -0.456 0.715 0.165
margin
3-years average ROA 0.069 0.066 -0.542 0.387 0.117
3-years average ROE 0.065 0.069 -0.408 0.402 0.119
S-years average operating 0.105 0.072 -0.228 0.688 0.153
margin
Total stock return 0.343 0.180 -0.935 4.976 0.779
Price to Book value 1.543 0.950 0.080 8.560 1.688
Other firm specific variables
(In) Firm size 18.558 18.322 14.996 23.670 1.604
Leverage (coefficients) 0.172 0.045 0 1.992 0.314
Dividend dummy 0.324 0 0 1 0.468
Corporate governance variables
CEO Turnover 0.125 0 0 1 0.331
CEO forced turnover 0.068 0 0 1 0.252
First Shamho(loi';r ownership 47 11 52,000 0.0001 98.000 25.864
First shareholder ownership 0.542 1 0 1 0.499
dummy
Government ownership (%) 3.816 0 0 79 14.475
CEO ownership dummy 0.399 0 0 1 0.491
Significant CEO ownership 0241 0 0 1 0.429
dummy
Institutional ?umulatlve 26.070 1 0 93 30771
ownership (%)
Institutional cumulative 0.340 0 0 1 0475

ownership over 33%

—_

Institutional cumulative 0.298 0 0 0.458
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ownership over 50%
Change in institutional

. . 0.980 0 -58.000 93.000 10.182
investors’ ownership (%)

Board size 5.556 5 2 11 2.233

Board independence 2.369 2 0 6 1.713

Board independence dummy 0.817 1 0 1 0.388

CEO-Chairman duality 0.373 0 0 1 0.485

Source: Authors’ calculation based on data provided by Bucharest Stock Exchange and the annual
reports of the companies in the sample.

Table 2 shows that 11% of the listed companies have foreign CEOs. We found evidence that the
foreign origin of a manager is associated with the fact that the company is part of a foreign group.
Almost 12% of the managers in our sample were women. This is not a high figure, but compared to
other statistics, we can expect a relative significance of the manager’s gender on the likelihood of
CEO turnover occurrence. For instance, Kato and Long (2006) emphasize that in 2002, the
proportion of female CEOs was only 4% in China.

The average first shareholder’s ownership was around 47%, with a median value slightly
above 50%. This result is important to characterize the corporate governance context of the
Romanian market. It is presumably associated with important agency problems, especially between
controlling and minority shareholders, and with high opportunities of extracting private benefits
from control on a capital market with high control premiums.?

The average percentage of votes held by all institutional investors, each of them holding more
than 5% of the votes, was 26.07%, but in half of the cases, it was below 11%. The average ownership
of institutional investors was around half of the average institutional ownership for US firms in the
work by Helwege et al. (2012). The standard deviations for all the variables regarding institutional
ownership recorded high values, showing significant differences between the listed companies in
our sample. Only 29% of the companies had institutional investors who own more than 50% of the
equity. This may lower the incentives of institutional investors to be actively involved in controlling
the companies efficiently. Due to the fact that, in the existing literature, it was shown that the role
and involvement of institutional investors in the decision to change CEOs (forced) is even greater as
they hold more shares (Kang et al. 2018), the results for this independent variable in the case of
Romania are somewhat uncertain.

The average board size is around five members, with a maximum value of eleven members.
These values are somewhat similar to the size in other one-tier board systems, such as in the US
(Yermack 1996; Denis et al. 1997; Denis and Sarin 1999), Belgium (Renneboog 2000), Italy (Brunello
et al. 2003), and China (Kato and Long 2006). We can bring into the discussion the arguments of
Yermack (1996) for smaller and more efficient boards that monitor the executive managers more
effectively. Thus, smaller board size can emphasize the negative relation between firm performance
and CEO turnover.

5. Results and Discussion

Table 3 presents evidence on the relation between firm performance, CEO characteristics,
political influence, industry sector, or financial crisis and CEO turnover likelihood. In accordance
with H1, the interactional variable for political change and governmental ownership is positively
and significantly correlated with forced CEO turnover. This relation is proof of the political
influence on the Board of Directors’ decisions, especially when the Romanian government owns an
important share of total equity.

Consistent with H2, the foreign origin of the CEO for the Romanian listed companies is
positively and significantly correlated with the likelihood of forced CEO turnover (see Table 3). The

3 Dragota et al. (2013) documented an average value of control premium around 115% and a median one of
25% for 173 tender offers carried through the BSE and RASDAQ for the period 2000-2011.
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probability of forced turnover was higher (i.e., 15%—20%) if the CEO was of foreign origin. This
result is in line with Boenisch and Schneider (2013), who found that one of the communist legacies
is the formation of strong closed informal connections, difficult to breach, and it can also be a clue
for explaining foreign managers’ difficulties to adapt to the Romanian environment.

We found a positive and significant correlation between the female CEO dummy and CEO
forced turnover likelihood (similar to the results from Kato and Long 2006). The probability of
forced turnover was higher (i.e., 7%—8%) when the CEO was a woman.

We also found evidence that the crisis dummy is positively and significantly correlated with
forced CEO turnover. The probability of forced CEO turnover was around 7% higher in 2009,
amidst the crisis, than in other years from the database. This result is in accordance with Kaplan
and Minton (2012), concluding that the expectations regarding the industry and market
performances (decreasing during an economic crisis) negatively influence the probability of forced
CEO turnover. An unstable economic and financial environment also puts pressure on the
Romanian listed companies’ management, and, consequently, the probability of forced CEO
turnover is higher than in more stable economic times.

Our results are in line with the results from the existing literature and show that CEO turnover
(particularly forced replacements) is inversely related to firm and industry performances (Hu and
Leung, 2012; Kato and Long, 2006, Muravyev et al. 2010, among others). We also found that
companies with low industry-adjusted return are more likely to have forced CEO turnovers (see
Eisfeldt and Kuhnen, 2013). Due to the anomalies of the Romanian capital market, we expected the
accounting-based performance indicators to be more reliable than the market-based returns. We
used similar models for forced CEO turnover and the three different market-based performance
measures (price to book value, total stock return, and capital gains return), but we found no
significant relation with the probability of forced CEO turnover*.

The average marginal effects explain how sensitive the probability of CEO forced turnover is to
independent variables. Some differences can be noticed in the amplitude of the average marginal
effects, depending on the performance measures used. A 1% decrease in the return was correlated
with an increase of the probability of CEO forced turnover of around 0.3% if we measured firm
performance using ROE, 0.5% if the performance indicator was ROA, and 0.54% for the operating
margin. These results suggest that the Romanian listed companies put less emphasis on
shareholders’ interests than on the whole capital invested by creditors and shareholders for CEO
turnover decisions.

A 1% decrease of the three-year average return was correlated, with slightly lower increases in
the likelihood of forced CEO turnover than in the case of the performance indicators computed for
the previous year. This result could be an argument for the assumption that for the Board of
Directors, the short-term perspective of the performance is prevalent before the long-term
perspective in their forced CEO replacement decisions. Our results are similar to Kaplan and
Minton (2012), but with lower magnitude than those of Eisfeldt and Kuhnen (2013). One possible
explanation for the difference in the magnitude of the changes can be the occurrence of the financial
crisis during the analyzed period.

We found almost similar results for the likelihood of forced CEO turnover when we used
contemporary firm performance measures. When we used three-year average ROA and ROE, the
results were no longer statistically significant.

Regarding the scarcity of the managerial labor market, we found evidence that the utilities,
energy, and pharmaceutics sectors are more likely to force CEOs to leave their positions. Our result
is in accordance with Parrino (1997), who found that the utilities and energy sectors are among the
most homogeneous.

With regards to the relation between CEO turnover and different corporate governance
characteristics, first we found that the CEO-Chairman duality is inversely related to the likelihood
of forced CEO turnover (Hazarika et al. 2012; Helwege et al. 2012; Hu and Leung 2012). This
correlation can be explained through a higher influence of the CEO on the Board of Directors and

4 These results are available upon request.
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higher opportunities for the CEO to maintain informational asymmetries. For our sample, the
probability of forced CEO turnover was lower, by around 10%, for companies where CEOs held a
dual position, compared to the rest of the sample.

Second, the presence of the controlling shareholder was associated with a lower probability of
forced CEO turnover (see Brunello et al. 2003; Parrino 1997), which is consistent with a greater
probability of type II agency conflicts. All other variables related to ownership had no statistical
significance.

Third, similar to Parrino et al. (2003), the “voting with their feet” behavior can be validated for
the Romanian listed companies. By some means, this result is expected for a transitional country
with an enforced Corporate Governance Code only from 2009. Moreover, the results may be due to
the lower holdings of the institutional investors compared to developed countries. For US
companies, Helwege et al. (2012) showed that although the net change in institutional ownership
prior to forced CEO turnover is negative and significant in the first sub-period of their analysis, the
extent of “voting with their feet” is small and declines over time, and so becomes irrelevant in the
second sub-period. The authors signal that the role of institutional investors in forced CEO turnover
tends to diminish and that research must move toward other determinants. Such empirical
evidence could also explain a lower statistical significance for this variable, registered for our
Romanian sample for the period 2005-2010.

Fourth, we found no influence of board size and independence (as in Muravyev et al. 2010).
This result can be explained by a limited effectiveness of corporate governance mechanisms, or
through the activism of the first large shareholders, who put in place other mechanisms to control
the managers. Additionally, we cannot exclude the assumption of a passive attitude of the outside
directors. The results are somewhat similar to Miyajima et al. (2018), where the independent outside
directors have no significant effect of enhancing CEO turnover sensitivity to ROE. The CEO
turnover sensitivity to ROA is higher when boards have three or more independent outside
directors than when boards have only one outside director.

Leverage is negative and statistically significantly correlated with the likelihood of forced CEO
turnover (see Table 3). This link shows the existence of agency conflicts between managers and
shareholders, which can be alleviated using the supplementary monitoring realized by the
creditors. The creditors have the concern and appropriate skills to monitor the firms, and the
shareholders benefit from their financial expertise.

Due to a relatively high homogeneity in our sample regarding the size of the Romanian listed
companies, firm size becomes less important, but remains significant in explaining the CEO
turnover decisions. The results for average marginal effects show that a 1% increase of the
logarithm of net sales was associated with a decrease of around 2.5% of the likelihood of forced
CEO departure.

Additionally, we analyzed separately voluntary and forced CEO turnovers. For voluntary CEO
turnover, we found similar results as for all CEO turnovers in regard to the foreign origin of CEOs
and ownership, supporting the explanations mentioned above. We found no statistically significant
relation between firm performance and the likelihood of voluntary CEO turnovers, neither for
accounting-based nor market-based returns. This result is consistent with mainstream literature,
concluding that forced CEO turnovers are related to firm and industry performances, whereas other
forms of managerial turnover are not linked to firm performance (see Eisfeldt and Kuhnen 2013).

The unreported results for the pooled data analysis were similar for CEO turnover, and also
for forced and voluntary CEO turnovers.> Additional robustness tests were performed by gradually
introducing into the logit models the explanatory variables for both specifications (balanced and
unbalanced panel data). The results confirm the significance of all variables.

5 The results are available upon request.
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Table 3. Estimates of binary logit models on forced CEO turnover using the accounting-based returns.

Variables

Expected
sign

Equation Equation Equation

(1)

(2)

(3)

Equation Equation Equation

4) (5)

(6)

Equation

(7)

Equation

(8)

Industry-
adjusted return
on assets

-9.1228
[0.00]
-0.493

Return on assets
(ROA)

-4.54623
[0.00]
-0.469

Return on equity
(ROE)

-5.72032
[0.00]
-0.323

Industry-
adjusted

operating
margin

-5.94133
[0.00]
-0.351

Operating
margin

9.01518
[0.00]
-0.542

3 years average
return on assets

-5.2662
[0.01]
-0.312

3 years average
return on equity

-5.18364
[0.00]
-0.302

3 years average
operating
margin

-7.0803
[0.02]
-0.432

Foreign CEO

2.034089
[0.02]
0.152

1.259163
[0.00]
0.161

1.866373
[0.02]
0.150

2.318290
[0.00]
0.202

2.197453
[0.00]
0.183

2.406880
[0.00]
0.219

2.122770
[0.00]
0.187

1.98776
[0.01]
0.177

Crisis dummy 2

1.292348

0.645056

0.951188

1.072577  1.069988

0.896042

0.815577

0.82362
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[0.02] [0.06] [0.09] [0.05] [0.05] [0.07] [0.097] [0.02]
0.083 0.073 0.061 0.075 0.075 0.061 0.055 0.058
1279092 0.537237 1122408 o o~ 1096683 1.13084
Female CEO [0.08] [0.15] [0.098] 023] [0.09] [0.08]
0.081 0.075 0.078 0.084
Sx?v;z‘rslﬁzgnxt 0.040583  0.025951 0.040694 0.035569 0.040903 0.035542 0.034834  0.03583
Political change [0.01] [0.00] [0.00] [0.07] [0.01] [0.07] [0.07] [0.045]
CEO-Chairman 33509  -1.60233 -2.57295 -2.57654 -2.33399  -2.65378  -2.48547  -1.9570
duality [0.08] [0.00] [0.02] [0.00] [0.01] [0.00] [0.00] [0.02]
-0.104 -0.136 -0.100 -0.109 -0.100 -0.110 -0.106 -0.091
Change in
institufcgional -0.03460
. Insignificant/- [0.08]
investors
. -0.002
ownership
Firet shareholder 145821 -1.05737  -1.84211 -2.06363  -1.50065 -1.74685 -1.77616  -1.4832
Summy [0.05] [0.00] [0.02] [0.00] [0.03] [0.00] [0.00] [0.03]
-0.084 -0.113 -0.115 -0.135 -0.096 -0.115 -0.116 -0.099
035245 -0.26063 -042307 -0.53417 -0.35748  -0.4673  -043460  -0.3281
Ln (net sales) [0.09] [0.02] [0.08] [0.01] [0.099] [0.01] [0.03] [0.08]
-0.019 20.027  -0.024 -0.032 -0.022 -0.028 -0.025 -0.020
408264 221574  -410193  -4.60895 -434411 -422106  -3.76608  -3.8271
Leverage [0.06] [0.01] [0.09] [0.02] [0.09] [0.01] [0.02] [0.05]
-0.220 -0.229 -0.232 -0.272 -0.262 -0.250 -0.220 -0.234
6210834 4.110076 6.852578 8.024094 6278387 6748419 6545332  6.68263
Utilities dummy [0.00] [0.00] [0.00] [0.00] [0.00] [0.00] [0.00] [0.00]
0.646 0.636 0.764 0.824 0.724 0.757 0.759 0.800
2572995 2218322 2878680 4258439 2697677 3.908447 3332632  2.8089
Energy dummy [0.08] [0.00] [0.08] [0.00] [0.06] [0.00] [0.00] [0.00]
0.210 0.321 0.278 0.465 0.256 0.426 0.358 0.299
Pharmaceutics 1524418 2.459127 2255324 2.281926
Summy [0.00] [0.00] [0.01] [0.00]
0.206 0.230 0.208 0.213
Constant C 3.636597 3.432823 5683193 7.762265 4091619 6.629814 6.062318  4.13335
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[0.98] [0.08] [0.19] [0.03] [0.30] [0.05] [0.095] [0.22]

Prob (LR 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Statistic)

Pseudo R 0.37 0.4 033 0.30 0.30 0.29 0.30 0.27

Notes: The estimated coefficients for board independence, board size, institutional investors’ ownership, CEO ownership and second largest shareholder’s
ownership are not statistically significant and are not reported. We report p-value in brackets. Marginal effects of independent variables on likelihood of forced
CEO turnover are shown in bold. Source: authors” estimation.
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6. Conclusions

We revisited a widely studied topic in the literature—the determinants for the likelihood of
CEO turnover. To the best of our knowledge, this is the first paper to focus on CEO turnover in
Romania using a detailed and comprehensive analysis and considering financial, social, political,
and corporate governance determinants, applied to an intricate period of time, with both
exceptional development and economic recession.

For the Romanian case, our study took into consideration, for the first time, explanatory
variables for the foreign origin of a CEO, CEO gender, and the incidence of political intrusions in
corporate decisions in companies with governmental ownership. Thus, the occurrence of CEO
turnover was positively correlated with the foreign origin of the manager, supporting the
hypothesis that foreign managers experience difficulties in adapting to the Romanian economic
environment. The political influence on the CEO turnover decision was revealed when firms had
large state ownership. We found evidence that female CEOs were more likely to leave their
positions than male CEOs. We also showed that the financial crisis boosted the probability of CEO
forced turnover.

We examined, as well, the role of other important corporate governance variables in the CEO
turnover process, and the results are mixed. The empirical evidence confirmed that some reforms
have been implemented. Two particular entrenchment mechanisms were emphasized, namely, the
CEO-Chairman duality and the controlling power of the largest shareholder. Additionally, we
emphasized the “voting with their feet” behavior of the institutional investors. The CEO ownership
is not significant as an entrenchment mechanism for forced CEO turnovers, but we found some
intriguing evidence of its direct relation to the likelihood of voluntary CEO turnover occurrence.
Other well-known corporate governance mechanisms, such as the second largest shareholder and
the institutional investors’ activism, seem ineffective in the sample considered.

As for the relation to several performance indicators, our results were similar to those
identified in the previous financial literature for other countries. The CEO turnover decision was
strongly and negatively related only to accounting-based performance ratios. Whatever model
applied, the market-based performance variables did not have a significant influence, and a
possible explanation could relate to the features of the Romanian capital market.

As per many empirical studies, this one has some limitations. The most important limitation
concerns the sample, which was relatively small (426 observations, with 58 CEO turnover events)
compared to similar studies in this field. This limit can usually be found in empirical studies that
analyze emerging economies, especially those of Eastern and Central Europe. Due to the fact that
their capital markets are newly created or recently reopened, in many cases, the whole number of
listed companies is small and thus it is not possible to collect data sets as large as those of studies
conducted in highly developed countries (Filip and Raffournier, 2010). In our study, this criticism
should be mitigated, given that the sample includes all of the Romanian listed companies (except
the BSE).

Our results can be useful for practitioners, as well as for academics. The conclusions are
important for investors, and especially for foreign investors not accustomed to the Romanian
economic environment. Additionally, our findings provide a better understanding of the
managerial labor market in a transitional Eastern European country and evidence that it is still
subject to political interference in corporate decisions of state-owned companies subsequent to a
change of the political party in power.

We expect the development of post-communist economies to determine substantial
improvements in corporate governance mechanisms and practices, and the CEO turnover
phenomenon to follow the trends revealed in the literature for developed countries. It would be
interesting for future analysis to mainly capture this evolution for a better understanding of the
causes that trigger it.
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Appendix. The main reasons for CEO turnover for the Romanian listed companies 2005-2010

1. Retirement (4 cases). We consider retirement before the age of 63 as forced retirement.
Health problems (2 cases). We consider these cases as unforced reasons.

3. Political reasons (4 cases). Hu and Leung (2008) define three types of government intervention:
(1) the government can play the role of “invisible hand” and senior executives of state-owned
companies are political appointments; (2) the government has no control over the selection and
appointment processes; or (3) the appointment is “just window dressing, as politically
affiliated directors are puppets of management.” In Romania, the first case is the most common
practice for state-owned companies. In our sample are two state-owned companies,
Transelectrica and Transgaz, with CEO replacement in 2009. The replacement was made in
both cases by the Ministry of Economy in the first months after the new political party won the
general election. Additionally, in both cases, there was an exchange between the position of the
CEO and the deputy director. It can be noticed that the deputy directors were previously
former CEOs in the same companies. The new senior executives appointed are controversial
people, influential politicians with strong connections to the political party who won the
general election.

4. Promotion (3 cases). This refers to a CEO who was promoted and made “a step forward” to
take a new position within the company. From our sample, the most relevant example is the
CEO from OMYV, who resigned following the decision of the OMV group to become senior
counsellor of the Chairman of the OMV group.

5. Persona non-grata (4 cases). Multiple reasons can be considered to justify the decision to
replace the former CEO, from prolonged conflict with the board to conflict of interests or
fraud; all of them are seen as forced and illegal decisions by the CEO who was changed. Often,
the real reason for CEO replacement is not publicly announced, and thus the mass-media
becomes the main source to learn about the internal conflicts within the company.

6. Change of ownership (4 cases). If the ownership changes, CEO turnover is inevitable. In this
study, we consider these replacements as involuntary.

7. Common succession (4 cases). In our sample, these CEOs just finished their four-year mandate
and took other functions after their contract expired.

8. Pressure from the shareholders (16 cases). This is the most common reason for CEO
replacements for the Romanian listed companies for the period 2005-2010. These cases are as
follows: CEO dismissal due to low performance, change of jobs to improve firm performance,
and a new approach of the company or CEO turnover decided by the majority shareholder(s).

9. Separation of the Positions of CEO and Chairman of the Board (5). The BSE Corporate
Governance Code recommends avoiding CEO duality, as per many other similar Codes, in an
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international context. On the contrary, the Romanian listed companies can be considered as
following the CEO-Chairman duality pattern.

10. CEO resignation (3). Only one case can be considered a CEO resignation, due to prolonged
conflicts with the Board concerning the company’s future direction. For the other two cases,
the public announcement mentioned only that it was the decision of those CEOs to resign from
their current positions.

11. Other reasons (2). We include two cases of CEOs who decided to remain only shareholders in
their companies and to be actively involved in other businesses.

12. No reason (8). From 59 cases of CEO turnover, in 8 cases, the companies did not give any
public motivations for these decisions.
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