
HIP 

I 

I B 

MBOL K. W. 

IVERSITY OF NAIAOBI UBRARY 

Ill 

A D P RTI M 

ULTY 

R I Y F AIROBI 

2005 



TIO 

rk and h n t en pre nted ~ r ny d gr e 

a\\ard in an) th r ni ity. 

ign d: ..... ~....... .. . . . . . . . . . . . . . .. . . at : J::J.-J.! 9 .. \.?:~R£ ...... . 
nK. la 

Thi re ear h pap r has b n ubmitted for amination ith my appr al as the 

m e ity upervi r. 

11--/0 -aS-
................... Dat: .............................. . 

Mr. L. Li ben a 

Lecturer, D partmeot 

Faculty of omm rce 

be niv ity of airobi 



D 

I' 1~ I a I John h anthi and 1 tum /ippomh " nthi wh . c lo c and c n. tunt 

in 1 in.lli\ n h. ~.:n blcJ me reach lhi ar. 

I > mmd 1 th r R I h anthi ''h h been a urcc of en ·our. , mcnt and 

hie .. ings tc me at her 1 I a 'e. 

II 



I hi tud. 111 it pre. cut fnml ha he •n made p ihl by a number of pc pic and 

t "h ltn I am indebted and 1 vh m I ' u ld I ike t c. pre a I t f grot itud . 

I u 1) supcrvi r 1r J. L. I . tend rn inccrc than fi r hi guidan c. 

uggc. Lion . ritici m and hi. • n tant en urag m nt through ut the peri d f thi 

rc carch proje l. 

I am gral ful tom. famil rnemter : first m 

\: ith th ·ir familic fi r th ir finan ial upp rt. ' hich ha enabled me, c mplete m 

tud i . I ' i h al 

pccial thank g l l m cl 

p uplc wh( uk th ir aluahl 

Kal ki. Ka i and K nn th . 

andc ~ r all the up rt h pr vided during thi ' p ri d. 

kept on encouraging me. I " on 't fi rgct th 

i ' m. d cumcnt I r lf Mwanthi, harte , 

I O\ rn in ere gr t itud t the MB Ia fi r their enc uragem nt and aluabl 

intcllc ·tual di · ·u 

n~1111 ' he glnri fi d 

t almight JoU r enabling m rea h thi far rna I li 

'J >an nn' cl c ''h l \\as rron m I) tell uL ir my ap I g1e . utI will remain hi hi 

indebted f(,r > •ur ntril uti n to the ac mpli hm nt fthi tud 

Ill 



H 
lttr•tt ion ........................................................................................................................... I 

uic.:uti\ 11 ................... ........................................................................................................ 11 

A knc ''I dl!cnl nt ............................................................................................................ If I 

I able ol c ,ntcnt ........ ................................................................................... .................... I 

List 'I · Jc .... .. . ... . .. .. .. . .. . . .. . . . . .. .. .. . . .. . .. .. .. . .. . .. .. .. . .. . . .. ... .. .• • .. .. .. • . . .. .. .. .. .. I 

bstra t ...... ..... ................................................................................................................. VII 

I 0 I 

1.1 n 
1.2 J>R 

1 .. Rl 

I. IMP Rl 

J .. . ..... . ..................................................................................................... . J 

I I .................................................................................................... I 

D ...................................................................................................... I 

'1 ....................................................................................... 5 

·· r 1 t~ ..................................................................................... 7 

'1·. r 'Ill · S I UD ....................... .................................................... 7 

II l''fJ: t~ ·r () .............................................................................................................. 9 

2.0 1.11 1 R \I tiRI HI II \\ ................................................................................................ . 

. I 'OR I OR It C ,() I R <I ........................................................................................ . 

2.2 \\ I R I liP IIH < I l IJU I I PO II II 'II ....................................................................... .. 

2.2. 1 < "' ncr;hip tructure nu t e. cu ti e change .............................................. I 0 

2 .... 2 C ''n ·r;hip . tm·tur ami pr >babili t · of • tum er. ................................... II 

2.2.. \ n ·r.-;hip tru ·tur and rclati m b t\ een turn er and perf! rman • ............ 12 

2. J p c ccuti tumo er managerial wne hip and rp rat c ntr I acti it . 14 

2. II l I 110 I. OW I R 1111• I .\( fl I t ............................................................. 17 

2. 171· ....................... . ..................................................... 18 

... 5 Bo Rl> o u·t ~ 1 110 .......................................................................................... I 

'rtti-IF'Itlll\<1 rlllltll 'R \TR ................................................................... I9 

2 .. I har~ price movement amuml ' E Tumo cr ................................. ................ 2 

2.7 Po ' IBI I. n II r 01 I Iff I Rl I I 0\ rR I liP fRl' Rf ............ .................... 21 

... 7. 1 1anagcrial uwne hip ...................................................................................... 21 



_.7,_ Bl k h ld r. nd in tituti nat wnc . hip ........................................................ 2_ 

2.8 "I 1'1 R 1'1 < II\ I .... ...... ..... ................................................................................. . 

' II P'J'l· R l'IIR • • ......................................................................................................... 24 

•. )RI I \K II l , lllf I I. <•'1 ..................................................................................... 24 

. I R I J R< II I> I I< I .... .... ..... .. .. .... ............. ...... ...... ... .. .. .... • .............. ....... ... ... ...... .... .. 2 

-'·2 P< 1'1 LA I II 11'1 I ....................................................................................... 24 

I H I < I Ol I>\ I \ ................................................................................................... 2 

i. PI I I )J 01 II I> .......... ............................ ............................................................. 25 

1. 11 Ill )I I I> I , \ ,\I 'l I ................................................................................... 2 

.I I ogit 1n dcl ................................................. ..................................................... 2 

II P Ll~ F()llt .......................................................................................................... 32 

4.0 E !PIIll( ' \1 1u·c;,1 1 1 .................. ................... ......... ... ................... ............................. 2 

4.1 Rl I '\ItO SIIIP BEr\\1-F n R 0 ER D HIIFR ARIABI ,. ......................... 2 

.2 I f, t II ' II·. I ' I fl f T£· T) ......... ........ ..................... .... ................. 2 

. I ·.S II 1\110 Rl . ."lJI.I ' .................... .... .. . ............. .......... .......................................... . 

4.3.1 u •il estimate rc ull \ ith a Cl n t, nttenn .... .................................................. 4 

4 .• ·- L gil c timat · r ult "ith uta · n tant t rm odd rati ............................ . 

4. 1arginal •ffecl fr m I giL e timate r ult .. ................................................ .. 

II P '1':1:{ Fl •, ............................................................................................................ 4J 

5.0 I I ' IC ......... ... .... .. ...................................... 

. I 'o I P IO ................................... ..................................................................... ··············· 

.2 1 <I I no " ............................................................................................. 2 

· or r tn It 1 Y ..................................................................... ............... 4 

Rl \ 01 I IJR II II K Kl k !! ............................................................. 4 

. ................................................................................................................ 4 

PP J JL ' :O 'S 0 I 



U . I 0 lJl.F.S 

. I urrc I t i n hllri -----------------------
nfloil I c 1-----------------------------------.}J 

4. ol ogit Result -------------------------------------------- 4 

4. b r{ n ntt.tcd l •it r~ timatc------------ ---------------3-

. l far ,mall~ llccts utput-------------------------------37 



h pu 

uti e 

fa t th t i 

B 

th Ud) \ L \: h lh r "n hip tru tur 

f m ani qu t in th m ti 

rat eman e in t:n}a ha' attra ted au •nti n f I t . 

wn hip f har by chi f e uti e offic r dir lead t the ntr n hm nt in 

m of J ck-holde nit ring f th 

per~ rman 

lhi lead 

I t nur of the r du th tum the 

ntren hmenl. 

n th th r hand, the pr f fl reign in e tor in the firm and th market return 

pr ability f tumo er although this fl und t be in i ifi ant in 

cnyan firm . incr a e in th iz f th finn r duce pr bability f tum er. 

doing well hen e th need t maintain the 

h of out ide ard m m er in the ard 

reprc entati n redu e the pr a ility of turn er and i highl in ignificant. 

jj 
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l. I 

fe th mann r in \\hi h the 

in th ard hip of th t tal with th bjc ti 

m intaining and in mg hareh lder alu and f ther har h Jders in th 

ntc . t mi n. hu c rpora~ go eman e i rn d v ith r ting 

indi idual and mmunal oaJ whil 

re ur untabilit in th u f pov er and st ward hip and a 

lign th inter f indi idual , rporation and iet rporate ru t, 

). 

rding L eric and Mean 32) the m dem c rp rati n h be n hara t riLed 

hip and n ntrated contr I e er i ed by manag r re ulting in 

p tential fi r manag rial inter t d minating th inter t. H nee thi lead t 

pr I m du t nni t f intere t . \l an i 2 04 rts that a en the ry i 

n the n ti n that th d legation of managerial re p n ibilitie b prin ip I 

) t mana e requir n e fa mechani m that ith r align th int r 

f prin ip I and agen r m nit r th perfi rman f manag to en ure th t th ) u 

th ir kn \l led and th firm· r urce t g nerate the highe t po ibl r tum ~ r th 

prin ip I. 

o minimiz nfli t, "ama and J n n l 83 ugge that the 

h uld r manag r ' d i i n n b half of the hareh ld 



m nit rin m n • ri I bch \i ur. t kh Ide rei) on the int mal and e. t m I 

m nit rin • m hani m t 

and nt I in th m m c rati n . B rd 

m r rati 

t ~ and bl are 

im rtant int mal ntr I m th take er market i a maj r urce f 

t mal nt I m 

repla a hi f e. utive om r ( is argua ly am ng the m 

b ard f dir ctors. It h long-term implicati n for a firm' 

in ment. p rating and finan ing deci ion made by the board of directo . It i 

ted that change in internal g mance mechani m and thee temal control mark t 

me hani m impro e the monitoring of manager . The e change h uld b a mpanied 

b an in rease in the likelih od that managers of poorly performing firm being repla cd 

and their ucce ors better repre enting tockholders intere lu n t al 20 I . 

c ording to Murpy (l 992 outgoing EO of po rly performing firm threatened by 

terminati n mak a counting r inve tment deci ion in an attempt to cover up the firm ' 

d teri rating economic health while the incoming take a bath; that i b ting 

future earning by writing off unwanted operation and unpr fitable di i ion . 

The paration of owner hip and contr I that characterize th corp rate firm cr ate the 

p tential for conflict of inter b tween hareh Ide and manager . Managerial 

own r hip may tter align th intere ofth two gr up thu incr asing th aluc of the 

fiiTTl. In addition, increase in managerial owne hip may make it more difficult t 

remo e a manager from offi Deni et al I 97 . hi i beneficial t hareh lder if it 

en :ourages managers to in e in firm pecific capital \! h return might otherwi 

2 



appr riat nlr I \ r. it \ ill be 

it m k it m re diffi ult t r mo e a man er "h 

per~ rmin rl . ' h th r du l in mp Len e r t p mana r' pur uit f pri at 

ben fit at har h ld pen Thi · negative O\: ne hip effi t i r ferred to 

m nag ri I ntrenchm nt ( e gl and De gl . 19 5 . 

Dcni et al I 97) in their urv d ne betwe n 19 5 and 1988 found that although 

managerial own rship i beneficial if it b tt r align managers intere \! ith th e of 

hareh Ide it can I o make it more difficult to rem ve a p rly perfi rming t p 

e. ecutive. M r k tal 19 8 ugg t that managerial ownership i likely t be c rrelated 

with relativ po er of the top executi e. External control market in fluen es the internal 

m nit ring pr ce . while greater level of managerial ownership v ill redu e the 

effectivene f internal control mechani m b decreasing the pr bability f xtemal 

threat. ther aspects of wner hip tructure can al o ha e an impa t n the effectiven 

f internal monitoring efforts uch as the role of bl ck-holders in m nitoring top 

manager . Me onnell and erveas 1990 and Morek t al 1988 repor that b y nd 

me ownership range increa ed managerial ovmership i as ociated with a r ducti n in 

a firm· alue. ln addition. th pr babilit of for d management change i mall t 

effectively align the interest of manager and hareh lder . 

Thu . hi f exe uti e offic r o nership i the primary omp nent f th in id r 

wnership and the chang of the top e uti e are on a rage a iated with 

ub tantial change in owne hip tructure ni and arin, 19 7 . pub1icati n by 

o emment of Ken a (2002 , pro id that there hould be a cl ar eparati n fthe r le 



auth rit) and pr 

unfett red 

me h uld b di 

n making. 

uti ' hi h will n ur a alan o 

u h that no n indi idual h 

are mbin d, a rati nate fi r th 

th hareh ld in the annual report of the c mpan). 

f the ard, th apital Market uth rity MA t furth r 

pro ide that no person who i a chairp n of a public li ted compan hall h ld uch a 

p iti n in m re than two publi li ed compani at any one-time in rder to en ure 

ard. Th chief executive i re pon ible for implementing 

th b ard' c rporate deci ion and there hould be a clear flov of infl rmati n between 

th management and the board in order to facilitate both qualitative evaluation and 

appraisal f mpany performance ovemment of Kenya, 2002 . 

he c mpanie li ted at the air bi t ck xchange ) repre nt a small pr porti n 

fall companie perating in K n a. Hov ever the e companie can give a clear pi ture 

fthe K nyan ituation becau ether are tandard and guideline that the MA requir 

them to adh re to, failure to which a company is de-li ted. 

4 



r.;hip of a firm t: m e t nt d t rmin th rn nn r in ' hi h th firrn i 

em b rd m iti n. ize. and ' II 

n del rmin th relati n hip t\\ n O\! n rship . tructure of a 

uti tum r. ide ard m m r will in rea 

th effe ti e m nit rin 

the ard mem ma mpr mi th ir ind pend n e e 

are n t ind p nd nl. en m m an 

th m nit ring m hani m ill in the likelih 

poor peru nnan fth firrn. 

fin tituti 

nti paid t 

th m mbe 

tum r fi II wing a 

offi e ) argu ful go emance y tern penali7e manage f firms 

with p r t k perf; rmance and \! cash flow . Pa I 

ontr lling hareh ld r it uti fthe firm the r lati n hip b tween tum ver 

and perfi rmance en \! eaker. The le el of tum er i al igniflcantl 

when am m r f the ntr lling hareh lder its among the t p e ·uti . Thi weak 

relation hip fa lh ntrenchm nt h pothe i hich tat that it i p ible that th 

controlling harehold r i again t th int r t f Lher 

har holder in rd r t pr rv hi a ility toe tra t e tra nefi Pa I . 2 2 . 

ccording t eni et al I uti e tumo er i ignifi antly greater in p rl 

perfi rming firm ' ith I ' m nagerial owne hip than poorl p rfi rming firm with high 

managerial wne hip. hi fav r the ntrenchment hyp th i . In Ken a, there are few 

tudie v hich ha e be n d n n wnership tructure and firm perfi rman . lteita 

5 



(2 _ in hi tud n h1p and per~ rman f mpanie li ted n th 

th th hareh ld r. in tituti nal and indi 

finn· pr fitabilit \ ignifi arri d a ud 

i I perfi nnan e in K nya and fl und that in tituti nat O\! 

pcrfi rm n inK n an ar ind pendenL on-go emment owne hip\ 

fi und 

hip and 

hip and 

be unrelat d t ban ' finan ial performance. Further. li t d bank· \.\-11 hip and ant..· 

finan ial r rman e m n a \\- found to be ind pendent. 

r m udi 

tru t\Jr and 

on the en an marl t there i n tud " hi h direct links owne hip 

tum r. Be id , no kn wn tudy has been d n in an emerging 

market t aptur the wner: hip and t\Jmo er relati n hip, n twith tanding th 

ignificant linkag betwe nth two. It i aJ e ident that m t ofth tudi in thi area 

ha e be n d ne in the de eloped economie . Thi paper focu e n wner hip tructur 

and tum r in en a, a d el ping conomy. amuel n and ordhau 5) 

define a d el ping country as on ith real per capita income that i low relati e t that 

• 

indu trialiL d countrie like nited tate , Japan and th in W t rn · ur pe. 

picall • de el ping countrie have populati n with p r health, low level f litera y, 

r h u ing and meager di 

hi re ch therefore tried to an er th following re 

an ownership stru ture ariable for li ted c mpanie tum er? 

• hat other fa tors influence E tumo er? 

6 



1. ar h 

ll tudy ti fie \\In pe ifi ~e ti e : 

• T) (\\ n wn r hip tru tur and hi f ' uti 

li t d mp nic • nd 

• e. amin th r urn er u in a gil m d I. 

1.4 Imp rtan of th tud 

Thi · . tud}' will n filth gr up am ng th 

1 h tud v ill ntri ut t the i Ling bod of kn ledg in th area f finn wner hip 

tru tur and hi r e e utive tum ver. h finding f the tud ill al b u eful t 

h Iars wh rna ,. i h t 

ana m nt c n ult nt 

tud " ill n fit financial and manag m nt n ultants wh nd av r t a i 

firm and th emment n th impa t f chief e uti tum er in relati n l 

hip tru ture. 

Thi tudy ' ill ·enlighten har hold n i ue f rporat g man m th 

tmp rtant to manag r , a it' ill enlighten them n i ue f 

orp rat g mane . 

7 



R ul to 

ide in ights n h ' t regulate and c ntr I po~ erful har h ld in 

m nag m nL f mall hareh ld 

8 



2.0 

2.1 

R 

H p 

rp rat mana em nt nd rate ntr I i u ttr t ub t nti I 

an nti n in u ine mmuniti literature. Thi i be au in rmati nal 

signal ut han e in corp rat and the repl m nt 

rna be a alu -in in c rrection f poor perfi rman . Th threa 

of inv luntary re ignati n m pr id management ~ ith an inc nti e t align their 

with th im re l f hareh Ide - and thus reducing th agcn pr bl m. 

2.2 wn r hip tructur h pothe i 

wner hip tru ture hyp the i tat that ''th entr n hrn nt e e t f nc ntrat 

f up ri r ting t ck wil l cau a di unt in value f inferi r ting 

what th ir lu w uld be if they had full ting right '. Thi hyp th 

lding of inferi r te t k v ill I ~ er th di c unt by 

ing th ir in nti e t pi it their in ide po ition at th f the inferi r-

kh ld uperi r- ote o kh lding b in ider in rea e th 

pp rtuni ti in nti and thu th di unt will aJ 

7. 

ggi n I e pi red th wne hip tru ture hypoth i nd ft und that managerial 

har h ldin can ha e both 

id n that h wed the oting righ premium w 

hi tudy found 

r h lding f 

up ri r oting hare and wa in ersely related t in ider holding re tricted ting 



ith nc hip hy th 

it i dilli ult t di iplin th m 

th t th " tin righ pr mium \ 

h re relat d 1 

lar e man g are 

n through a tak 

hip tructur h 

2.2.1 o r hip tructur and t p e ecuti e chang 

tb r tudi 

tulz 

man and II n 

ion analy ·i 

insid r h !ding f u 

eggi n, 1 ). 

and 

ting 

hip tructure can b categoriz d int t\! : hip 

c n cntr ti n and wn r hip mi wner hip cone ntrati n i the d gr 

n rship f a firm is ncentrat d am ng ario cat gorie of wn r ; while 

wn r hip mi r fer to the comp iti n of harehold r f th firm. Thu it includ th 

tate, managem nt, fl reign in e t r . in tituti nat inve tor and individual in e t r . 

ni and 4 r p rt that in the majority wn d firm exp ri nc 

nificant I wer turnover fi r a gi en pem rman e than widely held n . In 

additi n, th at fi und that in maj rity owned 

t}pi all top e ecuti e of th finn. Pa lo (2 2 in th entren hment hypothe i 

·H • state that th controlling hareh lder i ntren h d a a l 

e f th r hareh lders in rder to pre erv hi ability t 

tra t rtain n fi . H n th higher the fra ti n f wn b 

c ntr lling hareholder, the larger the contr lling hareh ld r. th larger th c ntr lling 

har h ld r· in entiv tom nit r managem nl 



P an an II ar u fr m lh reti al i \\ int that Jar min rity 

har h ld pi a r I in m nit ring th ntr llin hareh lder. r th nit d tat 

m ri a th pr ba ilit p e utive tum er i po iti ely c rr lated t th 

pre n e ut ide ni et al, I 7 . hi lead u t a 

call d th m nit ring hyp th i \ hi h tat that top e tum er i 

higher and m re n iti e to per rman in companie ' ith large min rity harehold 

and r a ting ndicate Pa I , 20 2). 

2.2.2 woe hip tructur and probability of turno er 

The r ul fth tudy b D ni et al I 97 uggest that tope ecuti e turno r rat are 

I \\ rat high I el of managerial own hip categoric ; while there i a di tinctive drop 

at I % wnership. he annual turn er rate when managerial ownership i b tween 5% 

and 10% i 0. 81; thi rate drop t 0.041 when owner hip i between 10% and 15%. In 

a diti n tumo r rate in all managerial owne hip categ rie ab ve I % are I wer than 

th e in categ ri repre enting le than 10% wner hip. 

tudie on ther go ernan e characteri i for differ nt I els f managerial wne hip 

ugge t that increased managerial ownership i a iated with a I wer in id n e of 

utsid bl ck owner hip a lower fraction of ind p nd nt out id n the ard f 

directors and a lower fra tion of hare held by in tituti ns. ther tudie y M rck et al 

I 8 indicate that the top e ecuti e i m r likely t th firm' fi under in high 

o nership firm · but there 

managerial ownership. 

no ob i u relation L\\een top e ecuti tenure and 

II 



I h r a n r lati n betv n th pr il it 

\\O hip f urth r m re. t p 

t th pr h lder, but unrelat 

hip. Thu , t p uti e tumo er i 

t p 

tum 

uti tum r and 

iti ·el} rei t 

to the out id board dumm. and 

lik I v.h nth 

i a m m r f th fl unding famil and le lik I in larg firm 0 ni et al 

7. 

2.2.3 wne hip tructur and r lation between turn er and p rforman e 

8 r ports a tr nger relation bet\! een p rformance and turn er in finn 

with ut ider-d minated b ard . her is a tr ng r lati n between perfonnan e and 

tum er among Japane finn with tie to the main banks (Kang and hi asani 1994 . 

ni et al 19 7) clas ified wn rship int the following: Le than r equal to 5% 

b tween 5% and 25% and greater than 25% and te ted the intlu n e f managerial 

own r hip n th p rfl nnance tum er relation. he re ul obtained ugg t that 

managerial owne hip has ignificant impact on sen iti ity of tum r top rfi rman e. 

h pr ability of tum er is negative! r lated t p rfonnance wh n managerial 

wn r hip i le than 5%. When managerial owner hip i bet\i n 5% and 25% the 

probability of tum er i ignifi antly I nsiti to perfonnan e. urpri ingly, the 

n iti it of tumo er t performan e i n difli rent to the firm with managerial 

wn hip greater than 25% than it i fl r firm with manag rial wn hip of I than 

5%. 

bl h lders n p rft rman -turnover 

relation. The finding was that the pre ence f ou id block h Ide increa c th 

12 



· n. iti it f t p exc uti c tum vcr and firm p rfi rm n \! hi h tati ti all 

in ignifi ant. 

finally. Lh ity f tum 

b ard mp ition. manag rial 

r t rfi rman e was all \\.Cd t 

wnership and ou id bl k 

imult.an u I) ary by 

hip. I h re ul 

indi at d managerial and bl k wn r hip h a ignificant impa t n th en iti ity of 

turnover t p rfi rman e. The negative relation betw en tum er and performan 

i nificantly weaker in finn with managerial owner hip b tw n 5% and 25% and 

tr nger in firms v ith an u ide bl k h lder. Tumo er i ignificantly le likely in 

firm with higher manag rial wn hip. 

nditional on po r perfi rman e lh pr bability f tumo er i ub tantiall lower in 

firm v ith manager contr lling m re than 5% of the firm · har . Thi i due to th 

unc nditionaJ tum er rate fi r high wnership firm and differ n in en iti itie f 

tum er in poorly perfi rming firm i 1.6time m r fi r firm with ut ide bl k h lder 

than fi r firm \ ithout u ide bl 

A tudy d n in Italy b Pa I (2 2 found that ther v a n gati and ignificant 

r lationship between tum er and performance a c rding t ith r p rformance measure 

nJy for family- contr II d firm . It i intere ting t n t that in ank controll d firm 

turn er i ignificantl) higher after a good per rman : thef\! i e for troubled 

mpanie th repla em nt management could be a iti e ignal that liquidation an 

e a oided and firm an m rg fr m uch re-organizati n. 

13 



2.2A T p uti hip od ntr I a ti it). 

cc rding to ut id m nit ring the i . tum r h u ld b m re 

per rman v h n th ompan h Jar c min rity . II v e er th pr en 

of a larg min rity har hold r d f tum er t 

"~h n th mpan large min rit) hareh Ide Pa I • 2 2 . Thi indi t that 

min rity have the p " er t pia a goveman e r le only \~hen control i n t 

lo ked in th hand f contr lling har h lder . 

The o era II find in b Deni et al (I 7 are con i ent with th hyp the i that higher 

equi wn r hip partially in ulat managers fr m internal m nit ring efforts. Hirsh ifer 

and hak r (I 994 predict that t p ' tumo er will in rc 

becau thi ignal p r manag ment quality. If e t mal ntr I threats influence th 

internal contr I proce and if high managerial own r hip reduce the pr babilit f 

re i ing a takeo er bid high r manag rial own hip will reduc the effecti en f 

int mal m nit ring effort . 

t thi h p the i the tudy e ·amined the frequen f c rp rate control a livit 

o r the t\.'-'elve month pre ding each top ex uti e h nge and c mpared thi 

frequ n y t that of a control f firm experien in n n-t p e ecutive tum r er 

the me p riod. orp rat c ntr I a ti itie uch a I k purchas Tak er lhrea 

and rmal acqui ition t , v r identified thr ugh a earch of th Wall tre t 

Joumallnde . Deni et al 7 e amined 933 ofth I 3 4 sample firm o er the 1985-

. The r rted rat< control frequ n i fi r th firm that d rea 

14 



di er ifi ti n. lh div rsificati n an th with hang in 

dive ificati n. indi that finn that e ·perien t p e uti e tum r ar 

rp ntr I than ar firm \\ ith n t p uti 

rum er. 2% f the firm ~ith t p e. uti turn ~nn f 

corporal c ntr I a tivity in th t\\ I m nths pre ding t p e · uti e chan . 

II in all man g rial wn hip ategorize the frequ n } f h til 

l l'\i i e high in finn ub u ntly experi ncing top e ecuti turn r a it i in 

firm with n tumo er. Th findings support the prepo iti n that ternal tak cr 

threa ar iat d ith ub qu nt internal monit ring. It v as n l! d that l p 

exe uti e turn r rat are I and le en iti e to firm per~ rmance wh n m nagerial 

wn r hip i high. It appears that in orne ca e an e ternal c ntr I threat is needed to 

pr cipitatc a t p hange em et al 1997 . 

R enl id n b) eni and errano 19 6 ugge that additi nal m nit ring by 

a ti during and fi II wing takeo er cont t i ften 

di mi I f l p e. uti . Thi finding i imilar t Deni et al I 

f external c ntr J mechani m i a c mpanied by a d line in internal 

m nit ring ffi ti en 

ther fa tor related to Lh fa t that top e. ecuti tum e ar le to 

at high r manag rial le el. lf firm p ifi capital i rrelatcd \: ith 

managerial ' ne hip, tum er rna be more likely in I '' ov n hip firm be au e the 

upply f indi idual capable of managing the finn i gr ater. Thu , it may b therefore 

attri uta let firm- peci fie capital rather than in ulati n fr m int mal m nit ring. 

15 



th in enti dire t 

own with high wnc hip are I iplining fl II wing 

r p rforman . H n e, the likelih tum cr i 

p rforman in the r, tw altemati m I• 

plausible. h findings hold wh n performance i m ur d r two pri r ea 

ugge ing that poor performanc i n t quickly elf-c rr ting in high O\ n 

ln addition, the market r p nd rabl to th ann un m nt of a t p e uti e 

change particularly in firms with managerial ovmership bet\! cen 5% and 25%. hu the 

findings ugg st that high owner hip firms were p rfi rming p rly befor the t p 

e eeuti e changed and that the mark t iewed the top ex utiv hange as n a erage a 

valu -in rea ing e ent. 

There i a po ibility that managerial owner hip a cumulate \! ith pri r g d 

performan e, if board update th ir ie' cone ming managerial ability ba ed n 

ob ervable measure of fmn perf~ rmance, it i th n piau ibl that the n iti ity f 

tumo er t p rformance \! ill I " er in firm that have pcrfi rmed well in prior peri 

Thus turnover i le s sen itive t performance when manager wn between 5% and 25% 

of the finn· har ; thi i n t a puri u byproduct fa umulati n of har in firms 

that perf~ rm \ ell. !though there are altemati e e planati n fi r the finding , the weight 

of e id nee m to uppon th hypothe i that higher manag rial own hip panially 

in ulate managers fr m the di ipline of internal m nit ring meehani m . h re ul 

pr vid dir ct uppon for the hyp the i that manager b me entren hed at higher 

hip le el. 

16 



2. In tituti oal n hip nd ti i m 

The relati 17 f in tituti nal in~e l r' equit h th l thi gr up f 

10 nti and th p iti n t e 

rporate m I rg harehold r rna per rm 

anao m nt nand ard m nit ring can int rr>lat d fa t that afTe t 

management tum e . 

fin tituti nat in in th equity market 

and their h !ding in indi idual firm h increas d, and the r I f many in tituti nal 

in to h d loped from ne f a pa i e t kh I er a ti i L h m al 

m itutional in e tor . the public pen i n funds. be an t a ti cl pr ure mpani 

through I , negotiati n ' ith th firm's managem nt and 

public targeting p rl p rfl rming firm in the 19 tudy d ne by Bla k 1988 • 

and arpoff t al I 9 di cu in ituti naJ in e t r a tivi m and 

the e iden e f impro em nt in I ng t rm t k market r perating p rfi rman e 

followin in titutional acti i m. 

The pre 

oth r in 

ould be int rpreted a a pr xy fi r th Ia k f 

tructure d min t d in tituti nal invc t that 

ould rene t th ab nc of an ntr pren ur family wner r fi undati n. her i al 

id n that firm chang their g emance tructur and th ir real a ti iti aft r being 

targeted in titutional in 

stru tur , tumo er rna al 

of whi h firm to monitor i typi all 

hu if firm changed their g emance 

y in rea a ti i m in th h ice 

ed on pri r p rfi rmance. Hu n I 97) ugg 

17 



in in tituti nat wn hip nd 

th ir tudy. 

2.4 oard mp iti n and 1 

ama and J argue that u id dir tors t nd t m r e ecti m nitor f 

management than in ide direct r.;~ Lhi ar g n raJ I l y de i i n mak 

at other rganizati n 

market. 

med \\<ith their r putati n in manag rial I bour 

Wei bach rts that in ide dir cto are I likel to efTecti e m nit r 

becau e it an be c tly to lh m t halleng th to \1 h m their car rs ar ti d. 

Thi i iall in case \1 re the can pr m te r ap int board m mb 

Bror khovi h et at (19 6 ugg t that u ide direct m re likely tor pia e a 

fired with an executi firm. rs fr m utsid th firm are 

d urn nt d by 

directo in 

their in rmati n gath ring and d i ion making fun ti n , the ew Y rk hange 

began to r quire that the li ted firm ha e audit committ e comp ed entirely f ut ide 

dire to . 

If outsid dir t rs are m re li ely than i ide dire t t replace a p rly perfi rming 

utiv fr m out id th firm, lhen the increase in u ide 

dire t r r pr entation and tent of their m nit ring r le h uld be accompanied by 

in rease in tr ngth of the negati r lation between firm performance and tumo er 

and in fr of out id I . ccording t Y rmach 

18 



! I tre mlin d ard m r em i ntl) thu m nit r m r 

e 1 i ntl). ugg redu ti n in rd i1e \.\ uld aJ 

tum r. 

2. 5 Board comp n ation 

P rr. 198 idence indi atin that tum r i inOu need paym nt f 

n to dire t r . he likelih tum er fi II \! ing p r 

t ck p rforrnanc i ignificant1 gr l r \\'h n direct i e 

incenti e mp n ation than ,. hen th )' d n t. Pear Me er partne argu that 

mp nsation paid t ut id directors at th 2 larg t industrial and 

ervice co rati n increased fr m 2 percent t 22 perc nt f direct ' t tal pa 

tween I 85 and I 95. tock r pli n grants are ti ely t mpl ment th m nagerial 

lab ur mar t in pr iding u id direct r " ith inc ntive to repre ent t kh Ide 

intere 

2.6 Chief cuti e Offic r turno er 

The chang in t p e ecuti e tum er n be attribut d t any fthe [I II wing a tors. 

R tructurio du to merge 

re arch ndu ted by Drak am rin (2 02 fi und that m rge and a qui iti n 

reached r rd te el globally in the e ond half f I · . hi c ntributed t lh 

incre e in d partur er the past decade. 
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0 lining t k pri 

1 rin un that • d p nure al linked l de lining t k 

pn rl~ 15% f mpani wh k p rforman tw n 4 to I 

pe nt in a 12-m nth peri exp ricn d ad parture th ir L . 

Ia 0: R ignati n 

hi may there mutual agr m nt betwc n the and e uti 

b ard. In th r in tance n ann un ement of a udd n re ignation in which the 

the finn immediat ly. ft r ed re ignati n 

are th n i to pu ue th r inter 

out id th finn. p lie differen and th change r which no n 1 gi n. 

R tir ment 

Thi happ n v hen th 

n th r fa t r related t 

attain a certain age tipul ted y the company AcL 

f time. Related l 

afler rving a certain 

illne where a 

cann t carry out n rmal a ti at du to ill health. 0 th al aiTe tenure ofthe 

alth ugh thi i beyond human ntr I. A tudy d n by amc Magazine 2 2) ft und 

that 2 % f E tum r w du t r tir mcnt, 4 7% wa du t m rger acqui iti n 

and 24% attri uted t di mi nd re ignation. 

2.6.1 bare price m meot ar und EO urno er 

It i common! as umed that a i removed due t p r performance· hen e, 

itive hare pri e r p n e i expected. H w er, a tudy by amer et al I 88 , 

20 



d urn n n ignifi nt m rl t r ann un m nL f ' tum ·. h 

ontrary nfirm d an in r in ari nc t the da the ann un m nt. 

rmal r tum f r all e ent ~ ind w in 

th ir tud that rc d Ia · e perienc n g tiv and 

po iti e har pn em emen r 

Hu n t al fi und imilar re ul that cumulati a rag return ar und 

tum ers m d i nifi antly fi r th peri the tudy " tween I t I 4. 

The tud found po iti e and ignifi ant t k price m emcn fi r for ed Ia ofT: nd 

negati and i nifi nt tock pric m ements fi r luntary rc ignati n . h hare 

pri em ement i po iti e wh n an u ide ucce i n fi II " a forced lay ff" hile an 

in id ucce i n lead t negati e hare price m ment Parrin and rapani, I 

2. 7 Po ible effec of differ n in wnership tru ture 

h r are ari u attribute of equit \\nership tru tur th t can ha an imp rtant 

influence on the incid n e of tum er. 

2.7 .1 an g r ial wn r hip 

c rding t quity wne hip in ulat management in l\ way : 

• Manag rial wn r hip i I ike I ~ be orrelated with th w r f th t p e uti 

eith r thr ugh th oting c ntr I iated ' ith equity owner hip r thr ugh th 

oting 

entren hm nt uch as tatu f th firm founder, mpl yment of few r pr fi ional 

2 1 



manage 

p \ r. 

d r pre ntati n and th r n n quantifi bl m ur f 

• anag rial wn r hip rna exhibit th xtemal rp rate ntr I mar t and in 

d ing redu e th effi ti ene f int mal m nitoring efli n ·. 

llirshleif; r and hak r I 94 ug t that take er bid ad er in{; rmati n 

pa by the bidd r a ut mana erial perfl rmance and that the b ard f directo 

aggregat this infi rmati n .,., ith it wn infi rmation. Thus. an acti e ntr I market 

make even a b ard that i aligned with the hareholder inter t m re efTecti e. eni and 

erran 19 6 ugge t that external c ntr I acti ity fa ilitat internal m nitoring fforts 

b increasing m nitoring by acti e in e t during th cou e f and foil wing takeo er 

conte t. 

If managerial owner hip of equity r duce the ffi Liven f inl rnal m nitoring 

me hani m ., e cxpe t tope ecuti tumo er to be I lik ly in rly perf1 rming firm 

with high owner hip. H \1 e er mpiri al tudie d n find n e id n e that large t p 

e e uti e har h lding reduc the pr bability of tum er than d a c ntr I ample of 

difTu ely held firm . 

2.7.2 Block bold rand in tituti nal wnersbip 

he pre ence f bl k holders r In tituti n that wn n n-tri ial amoun of firm 

e uity r th may reduce th degr f entren hm nt iated with a given managerial 

ownership ni et al 19 7 . The e idence on the effect of bl k holders and 

in titutionaJ own hip on a firm' alue is mixed. Mikkle on and Ruback 1985 

document po iti e abnormal return folio., ing the ann uncement of a qui iti n of 5% r 
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•real r tak in nc firm b} an th r. II "" vcr, thi abn rm I return i 

di ipated ifth tar l firm i n t t k n cr r ifthe a ar n t ld n the 

mark t. 

on i tent with gr ater m nitoring b in tituti nal in e t , Bri lo.ley et al 19 ) find 

ther is empirical e id n e that 

holdings and th percentage f 

iti e relati n hip exi t berwe n in tituti nal 

t again t the 

take e amendmen . Thu large har holding by parti 

anti

n t afliliat d \! ith 

iated with a given management r duce the degree f managerial entren hmcnt 

le el of managerial O\ nership. 

2.8 Ken an per pecti e 

A tudy b Jeb t (2 01 in corporate go emance {; und that share hip f 

mpanie n t \! idely di per ed cept in one c mpan where hareh ld were able 

to elect their repre ntati e to the ard of direct r b irtue of their v ting rights. 

The e maj rity hareholders were abl to monitor manag m nt and en ur th y a t in 

th ir be t intere t thr ugh their r pr entati n on the b rd. h tudy found h wever it 

was difficult r min rity hareh lders to elect their wn r presentati e to the ard . 

II the ompanie ampled had a parate lead hip ructur in that differ nt 

indi idual h ld the p ition f chairman f th b ard and that of the chi f e e uti e or 

mana ing dir t r. his up rt th pro i ion by th MA however the independence 

of b ard uld n t be e tabli hed there \! as n indicat r as t \! hich f th directors 

ere e ecutiv and wb.ich v er n n-e. uti e. hi tudy howe er did n t addre the 

owne hip tructure of the firm and how it inOuenc the chief executi tumo er. 
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3.0 

.I 

H 

a rch d i n 

R 

0 

fh tud m e igat d v h th ran ignifi t relati n hip hip tru tur 

and hief uti urn ere i ted. tud · undert k an mpiri al app h to 

examin thi relati n hip and ti u d n firm qu t d n th air bi 

the peri d of n y ar in 2 3 n dir nd e uti e 

regi ter. In thi tudy, the v a d fin d th firm t p c e uti e r hairpe n f 

th ard . 

. 2 Popul tioo and ampl 

Th population sample for thi tud mpri d of finn qu ted at the air bi tock 

change at ecember 2 3. Any firm t acti el traded and did not 

fit return . w exclud d fr m th tud . Th remaining mpanies fi rm d the ample 

fi r th study. 

3.3 ource of data 

Th stud u d ndary data. ata regarding hip tructur as btained fr m 

th air bi all finn li t d n l fit return howing 

their own hip tructure. 

Data regar mg hi f ecuti e urn r v as obtain d fr m annual r rts and th 

handbook. th r r Je ant data v Jlected mainl fr m e i ing r rd f the finn 

uch as publi h d financial tat m nt , management a unt exe utiv r gi ter regi r 
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f I n " p pe , nd mar~ ting 

.4 eriod f tud 

rh peri d f tudy ~ th ear 2 3. lh Variable in all the finn mpl d mp red 

ccti nal mann rand th tudy . 

. 5 . ethod of data anal 

fhe tud w tabli h wh ther ther was an r lati n hip bet\\ n """ hip 

tructure and hi f e utive Turnover of the companie qu ted nth 

H · th . 

The hypothe i fi r th tudy w tat d a ~ Jlows: 

ull h poth i (H ): her i n ignificant relati n hi bet\'\< n wncr hi tructure 

and hief uti c umo er rat . 

lternati b potb (H ): her ignificant r lation hip b tw en wner hip 

tru ture and hi f uti e urn er rate. 

The tudy clud d top e e uti hange that w r due t an a qui iti n fa firm. In 

addition, th tudy eliminated th management change that wer part f normal 

. A ording t ni et at 19 7 n n-r utin top e uti e chang 

ar defined a all t p executi c hange except th r lated to death r illne and tho e 

cl ified as n rrnal r tirement . Manag ment chang Ia ified as n rmal retirement if 

the tated re n fi r management change i retirement r normal uc n. 
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fh lud. mat he hip tru tur • nd hi n " ith h th firm u 

m th tudy. """ rship nd dire t m lud d th 

m ividual r lated t a member of t p manag m nt t am and tru (I r ' hi h 

mana ement h ting auth rity. 

h ld r was taken th ne that h d bl k n t wned by an individual 

related to a m m r of the top management team,\ a n t a tru t fi r v hich m n gc had 

m voting uth rity, was n t an mpl y e pen i n r t k pti n plan nd was n 

an other block h re o er which a m m r of top management team had v ting % f 

th firm hare . 

3.5.1 Logit m d I 

Logit I g-linear Analy i pr dure analy e th r lati n hip betwe n d p ndent 

riable and ind pend nt r (e planatory varia he dep nd nt ariables 

are alv ay at g rical ' hil the ind pendent variabl can b cate I. ther 

ind pendent ariable cell c ariat can be c ntinu u but th ar applied n a c e-

by-case b i . 

ultilinear I git model equati n r presen the ociati n betw n a dep nd nt variable, 

\\hich repre nt th pr bability f a parti ular ch being mad , and ne r m re 

independent ariable 

nlike th lin ar regr 

on the rc 

that rene t attributed f ch ice and th ch i ~ maker. 

n m el, the c ffi i nt in ch i e model arc multiplicati e 

2 



l h hoic m d I e uati n i mad t m cl a 

the true pulati n m impl an cqu ti< n p 

a ri ri n t t aplur all th tru tur in the real data nd i kn wn t 

mod I repr ent a conveni nt" ay t r predi t 

iv n kn wn input r alu of ind pend nt ' . The indi aL r 

variable in the h ic model can take a alue of 0 r 1. Th bet in a I git m cl are 

called mode) ffi ienl . The CO ffi ient \i ith the Varia le I , ~ I indicat the Chang in 

the mean fthe pr bability di tributi n f I, the probabilit that a choi mad p r unit 

incr in th multiplicative exp n nt f x 1 

Basic requir ment of logit m del 

fthe tw outcom . 

•:• A et f pr dictors (independent aria le th ught to afTe t th utc me of the 

bin miaJ utcome. 

binomial ut me variable Y mea ured on each e perim nt unit e.g. 0, I , binomial 

proportion me ured on gr up f indi idual e.g. (0.4 , 0.55 or repeated me urement 

data, wher an e. periment h be n b rved r m ured r peated trial (e.g. 0.33. 

0.67). 

nhc~.,l'"\jati n on bin mial ut me y for e t r of e planatory variabl 1 the e 

can be gr uped r individual . · 
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baract ri ti f th m cl 

•:• L gi ti m an be u edt m I fundam ntall) difl' rent re ariabl that 

are trul)' in mial uch 0,1 and pr f data, \ hi h ar 

the int rval , I . Bin mial data ar indi idual I cl n a binomial 

outc me. whcr as p p rti n data uld be obtained fr m gr uped data multipl 

e. perim ntal uni b ervcd n the binary utc m ri ble r panel data multipl 

er tim 

•!• L gi tic regr ion m del make u of th logi ti tran formation gi en by g { p/ 

( 1-p } where p i binomial pr bability of su The I gi tic tran fj rmati n 

mpl ed the re pon e ariabl in the I gi ti r gr i n m I en ur that the 

t predict out id the range of 0, I) 

•!• raphi a l pi t of logi tic r gre i n data are on I u efu l for gr uped r pan I in e 

lie in th interval 0. 1 wh r the binomial outcom ke 

•:• utlie in th logistic regr i n are d termined by o rving t man o· r I' 

when th model predict an xtremel I w probabilit ob erving thi 

•:• imilar to linear regre i n. the pr bability of b erving a 0 r I i influ n d an 

t f predict r aria le or • . 

tandard tali tic u h parameter e timate , tandard err and t- tali ti are 

pr ided in the modeling fbinary outcome data ia I gi tic regre ion m del. 
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r tjo th mod I. 

In I git m I th r i a tati ti imilar t R- ua11 d in r re i n ailed the p ud 

fficient d t rminati n. Thi m imilar in rm ti n R- ua d. 

lik lih rati t t imilar t th f-t in regr n \ ill be used to t t the mod I. 

ual t 1.er that i ~ ~ = ~2 ~ - 0 he null h the i \ ill be re tatcd a all efficien 

The te 0 - CP) i .2 di tributed with k degree f freed m. hi will be 

te eel at 95% I el of onfiden . 

imilar to a likelih rati t t, c pt it i f4 r a ingl ariable in the 

model. he t- ati tic in the ry ill gi e ymptotic re ult . hi mean. as the mple 

infinit · th e timat d m el coeffici n are di tributed as t tali ti . 

The Logit mod I has b en u d b V i ba h 19 8 in hi tudy n th 

tumo er. uch a Byrd and Hickm n 19 I used thi mod I in th ir 

re pecti c tudi . Deni et al 19 7, in th ir tud n wnership stru ture and 

tum er u d I gil model t e bli h lh r lation hip bet\\- n wne hip tru ture and 

C 0 turno r. 



fh m d I i 

R+fh Jh 1- BH+p .. o 

BD +13!1 -Flll +J3 R~.,_'",. r3sL gB + 

Wh re 

Jod pend nt riabl 

FM R i the pr bability of tum er to the firm' market return (M R over the 

pre iou cal ndar ear (R TLA hi i computed a the mple of firm r tum 

computed annuall regardle of wh n during the year th tum 

0 OD refer t the wn hip of ffi rs and dir ct . The e are hare wned by 

indi idual related to a member f the top management team, tru t for \.\hi h manage 

ha e orne ting auth rit . hi i me ured as a pr p rti n of hare h ld by t p 

management and director ofth ompany t th total hare u tanding. 

D M

h lder. 

BH i a Dummy that take on th vatu n if a firm has ut ide bl k 

I k h ld r i d fin d a tho e h ldcr fat lea t 5% f firm' hare 

that ar n t r lated to th t p manag ment team and d n l wn har o r \! hi h 

me otin auth rity ( ni et al. I he tudy b ed thi aria le 

k holder whi h held at lea t 1% of firm hare in th mpani li ted 

n the 

D refers t the pr rti n f th num r f u id board m mbers a 

pr p rtion fthe total ard m m . It i a Dumm ariable that take a alue f ne if 
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ard m mbe is .6. R nt tudie ha ted that internal 

m nit ring i imp ed b} ha ing hi h r ra ti n find p nd•nt 

in itution apr p rti n oft tal hare fthe firm 

R 0 i the t nure of top >.. uti c. Ther are th r ari ble that rna 

ffi cti en f internal contr I y t m . o t [! r Lh L nure of top e uti e. 

R ) the tud examined th num r of years th t p e e uti e h h ld th po iti n 

fi e years fi re th period of th tudy. 

0 -FIH i Lh pr nee of fi r ign in titutional h !din in the finn. Th tudy u d lh 

proportion f hare held by fi r ign in tituti nasa pr p rti n oft tal har held y the 

firm. 

LO B i the log of book vatu f t tal as et of the firm. It pro ie {; r the ible 

ize effe ts n the probability f tumo er as large firm rna tend t ha etter 

monitoring mcchani m of the t p e e utive officers c mpared t mall ne . 

0 p nd nt ariable 

P (turn r i the probability f tumo er a dumm ariable that take n th alu f 

one iftum r, take place. 

Thi rudy " ill use th L gil m del analy i u ing th TAT stati tical pa kagc. 

likelih t t similar t the - tc t in regre sion will b d ne. t-te tv ill d ne \! hich 

imilar t likelihood rati te t. 
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4.0 PIRI L 

4.1 Rel tion hip b o tum r and th r ri bl 
The orr lati n m tri. in abl .I hi f uti mer [ ) 

tum er i n gati el c rrelated with the tenur for the , fl reign in tor h lding 

v.n rship it efTe t f the firm, in tituti nal in ' \ ne hip, and \\<ncr ·hip f 

manage and dire {) of the firm. Thi mean that lh tum er 

tend to mo e in the op ite directi n. If we er. tum cr i po iti rrelated 

v ith the pr p rti n of th outsid rd m mbe hip finn' market retum that tro e the 

hare price m ement and utsid I k-h lding wn r hip· hen e m e in th me 

dire tion. 

Table 4.1 o rr lation atri 

dumceotover Tceo Fih logbkva dumbdm Owni dumownod fmars ol 

dUIIICeotover 1.0000 
Tceo -0.6110 1.0000 
fih -0.0196 -0.1S18 1.0000 
Logbkva -0.0231 -0.1212 0.1416 1.0000 
du.mbdm 0 •• 104 -0 . 2538 -0.0642 0 . 0278 1.0000 
0~1 -0.0026 0.1602 -0 . 8089 -0.1583 -0 . 0650 1 . 0000 
Dumovnod -0.1104 -0.0584 0.8329 0 . 1756 -0 .1165 -0.6607 1. 0000 
Flnars 0.1526 -0.17-19 0 . 0201 0.2889 -0 .0245 -0.0968 0.0572 1.0000 

'1. obhovn 0 . 1659 -0.1422 0.2934 -0.0937 -0.0139 0 . 0165 0 . 2285 -0.0330 

4.2 Dia n ti te ts goodne of fit t t 

Before the e timati n of the logit m del v as carri d ut it waste ted wh th r the model 

fi th data rrectly u ing H mer-Leme h w I I t t tati ti . h l t group 

ob n the basi f pr di ted pr babilit Th idea underlyin th t i to 

compare fitted e pected alu t th actual alue group. If th ar 

large them del i rejected a pr iding an insum i nt fit t the data. Th II hi- quare 
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I' t r ult f th m del · a ain 

rcfi rc th mod I filth d ta rr tl . Th r ul 

inT I 4.2. 

abl 4.2 do f it, T t R ul 

.og1 1c del for d eo over, goodn -o -fi es 
Table collaps d on quart1les of es mated ro ab li i sl 

number of o aerva ions -
n r of groups • 

Hos r-L ow chi2(8) • 
Prob > chi2 • 

47 
10 
4.44 
0.8152 

Loqis ' c model for dumc otover, qoodn ss-ot-f est 
!Table co lapsed on q rtiles o e. i d pr bab1l 1 sl 

Group Prob Obs I 
1 0.0017 0 
2 0.0058 0 
3 0.0126 0 
4 0.0211 0 
5 0.0393 0 
6 0.0781 I 
7 0.2296 I 
8 0.4645 2 
9 0.7440 2 

10 0.9663 4 

number o ob erva ions -
n r of groups • 

Hosm r-L snow ch12(8l -
Pr > chi2 • 

.~MJ. I 
0.0 
0.0 
0.0 
0.1 
0.2 
0.3 
0.7 
2.0 
3.2 
3.5 

47 
10 ..... 

.8 52 

ObsO 
5 
5 
5 
4 
5 
4 
3 
3 
3 
0 

ExpO 
5.0 
5.0 
5.0 
3.9 
4.8 
4.7 
.3.3 
3.0 
1.8 
0 .~ 

t r jc t 

rc h "n 

Total 
5 
5 
5 
4 
5 
5 
4 
5 
5 
4 

Hetero kcdasti ity in the I git m del wa corrected u ing the r bust tandard erf' r and 

multicollinearity i not a eriou pr blem in thi m d I. 

4.3 E timation r uJt 

The e timati n was carried ut u ing the Maximum i~clih od L meth d and the 

e timati n re ult· of the I git m del p iftcation ar pre cnted in se ti n 4.3.1. TheM 

method w u ed becau o the n nlinear r lati n hip and the M e timate had 

logit link 

was u d ecau e from the H tali ti resul , it fitted the data corr tly. lnt rpretati n 
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f th results" d n in t nn th dd rati and th m r in pre nt din 

ub tion 4 . . 2 and 4.3.3. re pecti I . 

4.3.1 L it ol with a o taot t rm 

The I gil e timat fi r th mod I ar able 4.3 

bl 4.3a it timate R ults ith a on taut erm 

09i dUIIICeo ov r ceo fih l09bkva owni !mars obhown d umownod, robus 

L09i est::uaates 

~09 l1kelihood • -12.335884 

I 
dumceo over I 

ceo 
fib 

l()(]bkva 
own1 

fmar 
obhown 
du:rnbdm 

dumownod 
_cons 

Robus 
Co f. S d. Err. 

-1.115756 .3639932 
.0235634 .0346831 

-. 5077414 .~312115 

-.0167174 .0386083 
.6719963 .9021112 
.0465603 .0363338 

-.2064812 1.159039 
-3 .917738 2.571993 

3.266571 4.901564 

-3.23 
0.68 

-0.96 
-0.43 
0.14 
1.28 

-0 .18 
-1.51 

0.67 

lllllber of obs 
cdd ch 2191 

Prob > chi2 
Pseudo R2 

47 
18.73 

0.0164 
0.4929 

P>l:tl [95 Cont. Interval) 

0.001 -1.89 169 - . 462342 
0. 497 -.0444142 .0915409 
0.339 -1.548897 .5334139 
0.665 -.0923883 .0589534 
0.456 -1.0 6109 2.440102 
0.200 -.024 527 .1177733 
0.859 -2.478157 2.065194 
0.132 -8.918'753 1.16327 
0.505 -6.340319 12.873 6 

------------------------------------------------------------------------------
Th e imati n re ul from abl 4. a how that th fficient of tenur for 

negati e and ignificant at I% ignificance le el as indicated b the z-stati ti and the 

vaJu · whi l that f manage and directors 

negati e i in ignificant at 5% ignificance le el. h c efficient f th ou id block-

holder wne hip i po iti e and in ignificant at 5% I I f ignifican e. II the ther 

remaining v ria I are aJ in ignifi ant at 5% I ignificance. 

The likelih od ratio te t that t t the null hyp th i that all c efficien e cept the 

interc pt are zer i deci ively rcje ted at 5% le el f ignificance as h v n by the Wald 

.05 . h p eud R2 that measure 

the g dne f fit indicate that the m del fit th data ery v II a indicated by the 
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p ud R2 = . 92 . Th r bu tand d erro indi at th t th m rr tcdflr 

the li pr blem ity nd th m icnt e timate a r bu t nd 

unbi d. Th axtmum, e timate fr m the I git m pc ifi ti n 

e tim te was int rpret d in term f th odd rati and th m rgin illu tral d 

m ub lion ti I hi au n ingle appr a h t 

int rpretation can full de cribe th rclati n hip b tv en a variable and th utc me 

pro abilit . 

4.3.2 Logit timat re ult with uta c n ·tant term (odd ratio) 

The logit estimate \ ith ut the c n tant term ti r them del re h wn in able 4. b. 

Ta I 4.3b tim ithout a n taot term odd ra ti 

loq~ dumceo over c o tih loqbkva ovni Cmars obhown dumbdm oumownod, or robus 

Looi estimat s 

Log likelihood • -12.335884 

I Rebus 
d eotover I Odd Ratio Std . Er~. 

ceo • 308~857 .1123231 
fih 1.023843 .03551 

logbltva .6018534 .3197114 
owni .9834215 . 0379682 

fmars 1.958142 1. 7664 2 
obhown 1.047661 .0380655 
dumbdm .8134416 .9428108 

d nod .0206976 .053234 

-3.23 
0.68 

-0.96 
-0.43 

0.74 
1. 28 

-0.18 
-1.51 

Number of obs 
Wald ch12!81 
Prob chi2 
Pseudo R2 

47 
18.73 

0.0164 
0.4929 

P>Jzl (9~ Cont. In erva1J 

0.001 .1~11974 .6299069 
0.497 .956!1~17 1.09~862 

0.339 .2124823 1.70 H2 
0.665 .9117511 1.060726 
0.456 .'33 lt>88 11.47 21 
0.200 .9756487 1. 124989 
0.859 .0838977 7.88683 
0.132 .0001339 3.2004 

he logit m el timate was al o interpreted in t rm f th odd rati . r a unit 

change in h independent v ria w expect th I git t change y th 

h lding all th r independent ariabl con tant. te fr m the tabl that the d ratio i 

a multiplicati c fficien " hi h m an that p iti are great r than ne. while 

negati e effe are betw en 0 and I. Magnitude of iti e and negative efTec 

be compar d b) taking the in e e f the negative effe t ( r ice cr a . For e ample a 
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iti c a t r hange f 2 h th m m nitu n of 

0.5= 1 .rhu,a ffiint fO.Iindi han thna m i nt f2. 

Fr m th ta I , for additi nal tenur , th odd 1 tum cr ar d 11 ased b 

a fa tor f 0.31, h !ding all ther ariabl ui alentl , ~ r dditi nal 

tenure th dd of turn er ar d r d 9%. h lding all ther ariabl 

imilarly fi r additi nal manage and dir tor' wnc hip, the dd f tumo er 

are deer )ding all ther ariable c n tant. r equi aJentl • fi r 

additional manager and dir tor owne hip th dd tum er are d reased 

98%, h lding all other ariable con tant. inall for an in rea e in ou ide bl ck-h ld r 

of tum r ha e increased b a fa tor of 1.05. h !ding all ther 

ariable c n tant. qui alently, an in re in out id bl k-hold r owner hip increas 

the tumo er by an xtra 5%, ho lding all ther ariable on tant. he other 

remaining ariable ar insignificant. ote that em of the tenur f and 

managers and dir ct 

owne hip, n th 

wnership are tronger than the effect of th ut ide bl k-h lder 

tum er. 

4.3.3 Marg inal effects from logit timate r ult 

Th marginal fli t output that m a ure th cfTe t a partial change in ea h 

independent ariabl n the pr b ility of turn er occurring holding all ther 

riabl con tant are hown in abl 4.4. 

indicate how oflen something (e.g. = I) happe relative to how oft n il d es not happen e.g. 
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fa I 4.4 utput 

• tx c011pu e 
rq.1.nal effects f er loqit. 

y • Pr Cd oto r) (predic~) 

- .0~247 ~8 

-·----------------------------------------------------------------------------vari e I dy/dx s d. E:rr. z: P>I'ZI I ~ c. I. X 

---------+---------------------------------- ------------------------------ceo -.0~8464 .03989 -1.47 0.143 -.1 2 .01 2 3.08511 
fih .0011717 . 00191 0. 1 0.539 -.0025 e .004911 29.6 !13 

loqb va -. 0252472 .02963 -0.95 0.394 -.083319 .032824 6.457~5 

owni -.0009313 . 00162 -0.~1 0.607 -.004003 .00234 45.3467 
f rs .0334147 .04606 0.'1 o. 69 -.056 4 .12369 .36714'3 

obhown .0023152 . 00224 1.0) 0.302 -.002084 .oo 714 48 . 2ll~ 

d -.0104632 .0~681 -0.18 0.854 -.121814 .100899 . 595745 
1.1!110 ocf• -.2043802 .16456 -1.24 0.214 -.526 07 .118146 . ·10425~ 

t · ) dy/dx J.s for discrete chanqe of d y var able fr 0 to 1 

The marginal effect output that m ure the effe t a partial chang in ea h 

independent variable on the pr bability f turn er occurring holding all ther 

ariable con tant. hi marginal e t i measured y the formula 

Where xk - ind pendent variable fr m i=l , 2 ... k. and = a matri of the indcp nd nt 

ariabl . 

ccording L th marginal effe t utput in able 4.4, m re ults arc c n i tent \! ith the 

theoretical expectation while other are not. Th re pecti e interpretation are as 

follow : 

o.oss. Thi mean that a percentage incr m the tenure [! r a 0 

reduces th pr bability of th tumo er on a rage b - 5.8 % th r fa t held 

con tant. i i in ignificant at 5% and i con i tent with the theoretical e p tati n . 
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in th ut ide bl k-h ld r 

\\ne hip in re the probabilit f the rum ver n a crage by .2 % other 

tors held 

c p tation , alth ugh at a high level of ignifican e. This finding i con i tent \i ith th 

tud done b Wei ba h 1988 , whi h [! und ut that t p xe utive tumo cr i p iti ely 

related to the pre en e of outside bl h ld r. 

i!{dumceotowr) 
a(dumownod) 

0.2 . hi implie that a percentag incr as in the manage and 

director owne hip redu th pr bability of the tum ver n a erag by - 20.4% 

th r factor held con tanl hi i in ignificant at 5% and i consi tent with the 

th retical exp tation . Thi finding i con i tent with th tudy by Me i n (I 88 

which found that when manag rial hareholding incrca e , manager arc e e ti ely 

entrench d in ffice and it i diffi ult to di ipline them, thu incre in manager' 

hareholding reduc the pr b bilit f tumo er and i c n i tent -. ith wnership 

structur hyp the is. 

impli that a percentag increas in the fl r ign in e tor 

holding f the firm increa the pr bability of the turnover n a erage b 0.12%, 

other fa t r held co tant. Thi i · in ignificant and con i tent with th theoretical 

is not ignifi ant e en in en a \ hi h i an em rging market where fi reign in e tor 

holding i pre nt. 
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reduce th p ba ilit) f th 

n tant. Thi in ignificant at 5% and i ith th th retical e pectati n . 

Thi ariable h b en u ed to c ntr I th effe t of ize t en ur thi has n efTe t n the 

findings 

c(dumceotover) _ 
0 000 

Th. 
owni) - · · 1 implie that a percentage in re in the in tituti nal 

wnership and a ti i m reduce the pr bability of the turnover n averag by 

-0.08% oth r factors held c n tant. i i in ignificant and is incon i tent with th 

theoretical expe tation . Thi i b u e of lack of large min rit hareh lders and i 

con i tent with the outside m nit ring hypothesi . Thi finding i c ntrary t the tudy by 

Brickel et al 19 8), whi h found that large hareholding b parties not affiliated with 

management r duces the degre of managerial entrenchment as ciated with a given 

Je el f manag rial ownership. 

0.033 . Thi implie that a percentage increa in th firm market return 

increase the pr bability of th tum ver n average by 3.3%, other fa t r held 

con ant. Thi in ignifi ant and i con istent with the theoretical e pe tation 

e pccially when outside succe i n of the 0 foil w are ignation. 

~ djllllceotover) __ Th. . 
1
. 

• ·' ) - 0.010 . I 1mp I 
r uumbdm 

that a percentage increa in the ou ide b ard 

membe hip reduces th pr ba ility of the tum er n a erage by -1.05%, other 
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h ld n tant. fhi i highly in ignifi ant and i · 

c p ·tati ns, pani ul rl ifth board mem are gi n in nti e 

finding ar imilar to the tUd) , whi h fi und that E turn er i 

influen ed b pa ment of incentive c mpen ti n to dire t r. 

The incr ased pre en of high numb r of independent dir t r incre the 0 

tumo er. e<:ording l Fama and J n 1983 , ut ide dir to lend • m re 

effectiv m nit rs of managers than in ' id director . 
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.o 0 L R 

.I 
Thi paper u ti n ppr a h t e amin fa t that innu n e th 

tum d tennin the p rati n, fin n ing and 

in e ing deci ion of a mpany and hen e it perfi nn nee and pr fit bilit . h 

and ther manag of th compan at id ntify th ri k nd r tum chara teri tic and 

pu ue polici that ar aimed at m imizin the return v hile minimizing the ri k f th 

ompany in rd r t incr the alue of the finn. 

U ing a cro f 47 c mpanie li ted on the •• we find that fi t; a percentag 

increa e in th t nure fi r a redu e the probability the tum er n a erage 

b - 5.8%. ther fa t held con tanl. Thi i in ignificant at 5% and i 

the theoreti al pe tat ion that the I ngth f tenure lead t entrenchment f th in 

office. 

econd a r ntage incr a in th ut ide bl -h lder own r hip increase lh 

P" bability fa tumo er n a rag b 0.23%, th r factors held c n ilant. Thi i 

m nit f the perfi nnan e of the in a firm. 

Third a p r ntag increa e in the managers and dir l rs owner hip reduce the 

pr babilit fa tumo er n a erage by - 2.04% ther fact held c n lant. Thi i 

in ignificant at 5% and i n i enl with the th retical exp tali n that a the 
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pr p rti n h ld b man g r· , it m di 1 ult t rem 

fr m ffice lhi in r th a th mana er h 

tor h ldin f th firm and firm· mark return in r th 

probability f a tum er on erage. h ld n ·tant. e in re 

Ho" e er. lhe ize f the firm and th ard m m r ·hip r du e the pr abilit 

f the CE tum er on average, th r fa l held highly in ignificant 

and i con i tent with the theor~ tic I e p tation . h in tituti nal own hip and 

h ld a ti i m, r du e the probability f the tum v r n a erage, ther fa t 

nstant and i in ignificant th ugh i in n i tent with th th r tical e p hi 

becau e Ia k of large min rity hareholde and i c n i tent ith th ou ide 

monjtoring h p the i . 

5.2 Policy implication 

hi tudy analy ed the fact r that affect 0 tum er. ting th pr dicti n ed on 

the 47 companie . the tudy mak th fl II wing finding and deriv 

ased on th finding in order to impr e in estment per rmance: 

Fir t. an in re e in the tenure fl r a ignificantly r du e the probability of th 

rum er ther tors held n tant. 

in the u ide bl ck-holder O\: n r hip increase th pr ba ility of the 

tum er. ther fact held c n tant. Thi i , h \>\-e er. in ignificant. 
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in th man """ hip I" du th pr abilit flhe 

h ld h thi i in i ific nt. 

Finally, the p li y implication ari ing fr m thi r n o 

\\-hether finan ial and managem nt and manage 

an impro the rporate man e f firm in rd r l impr e in tm nt 

p rformanc of the firm maximiz hareh lders· alu \\hilc minimizing m raJ haz rd 

and principal-a ent pr blem b tw en th managem nt and hareh ld r on n hand and 

the manag menl and th regulat n the th r hand. in e it h 

EO tumo er i influenced by the t nul" [i r a bl hip and 

managers nd dire to owner hip it i there[! re c ncei e mp n 

performan e n the tock mark t d pending on the tumo er. 

bo all, thi research will c ntribut< to the exi tin kn wledg in the area f firm 

wn hip tru ture and th tum r. It is aJ u ful L a ademic re he v h 

wi h l nduct a related re earch in thi area under di rent p li yen ir nm n . 

.3 Limitation of tbe tud 

The main limitati n \ as the una aHa ility of con i t nt data n a large num r of firm . 

hi i b cau th re i n ntinu u dail uch famil wn hip of 

companie and the limited a aila le data i mined. H we er we u ed nly the availabl 

data v as u ed a oiding una ail le inC! rmation u h family wner hip of mpanie . 

Hov..e er. thi did not ignificantl afli t the ac ura y f the re ul . hi c uld n t be 

a ided. h a ailable data nabled a nclu i e achi ement fthe 
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5.4 u e ted ar a ffurth r r 

Th re i n d r furth r re earch to lirm er peri d. 

f unh rmore. in utur . re ar h h uld • di tum •r und r 

different p I icy regim . hi will gi a clear picture f' hcther lie 

ntry f foreign in and change in the trading y t m ha e n effi t n the 

lum ~er. 
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