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Abstract: This paper reconsiders the factors that drive executive turnover. Due to the dearth of 

quality data, research has primarily drawn from financial reports to construct measures of 

performance, efficiency and risk when considering board changes. Unfortunately, aggregate data 

such as that contained in financial numbers omits crucial disaggregated information related to a 

firm’s recent operational performance.  Furthermore, quality data is exceptionally difficult to collect 

because the performance and efficiency of a firm’s daily operations are rarely recorded in a 

consistent and meaningful way. One industry in which operating performance data are transparent 

and widely available is in the sporting sector, and especially soccer companies. In this context, this 

study investigates the determinants of senior executive turnover in British soccer firms considering 

both financial and operating performance information. The findings of this paper suggest that 

operational performance dominates financial performance in driving executive turnover. In 

addition, industry experience significantly reduces the probability of executive turnover. While the 

findings of previous research are consistent with these results, this paper shows that without 

considering the operations of a firm, insights gained from extant research are flawed. 
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1. Introduction 

Despite the vast literature that examined the association between CEO turnover and firm 

performance, researchers in academic finance knows relatively little about directors’ turnover 

patterns within firms. There are some few issues that have been overlooked and the analyses have 

been sparse in small firms and specific industries. Yet, there is no research that has analysed 

managerial turnover in the context of operating performance. Also many studies did not control for 

market share of firms in the industry which is fundamental in the analysis of executive turnover. 

These issues have greatly inspired to undertake this research.  

This paper is motivated by four main issues. The first motivation originates from the theories 

used to describe performance-turnover relationships. According to previous research, it appears that 

there is no general theory for describing performance-turnover relationships. The extant studies in 

this area are mostly adopted principal-agent theory (Jensen and Meckling, 1976). Studies under this 
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theory find contradicting results for the link between firm performance and CEO turnover (e.g. 

Warner et al., 1988). Although agency theory is the main foundation of turnover-performance 

relationship, other theories such as stakeholder theory, human capital theory and social network 

theory may offer possible explanations of the relationship. This paper aims to perform an empirical 

evaluation using these theories simultaneously and determine their efficacies in explaining 

directors’ turnover and firm performance relationships.  

The second motivation relies on the importance and benefits that learning on turnover-

performance relationships offer to academics and practitioners. The threat of dismissal for corporate 

managers is an important research area because it is the major factor used to discipline managers 

following firm’s poor performance. Kim (1996) argued that executive’s turnover is one of the most 

important instruments of corporate governance. Companies can enhance performance through 

replacing incompetent directors and can provide a strong incentive for performance through linking 

director turnover to firm performance.  

The third motivation is based on the argument that directors have a significant impact on 

corporate value, thus understanding the causes and consequences of their departures would appear 

to be an important issue of investigation. In addition, Fee and Hadlock (2004) recommends further 

studies of directors’ turnover as an important area of exploration. The removal of directors in the 

firm is a form of internal control mechanism which is one of the key functions of corporate 

governance. 

The fourth motivation is focused from industry-specific factors. The availability of data in the 

UK football industry has facilitated the undertaking of this research. The industry offer abundant 

operational performance data that have not been used to evaluate managerial turnover decisions. 

Importantly, the availability of firms’ financial and corporate governance information has motivated 

this research. The possibility of analysing operational performance data together with corporate 

governance variables are main driving factors of doing this study. Another important issue that 

motivated this research is the scandals of financial troubles in the football sector. Specifically, this 

has motivated the investigation of whether directors in this sector are punished due to their 

corporate performance. 

The principal aim of this paper is to examine whether there is a relation between departures of 

directors and corporate performance. Using firms from the English Premier League, five hypotheses 

are tested. The first and most important hypothesis considers whether the probability of directors’ 

turnover is inversely related to firm’s performance. This paper has compared the strength of 

operational performance over financial performance in determining the probability of turnover. The 

findings indicate that operational performance is leading over financial performance in determining 

the probability of turnover. These findings are consistent with the first hypothesis and supports 

stakeholder theory rather than agency theory. In addition, the results reveal that managerial 

ownership distracts the role of operational performance in executive turnover decisions. The results 

indicate that industry experience reduces drastically the probability of turnover. This indicates that 

the findings of this paper support human capital theory. In general, this paper provides consistent 

evidence that directors’ departures occur during poor operational performance.  

This paper contributes to the finance literature in the following ways. First, this paper provides 

new evidence on the negative link between operational performance and probability of turnover and 

present evidence of its practical applicability. This has established that operational performance is a 

priority used for managerial turnover decisions. To my knowledge, this has not been addressed 

elsewhere in other performance-turnover studies. Most existing studies adopted stock market 
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returns (e.g. Kaplan, 1994, Murphy and Zimmerman, 1993), and accounting measures (e.g. Conyon 

and Florou, 2002, Denis and Denis, 1995) to analyse performance-turnover relationships. Thus, the 

adoption of industry-specific measure of performance is the great contribution of this study. 

Second, this paper offers new evidence on the determinants of directors’ turnover on situation 

where stakeholder theory, human capital theory and social network theory are considered 

simultaneously in the analysis. Existing research in this area has primarily focused on principal-

agent theory (e.g. Conyon and Florou, 2002, Dahya et al., 2002). This paper extended this research 

by incorporating other theories that may offer potential explanations. The findings on these theories 

confirmed that stakeholder theory, agency theory and human capital theory matters considerably on 

managerial turnover studies. The findings also confirmed that stakeholder theory is important than 

agency theory in the context of football firms.  

Lastly, this paper contributes to the debate on the effectiveness of boardroom governance 

particularly by considering issues on board and ownership structure. For instance, the findings of 

this paper suggests board ownership distract the independence of corporate decision making. The 

finding that board structure does not affect significantly firm’s turnover decisions is contrast to 

previous findings by Goyal and Park (2002) and Hillier et al. (2005). However, the positive 

coefficients on CEO duality confirm that firms with separated CEO-chairman positions are more 

likely to fire their directors using operational performance criteria than firms with combined CEO-

chairman positions. 

The structure of this paper is as follows. Section 2 discusses theoretical foundation and 

develops the hypotheses. Section 3 explains measurement of variables used in empirical analysis. 

Section 4 describes data sets and empirical methods adopted. Section 5 discusses the results on the 

determinants of directors’ turnover. Section 6 discusses the robustness of the results. The 

conclusion is in Section 7. 

2. Theoretical Underpinnings and Hypotheses 

2.1 Agency Theory  

Agency theory has been the dominant foundation for corporate governance practice and 

policy. The foremost claim of this theory is conflict of interests either between shareholders and 

firm’s managers or between minority shareholders and majority shareholders. In the first conflict, it 

is assumed that managers prefer achieving their own goals rather than shareholders’ interests which 

erodes shareholders’ wealth. In the second conflict, it is assumed that majority shareholders collude 

with firm’s managers to expropriate wealth of minority shareholders. In the literature, the first 

conflict is known as “Type 1 agency problem” and the second conflict is known as “Type 11 agency 

problem” (Ali et al., 2007). Based on these conflicts, agency theory recommends that directors 

should be evaluated according to their firm performance. Also the theory suggests appropriate 

corporate governance practices that help to reduce agency costs and enhances firm value. 

Directors’ turnover and firm performance 

According to agency theory postulates, directors should be assessed based on their corporate 

performance. If that is the case, board of directors should choose among alternative performance 

metrics to evaluate its directors’ performance (Brickley, 2003). A dismissal from the board is a 

mechanism for controlling directors’ actions and aligning the interest of both directors and 

shareholders. This mechanism serves to reduce firm’s agency costs and maximise shareholders’ 
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wealth (Jensen and Meckling, 1976, Fama, 1980, Puffer and Weintrop, 1991). The criterion used on 

dismissal decisions differ from one firm to another in accordance with the company objectives. In 

the football industry, it is sensible to judge directors’ performance using operational measures as 

well as financial measures. 

Stakeholders in football firms include people such as owners, directors, fans and creditors, 

among others. A larger number of these stakeholders prefer more success in operational 

performance rather than in financial performance. Here, there is a conflict of interests between the 

firm’s objectives under agency theory and stakeholder theory. The former objective is the 

maximisation of shareholders’ wealth while the later objective is the maximisation of balance 

interests of various stakeholders where shareholders are just one of them. In order to fulfil interests 

of many stakeholders and in accordance with stakeholder theory recommendations, directors are 

largely assessed using operational performance rather than financial performance. This leads to the 

following formal hypothesis. 

H1: There is a strong negative relationship between operational performance and the 

probability of directors’ turnover rather than financial performance. 

Directors’ turnover and corporate governance mechanism 

Studies linking turnover decisions and governance structure have started since 1970s 

(Helmich, 1976). Later studies have incorporated governance structures in their analyses. For 

example, Weisbach (1988) finds that more independent boards are more likely to fire poorly 

performing CEOs. Fizel and Louie (1990) finds that internal governance structure such as CEO 

duality and board setup have larger impact on turnover decisions than firm performance. The 

significance of corporate governance prescriptions in turnover decisions have been confirmed by 

Dahya et al. (2002) who finds improvement in the negative link between CEO turnover and 

performance after the 1992 Cadbury Report on corporate governance in the UK. This finding 

implies that firms with more non-executives on the board have strong negative performance-

turnover relationship than firms with few non-executives on the board. 

H2: The proportional of non-executive directors and separation of CEO/Chairman positions 

are positively related to the probability of directors’ turnover. 

Another recommendation from agency theory is that firm’s managers should own stocks of the 

company so as to minimise the divergent motivations between managers and owners of the firm. 

Morck et al. (1988) finds that managers that own company’s shares above a certain threshold will 

have power to defend themselves from being fired. Confirming the strict impact of managerial 

ownership in turnover decisions, Denis et al. (1997) finds that managers with relatively small equity 

stakes in their firms lessen considerably the probability of being sacked. Dahya et al. (1998) finds 

similar results in the analysis of ownership structure, performance and top executive change for UK 

firms. These results imply that shareholders with low ownership in the firm will find too expensive 

to monitor firm’s managers. The literature identifies this phenomenon as “free rider problem”, (e.g. 

Shivdasani, 1993, Ertan et al., 2009, André, 2009).  

Studies indicate that blockholder or institutional ownership of the firm can mitigate the free 

rider problem because they have strong incentive to monitor management, (e.g. Denis et al., 1997, 

Goyal and Park, 2002). This means that blockholders have greater equity stakes in the firm, thus 

effective monitoring of the managers’ performance enhances their own wealth. These kinds of 
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ownership are important corporate governance mechanism that improves manager turnover 

decisions for poorly performing firms. In plain terms, the higher ownership by blockholders or 

institutions makes the board more effective and reduces managerial entrenchment in the firm. Goyal 

and Park (2002) insisted that these ownership structure mitigates agency problems and aligns the 

divergent motivations between managers and owners. According to data availability in the sample 

selected, the following hypothesis is examined. 

H3: The probability of directors’ turnover is negatively related to managerial ownership. 

2.2 Human Capital Theory 

Becker (1984) classified human capital as either a firm-specific investment or non-firm-

specific investment. Firm-specific investments involve those on-job-training that ensuring 

employees prolonged existence in the firm and raises the firm specificity of an employee’s human 

capital. Ideally, such firm-specific investments bring greater productivity because of the relevance 

fit between the firm’s needs and unique capabilities of the labour (Becker, 1984). However, 

according to the degree of specialisation of the firm, the level of productivity cannot be achieved 

outside the particular firm. According to Phan and Lee (1995), directors have no incentives to 

engage in firm-specific trainings since those limits their mobility outside the firm and increase their 

opportunity costs of staying with firm. 

It is argued that, if the director has high firm-skill specificity his or her dismissal from the firm 

will represent loss of firm-specific human capital investments that leads to erosion of competence in 

productivity (Phan and Lee, 1995). Boards must consider deliberately on directors’ firm-specific 

human capital investments when making firing decisions. One of the previous study discussed 

things that contribute to the building and accumulation of human capital investments (Dierkes and 

Coppock, 1975). The authors mentioned things such as costs of recruitment and training, capability 

development and investment building experience that they contribute to firm-specific knowledge. 

Non-firm-specific investments include general education background and previous work 

experience. Becker (1984) insisted that people with educational background and prior industry 

experience have more opportunity to be retained in the firm because they have general human 

capital investments that are useful in the firm’s development. Long tenure in one firm may reflect 

accumulation of firm-specific knowledge which is valuable asset in the firm. Based on these 

arguments and information available, this paper proposes the following hypothesis. 

H4: There is a negative relationship between industry experience and the probability of 

directors’ turnover. 

2.3 Social Network Theory 

Social network theory explains the situation where CEOs use to accumulate power in order to 

reduce the relative monitoring power of the board (Phan and Lee, 1995). The theory predicts that 

CEOs with strong social networks will not be strictly punished for poor performance because they 

have power to influence other board members in their corporate decisions. Recent research indicates 

that social ties have a potentially larger impact on director’s monitory and disciplinary capacity 

(Hwang and Kim, 2009). A social relationship leads one to interpret favourably another’s intentions 

and actions (Uzzi, 1996). If a CEO has a personal relationship with a director, a director’s resulting 

concern for the CEO will be impaired. Therefore, directors with social ties with a CEO lack 

independence in objective monitoring and disciplining of the CEO. 
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Social environment in the board makes harder to dislodge entrenched directors because social 

systems favour stability over change. Also, familiar members in the board will not prefer new 

members as it assists them to maintain coherence over disagreement (Phan and Lee, 1995). This 

implies that what maintain solidarity of a board are the ties between the directors themselves. 

Zucker (1977) claimed that stronger connections of the firm’s people leads to more stable social 

environment in the organisation. In the later study, Wade, O'Reilly and Chandratat (1990) finds that 

CEOs are powerful to manipulate board distribution by appointing directors who are favourably 

inclined towards the CEO’s personal agenda. This means that, if the firm perform poorly the board 

will lack influence to punish the CEO because the board consists of directors who were appointed 

by the CEO. 

Social network theory suggests that it is difficult for a director to be entrenched if there is no 

strong social network. This is simply because the director has to satisfy the competing claims of 

many stakeholders (Freeman, 1984). Thus, if social networks are diverse then it is easier to remove 

a director from the board if he or she performs poorly. Ocasio (1994) finds that larger networks tend 

to be more diverse, thus reducing the power of the CEO to influence the board on managerial 

turnover decisions. Larger boards have larger networks, thus limiting a CEO’s influence since his or 

her efforts are directed to a larger group of individuals and that weaken his or her power over 

turnover decisions (Phan and Lee, 1995). Therefore, larger boards allow more directors’ turnover 

than small boards because their social networks are more diverse. This leads to the following formal 

hypothesis. 

H5: There is a positive relationship between board size and the probability of directors’ 

turnover. 

3. Measurement of Variables 

3.1 Dependent Variable 

Directors’ turnover is a binary variable represented by one if there is any executive director 

turnover in a particular year, zero otherwise. Many previous researches used the same variable in 

their analysis (e.g. Brunello et al., 2003, Garay and Gonzalez, 2005). Other papers that analysed 

turnover of many directors include Blackwell et al. (1994) and Fee and Hadlock (2000). Another 

paper by Fee and Hadlock (2004) provides some evidence of directors’ departures by examining 

management turnover across the corporate hierarchy. Most of these papers are fairly informative 

and their empirical strategies are specific to particular industries under investigation. These studies 

relates to this paper in the sense that it consider turnover of any executive director in the firm 

regardless of his or her position.  

3.2 Independent Variables 

3.2.1 Performance measurements 

Holmstrom(1979) recommends that directors should be evaluated using performance measures 

that provide information concerning their efforts or abilities. This recommendation is based on the 

agency theory framework. According to Puffer and Weintrop (1991) care should be taken in 

defining performance metrics to scrutinize. Metrics of firm performance should act as proxies for 

stakeholders’ perceptions. Normally, performance measures are commonly articulated in directors’ 

compensation contracts. These measures might differ from one firm to another or from one industry 
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to another. The measures are fundamentally associated to the principal objectives of the company. It 

is expected that firm’s managers should concentrate on the company’s primary objectives. In that 

context, performance measures for football firms involve success in operational and financial 

performance.  

As in previous studies, alternate measures of performance are used. Operational performance 

is captured by winning percentages. This measure has previously used in empirical research 

(Boulier and Stekler, 2003, Dawson et al., 2000). Financial performance is measured by logarithms 

of pre-tax profits. This research use pre-tax profits rather than operating profits for one important 

reason. There are 108 firm-year observations that reported losses during the sample period. This 

represents more than 50% of the observations analysed. This implies that figures of operating 

profits in these observations have a tax benefit effect. Therefore, it is realistic to use pre-tax profits 

rather than operating profits. 

3.2.2 Corporate governance and other variables 

Non-executive director is a dummy variable recorded as one if the board consists of three or 

more non-executive directors, zero otherwise. This definition is based on UK Combined Code 

(2003)’s recommendation, that companies should comprise at least half the board as non-executive 

directors. For smaller companies, a board should have at least two non-executive directors. For the 

sample examined, each board has an average of six directors. This study finds that a cut-off of 50% 

will be appropriate for these firms. Weisbach (1988) and Denis et al (1997) use a cut-off of 60% 

which was consistent with outsider-dominated board classification. CEO duality is a dummy 

variable recorded as one if there is a separation of duties between CEO and chairman of the board, 

zero otherwise. Similar definition has been used by Phan and Lee (1995) and Hillier and McColgan 

(2009).  

Board ownership is the aggregate percentage of shares owned by all directors either directly or 

indirectly through other companies or their families. The similar technique of definition has been 

used by Denis et al. (1997) and Goyal and Park (2002). Industry experience is captured by the 

average directors’ tenure in the firm. Goyal and Park (2002) have used the same variable. This 

paper adopted board size to measure social network among the directors. Phan and Lee (1995) used 

board size as one of the variables that measures board social networks. This variable is defined as 

the total number of directors in the firm’s board at the financial year end. Most previous studies 

used the same definition (e.g. Dahya et al., 2002). 

3.2.3 Control variables 

According to standard literature several factors are to be controlled in determining the 

relationship between corporate performance and managerial turnover. This paper controlled for 

industry competition, firm size and directors’ age. Herfindahl-Hirschman Index (HHI) is a measure 

of the size of firms in relation to the industry and an indicator of the amount of competition between 

them. In this paper, HHI is used to measure industry competition focusing on the English Premier 

League. Some studies used this index to measure industry competition (DeFond and Park, 1999, 

Giroud and Mueller, 2011, Goyal and Park, 2002). Most prior studies employed firm size in the 

empirical analysis of executive turnover (e.g. Puffer and Weintrop, 1991, Cosh and Hughes, 1997, 

Lausten, 2002). 

Studies from Parrino (1997) to Chen et al. (2007) adopted directors’ age as a control variable 

in their regression equations. The variable has proven to be significant in several papers. Besides, 

Brickley (2003) in a discussion of CEO turnover studies suggested that researchers should further 
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investigate the relationship between turnover and age. Thus, this research uses average directors’ 

age as a measure of directors’ age and number of employees as a measure of firm size. The use of 

the number of employees to proxy for firm size is common in practice (e.g. Shaffer, 2002, Nourayi 

and Daroca, 2008). 

4. Data and Empirical Strategy 

4.1 Data 

The data used in this analysis come from the English Premier League firms. The whole of 

these data sets is unbalanced panel containing information at firm level. Corporate governance 

variables are manually collected from annual reports. Financial and firm characteristics variables 

are collected from the ICC Plum and Fame databases. Firm’s operational performance data are 

collected from the website www.soccerbase.com.  

One important issue in the study of firm performance and probability of turnover is the 

distinction between voluntary and involuntary departures for directors (Hermalin and Weisbach, 

2003). Ideally, there are several reasons for director change such as retirement age, illness, death, 

dismissal or voluntary resignation etc. But distinguishing between these different reasons is 

certainly problematic and many studies so far have ignored this fact in their empirical analysis due 

to unavailability of relevant records. In this context, the performance-turnover relation can be biased 

because reasons like ordinary retirement or sudden death of a director have nothing to do with firm 

performance. Also, due to insider information a director may voluntarily quit because of poor 

performance before the board decided to fire him (Lausten, 2002). 

In this paper, there is no technique of identifying whether the departure of a director is 

voluntary or involuntary. Therefore, this study estimated regression equations where the dependent 

variable is recorded as one if there is any director departure from the company, zero otherwise. It 

does not matter if the departure is of a CEO or an ordinary director. This approach has ignored the 

reason for potential departure and is consistent to some previous studies in the literature (e.g. 

Blackwell et al., 1994, Lausten, 2002). However, the focus of this paper is on the link between firm 

performance and directors’ turnover, so the classification of turnover cases is far from being an 

important objective. 

4.2 Empirical Strategy 

This paper adopted empirical strategy that follows the existing literature and suits data 

available for analysis. The adoption of fixed or random effects logit regressions depends entirely on 

the objective of the analysis. The main objective of this paper is to estimate performance-turnover 

relationships while controlling for unmeasured characteristic of individual firms. For that reason, 

this paper used fixed effects logit regressions. According to econometric literature, the use of fixed 

effects specification allows taking explicitly into consideration the unobserved heterogeneity that 

exists among the firms in the sample analysed (Wooldridge, 2006).  

Importantly, fixed effects models have a convincing virtue over random effects models 

because they allow unobservable effects to be correlated with explanatory variables (Greene, 2001). 

As a consequence, many econometricians recommends the use fixed effects method in estimating 

ceteris paribus effects (e.g. Wooldridge, 2006, Greene, 2001). More importantly, the application of 

fixed effects and inclusion of control variables in the models reduces the possible endogeneity 

between directors’ turnover and firm performance (Coles et al., 2007). One paper that shares similar 



Journal of Contemporary Management 

~ 21 ~ 

 

empirical strategy to mine is the study by Hillier and McColgan (2009) which examined firm 

performance and managerial succession in family managed firms. However, the focus of their work 

is somewhat different. 

5. Results  

Table 1 below reports Pearson correlation matrix of the explanatory variables used in the 

empirical analysis. While all three measures of firm performance appear to be correlated, the 

correlation is highest between the two operational measures of performance (Pearson correlation 

coefficient=0.99). To avoid multi-collinearity problems, these highly correlated measures are not 

included in the single regression equation. Apart from the control variables, many of the other 

variables are significantly correlated, the magnitude of the correlations (absolute value < 0.37) does 

not indicate serious problems with multi-collinearity. 

Table 1. Pearson correlation matrix 

VARIABLES 1 2 3 4 5 6 7 8 9 10 11 

1. Ln (Pre-tax profits) --           

            

2. Winning (%) 0.2153* --          

 0.0029           

3. League points (%) 0.2178*** 0.9955*** --         
 0.0025 0.0000          

4. Director tenure -0.0754 0.0926 0.0915 --        

 0.3024 0.2049 0.2103         

5. CEO duality -0.0335 0.1580** 0.1603** 0.1597* --       
 0.6600 0.0368 0.0341 0.0347        

6. Non-executive directors 0.1756** 0.0537 0.0524 0.1053 0.1409* --      

 0.0154 0.4617 0.4724 0.1493 0.0630       

7. Board size 0.2196*** 0.1328* 0.1325* -0.0415 0.1563** 0.5439*** --     

 0.0024 0.0686 0.0690 0.5704 0.0388 0.0000      
8. Board ownership (%) 0.0090 -0.0102 -0.0192 0.3684*** 0.0496 -0.0630 -0.0612 --    

 0.9035 0.8914 0.7965 0.0000 0.5195 0.3971 0.4102     

9. Herfindahl– Hirschman 
Index (HHI) 

0.2635***
0.0002 

0.7125***
0.0000 

0.7216*** 
0.0000 

-0.0545 
0.4567 

0.1859** 
0.0138 

0.1250* 
0.0856 

0.1757**
0.0156 

-0.1350* 
0.0684 

--   

10. Firm size -0.0841 0.2202*** 0.2292*** -0.1264* 0.0859 0.1463** -0.0263 0.0138 0.3086*** --  

 0.2487 0.0023 0.0015 0.0831 0.2585 0.0440 0.7196 0.8526 0.0000   
11. Director age 0.0481 0.1349* 0.1365* 0.4423*** 0.1193 0.2151*** 0.1131 0.1658** 0.0087 0.1217* -- 
 0.5111 0.0642 0.0612 0.0000 0.1157 0.0030 0.1212 0.0249 0.9055 0.0952  

Notes: This table reports Pearson correlation matrix between independent variables used in the empirical 

analysis. Ln (Pre-tax profits) is the natural logarithm of pre-tax profits. Winning (%) is the percentage of 

matches won by a club in every season, in this case draws are considered as half win.  League points (%) is 

defined as the proportions of points accumulated by an individual club relative to total points that can be 

accumulated during the season.  Director tenure is the average number of years a director served on the board. 

CEO duality is a dummy variable recorded as one if there is a separation of duties between CEO and 

chairman of the board, zero otherwise. Non-executive director is a dummy variable recorded as one if the 

board consists of three or more non-executives, zero otherwise. Board size is the total number of directors 

serving on the board at the end of the financial year. Board ownership is the aggregate percentage of shares 

owned by all directors either directly or indirectly through other companies or their families. HHI is a 

measure of industry competition focusing the English Premier League firms.  Firm size is measured by the 

logarithm of total number of employees. Director age is the average age of a director. 
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Table 2 below reports results from the Logit regressions estimates. The regressions estimated 

have similar specifications except that this paper replaced some variables in each model. For clarity 

purposes, the coefficient estimates on year dummies are not reported. In this paper, models reported 

are contemporaneous. Models with lagged performance measures are not reported because they are 

not consistently significant and do not offer any explanation. The findings are discussed below as 

follows. 

Table 2. Main results 

VARIABLES 
(1) (2) (3) (4) 

Model Model Model Model 

Ln (pre-tax profits) -0.036 -0.047 -0.047 -0.070 

 (-0.570) (-0.752) (-0.759) (-1.104) 

Winning (%) -5.816** -7.039** -6.703** -4.161 

 (-1.997) (-2.486) (-2.341) (-1.399) 

Director tenure -0.300** -0.297** -0.287** -0.297* 

 (-2.016) (-2.101) (-2.046) (-1.898) 

CEO duality 0.462 -- -- -- 

 (0.713)    

Non-executive directors -- 0.257 -- -- 

  (0.381)   

Board size -- - 0.124 -- 

   (0.760)  

Board ownership (%) -- -- - -0.026 

    (-1.561) 

Herfindahl–Hirschman index (HHI) -0.011 -0.013 -0.013 -0.018* 

 (-1.121) (-1.303) (-1.358) (-1.714) 

Firm size 0.049 0.031 0.044 -0.238 

 (0.081) (0.050) (0.073) (-0.366) 

Director age -0.007 -0.010 -0.004 -0.010 

 (-0.171) (-0.229) (-0.099) (-0.212) 

Year dummies YES YES YES YES 

Observations 161 174 174 167 

Number of firms 22 25 25 25 

Log likelihood -64.832 -67.060 -66.838 -61.321 

Probability  (0.226) (0.058) (0.052) (0.052) 

Notes: This table reports logit regressions estimates for English Premier League firms for the period 

1998 to 2007.  Directors’ turnover is a binary variable represented by one if there is any director 

turnover in a particular year, zero otherwise.  Ln (Pre-tax profits) is the natural logarithm of pre-tax 

profits. Winning (%) is the percentage of matches won by a club in every season, in this case draws are 

considered as half win. Director tenure is the average number of years a director served on the board. 

CEO duality is a dummy variable recorded as one if there is a separation of duties between CEO and 

chairman of the board, zero otherwise. Non-executive director is a dummy variable recorded as one if 

the board consists of three or more non-executives, zero otherwise. Board size is the total number of 

directors serving on the board at the end of the financial year. Board ownership is the aggregate 

percentage of shares owned by all directors either directly or indirectly through other companies or their 

families. HHI is a measure of industry competition focusing the English Premier League firms.  Firm 

size is measured by the logarithm of total number of employees. Director age is the average age of a 

director. Z-statistics for two-tailed tests are reported in parenthesis. ***, **, * Denotes statistical 

significance at the 1%, 5% and 10% level, respectively. 

For the whole analysis, the findings indicate that operational performance is a major factor that 

influences directors’ turnover decisions. The results demonstrate significant negative relationship 

between operational performance and probability of directors’ turnover. The operational 

performance is statistically significant at the 5% level or better in the first three models out of four 
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models estimated. The coefficients’ estimates show that winning percentage reduces the probability 

of turnover by about 5.82 to 7.04. These coefficients suggest that the turnover-performance 

relationship is economically meaningful. Operational performance is not significant in model (4) 

where board ownership is included in the regression equation. This provides evidence that board 

ownership is overruling the function of operational performance on directors’ turnover decisions. 

For the entire analysis, financial performance is not statistically significant determinant of 

directors’ turnover. The logarithm of pre-tax profits has negative coefficients as predicted but never 

significant. On the whole, the findings on performance metrics are consistent with the first 

hypothesis that operational performance is stronger determinant of directors’ turnover than financial 

performance. This agrees with the framework of stakeholder theory rather than agency theory. 

These results are similar to most previous studies in the sense that firm performance is negatively 

related to directors’ turnover (e.g. Hillier and McColgan, 2009). However, the performance metrics 

analysed here differ from other managerial turnover studies. 

Another finding indicates that industry experience matter considerably in directors’ changes 

decisions. Despite the alternate variables employed in the regression models, the coefficients on 

director tenure indicate significant negative signs in all models estimated. The models indicate 

statistical significance starting at the 10% level or better. This demonstrates that directors with huge 

industry experience are entrenched in their firms. This finding is consistent with many studies in the 

literature. For example, Goyal and Park (2002) finds that CEO tenure is negative and significant 

related to CEO turnover. This has similar implication to the finding of this paper that directors’ 

turnover is less likely to happen when directors have longer tenure. 

There are other factors that may affect the likelihood of directors’ turnover. For this reason, 

this paper controlled for industry competition, firm size and directors’ age in the analysis. The 

coefficient on the HHI is negative and marginally significant in the model (4) of Table 2. This is 

similar to Goyal and Park (2002) who found negative coefficients and slight statistical significance 

on this variable. Firm size is insignificant throughout the analysis and has conflicting signs on its 

coefficients. Most models revealed positive coefficients which contradict with many studies. This is 

similar to Lausten (2002)’s finding on firm size. Directors’ age is statistically insignificant in all 

models estimated. All coefficients on director age are negative. The most important thing is that 

when these control variables are included, the main findings presented in the discussions above are 

qualitatively unaffected. Other factors not included in the analysis but may cause director changes 

are poor health, death, voluntary quits and corporate takeovers. 

6. Robustness Results 

For confirming reliability of these results, two techniques were used. Firstly, the paper 

employed alternate performance metric. Table 3 present results which consider alternate measure of 

operational performance. This section has employed percentage of league points rather than 

winning percentage. The main results remained the same qualitatively throughout the analysis. 

Importantly, operational performance is still the foremost determinant of the probability of 

executive turnover than financial performance. Most coefficients remained relatively similar to 

Table 2 with trivial differences.  

Secondly, the paper excluded outliers for pre-tax profits and number of employees at the 1% 

and 99% percentiles. These two variables have eccentric values that may distract the actual 

findings. Table 4 report results after excluding these outliers. The explanation of most models 
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remained similar qualitatively with slight difference in model (4). In this model, the coefficient for 

HHI is no longer significant. Overall, the results in both Table 3 and 4 are qualitatively similar to 

the former results in Table 2. 

Table 3. Robustness results 

VARIABLES 
(1) (2) (3) (4) 

Model Model Model Model 

     

Ln (pre-tax profits) -0.034 -0.045 -0.046 -0.070 

 (-0.541) (-0.732) (-0.741) (-1.098) 

League points (%) -5.684** -6.840** -6.503** -3.970 

 (-1.968) (-2.426) (-2.287) (-1.344) 

Director tenure -0.306** -0.301** -0.292** -0.298* 

 (-2.050) (-2.132) (-2.080) (-1.900) 

CEO duality 0.479 - - - 

 (0.739)    

Non-executive directors - 0.201 - - 

  (0.298)   

Board size - - 0.121 - 

   (0.747)  

Board ownership - - - -0.027 

    (-1.587) 

Herfindahl–Hirschman index 

(HHI) 

-0.011 -0.012 -0.013 -0.018* 

 (-1.083) (-1.238) (-1.309) (-1.689) 

Firm size 0.062 0.045 0.053 -0.229 

 (0.102) (0.074) (0.087) (-0.351) 

Director age -0.007 -0.011 -0.005 -0.011 

 (-0.165) (-0.243) (-0.104) (-0.224) 

Year dummies YES YES YES YES 

Observations 161 174 174 167 

Number of firms 22 25 25 25 

Log likelihood -64.897 -67.229 -66.989 -61.402 

Probability  (0.232) (0.063) (0.056) (0.054) 

Notes: This table reports Logit regressions estimates for English Premier League firms for the period 

1998 to 2007 using alternative measure of operational performance. Directors’ turnover is a binary 

variable represented by one if there is any director turnover in a particular year, zero otherwise.  Ln (Pre-

tax profits) is the natural logarithm of pre-tax profits. League points (%) is defined as the proportions of 

points accumulated by an individual club relative to total points that can be accumulated during the 

season. Director tenure is the average number of years a director served on the board. CEO duality is a 

dummy variable recorded as one if there is a separation of duties between CEO and chairman of the 

board, zero otherwise. Non-executive director is a dummy variable recorded as one if the board consists 

of three or more non-executives, zero otherwise. Board size is the total number of directors serving on 

the board at the end of the financial year. Board ownership is the aggregate percentage of shares owned 

by all directors either directly or indirectly through other companies or their families. HHI is a measure 

of industry competition focusing the English Premier League firms. Firm size is measured by the 

logarithm of total number of employees. Director age is the average age of a director. Z-statistics for 

two-tailed tests are reported in parenthesis. ***, **, * Denotes statistical significance at the 1%, 5% and 

10% level, respectively. 
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Table 4. Additional robustness results 

VARIABLES 
(1) (2) (3) (4) 

Model Model Model Model 

     

Ln (pre-tax profits) -0.057 -0.069 -0.069 -0.085 

 (-0.879) (-1.075) (-1.074) (-1.295) 

Winning (%) -5.209* -6.672** -6.386** -4.675 

 (-1.715) (-2.258) (-2.137) (-1.524) 

Director tenure -0.365** -0.336** -0.330** -0.311** 

 (-2.357) (-2.310) (-2.277) (-1.971) 

CEO duality 0.672 - - - 

 (1.039)    

Non-executive directors - 0.084 - - 

  (0.124)   

Board size - - 0.092 - 

   (0.561)  

Board ownership (%) - - - -0.027 

    (-1.627) 

Herfindahl–Hirschman index 

(HHI) 

-0.012 -0.013 -0.013 -0.015 

 (-1.309) (-1.438) (-1.503) (-1.581) 

Firm size -0.093 -0.112 -0.101 -0.396 

 (-0.149) (-0.176) (-0.159) (-0.584) 

Director age 0.003 -0.003 0.001 -0.005 

 (0.079) (-0.072) (0.033) (-0.099) 

Year dummies YES YES YES YES 

Observations 150 170 170 164 

Number of firms 22 25 25 25 

Log likelihood -62.285 -64.851 -64.699 -60.503 

Probability  (0.153) (0.046) (0.043) (0.053) 

Notes: This table reports Logit regressions estimates for English Premier League firms after excluding 

outliers for the period 1998 to 2007. Directors’ turnover is a binary variable represented by one if there 

is any director turnover in a particular year, zero otherwise. Ln (Pre-tax profits) is the natural logarithm 

of pre-tax profits. Winning (%) is the percentage of matches won by a club in every season, in this case 

draws are considered as half win. Director tenure is the average number of years a director served on the 

board. CEO duality is a dummy variable recorded as one if there is a separation of duties between CEO 

and chairman of the board, zero otherwise. Non-executive director is a dummy variable recorded as one 

if the board consists of three or more non-executives, zero otherwise. Board size is the total number of 

directors serving on the board at the end of the financial year. Board ownership is the aggregate 

percentage of shares owned by all directors either directly or indirectly through other companies or their 

families. HHI is a measure of industry competition focusing the English Premier League firms. Firm size 

is measured by the logarithm of total number of employees. Director age is the average age of a director. 

Z-statistics for two-tailed tests are reported in parenthesis. ***, **, * Denotes statistical significance at 

the 1%, 5% and 10% level, respectively. 

7. Conclusion 

The intuition for these findings is fairly clear. The most important finding suggests that 

operational performance is the main determinant of probability of turnover over financial 

performance. This relationship is contemporaneous for the whole analysis and robust in alternative 

models specifications. In fact, the findings indicate that financial performance is not a significant 

determinant of directors’ turnover. This finding is consistent with the first hypothesis of this paper 
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and supports stakeholder theory rather than agency theory. The paper also finds that firm’s 

managerial ownership is overruling the role of operational performance in replacement decisions for 

poorly performing directors. This means that directors with high equity ownership get more power 

through voting control and this persuades their entrenchment decisions within firms without 

considering firm performance.  

Moreover, this paper provides evidence that industry experience determines the probability of 

turnover. The findings on industry experience are robust in alternative model specifications. The 

coefficients estimates on director tenure are statistically significant in all models estimated despite 

the inclusion of various variables in the original model specified. This justifies that human capital 

theory is important in the analysis of performance-turnover relationships. Finally, this paper 

provides evidence that social network theory does not matter in managerial turnover decisions. The 

coefficient estimates on board size that proxy for social networks among directors have never been 

significant. 
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