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Abstract

Using hand-collected data to obtain the nature of material information, I examine whether
and how the likelihood of CEO turnover is associated with material information disclosures. I
find the likelihood of CEO turnover increases following different types of material
information announcements. Further, I partitioned the sample into the various stages of
company life cycle in order to determine whether life cycle stage affects the relationship
between the disclosure of material information and CEO turnover. The results show that the
disclosure of material information by companies only in maturity and decline is associated
with high CEO turnover.
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1. Introduction

Issuing material information is a people-oriented corporate culture in which product safety
and consumer rights are paramount. Hence, encouraging companies to issues material
information is particularly important, because such companies of issuing material information
are more likely to reject illegal act when they face the beneficial temptation. One key to
sustainable operations is to bear in mind material information in the full weight of any
corporate decision. Companies are more likely to disclose material information when they
think such information is important to corporate decisions and are therefore more likely to
win trust and respect from customers and stockholders. In this study, I focus on whether
material information disclosures are associated with following economic consequences,
because I argue that the nature of material information disclosures is of particular importance
and may cause various influences on companies and market participants (Foster and
Viswanathan 1993; Kim and Verrecchia 1991; Holthausen and Verrecchia 1988). Material
information disclosures belong to voluntary disclosures in Taiwan, and Taiwan has specific
sections designated to encourage companies to disclose material information in a timely and
accurate manner.

Material information is defined as (1) financial or nonfinancial information having a material
impact on a public company’s financial and business performance, or (2) financial or
nonfinancial information having a material impact on the price of the securities or investment
decision of market participants. According to the laws stated in the Taiwan Stock Exchange
Corporation Procedures, material information can be classified into six categories to capture
the nature of material information from different perspectives. According to the Taiwan
Stock Exchange Corporation Procedures for Verification and Disclosure of Material
Information of Companies with Listed Securities, 1 divided the disclosure of material
information into six classifications: (1) material change in shareholder equity, (2) material
change in business policy, (3) material disasters resulting in serious reduction or complete
cessation of production, (4) material effects on shareholder equity or company operations
resulting from a change in laws, regulations, or rules of the home country, (5) mass media
reportage about the parent company sufficient to affect securities prices of a listed subsidiary
in the ROC, and (6) occurrence of any other material event that shall be immediately reported
pursuant to law or regulation of a foreign company’s home country.

Although prior studies show that voluntary disclosures provided have the potential to reveal
incremental information (Bushee and Goodman 2007; Al-Tuwaijri et al. 2004; Orlitzky et al.
2003; Margolis and Walsh 2001) and these disclosures can affect firms’ performance
(Dhaliwal et al. 2011; Cohen et al. 2011; Cruise 2011; Lev et al. 2010; CICA survey 2010;
Rodriguez et al. 2006; Gelb and Strawser 2001), there is yet systematic evidence on the
association between material information disclosures and following economic consequences.
Particularly a series of food safety scandals (e.g., Chang Chi Foodstuff Factory Co., Flavor
Full Food Inc. and Ting Hsin International Group) led many to pay attention to the
competence of companies and the importance of material information disclosures.
Additionally, Iatridis and Alexakis (2012) further find that corporate disclosures are a more

reliable reflection of a firm’s financial health. Hence, material information disclosures can
183 ajfa.macrothink.org



ISSN 1946-052X

\ M ac roth i “k Asian Journal of Finance & Accounting
A Institute™ 2016, Vol. 8, No. 1

interpret as signals of firms’ financial health. This raises the question of whether companies
are likely to terminate their CEOs when they think the CEO shall be responsible for material
information disclosures.

The remainder of this study is organized as follows: Section 2 presents a literature review.
Section 3 describes the sample selection process and research design. Section 4 reports the
empirical results. Conclusions are discussed in Section 5.

2. Literature Review

According to Furtado and Karen (1990), the research on executive turnover comprises three
broad categories: (1) factors contributing to turnover, (2) immediate market reactions to
executive turnover events, and (3) subsequent performance post management turnover. Many
studies on executive turnover change the focus from poor performance to financial reporting
quality. And, these empirical studies have proved the existence of the relationship between
poor performance and the likelihood of managerial turnover (Coughlan and Schmidt 1985;
Warner et al. 1988; Weisbach 1988; Denis et al. 1997; Engel et al. 2003; Bonnier and Bruner
1989; Furtado and Rozeff 1987; Kaplan and Minton 2006; Kim 2008; Karpoff et al. 2008). In
this study, I focus on whether material information disclosures are associated with following
executive turnover, because I argue that the nature of material information disclosures is of
particular importance and may cause various influences on companies and market
participants (Foster and Viswanathan 1993; Kim and Verrecchia 1991; Holthausen and
Verrecchia 1988). Thus, my study represents initial attempt to reveal the intricacy between
executive turnover and material information.

Corporate disclosures can reduce inefficiency in the market and identified the factors
underlying the motives of mangers in the voluntarily disclosure of information (Lambert et al.
2007; Core 2001; Healy and Palepu 2001; Diamond and Verrecchia 1991), and these
disclosures are associated with management incentives (Merkley 2014; Kravet and Muslu
2013; Davis et al. 2012; Price et al. 2012; Loughran and McDonald 2011; Henry 2008; Li
2006). Some studies (Desai et al. 2006; Arthuad-Day et al. 2006; Burks 2010; Collins et al.
2009) further reported that companies of issuing material information generally experience a
series of turmoil, including negative publicity, difficulty in accessing capital markets,
decrease in stock price, lawsuits, and potential enforcement by the Securities and Exchange
Commission. Despite the growing importance of information regarding firms’ voluntarily
disclosures to executive turnover, evidence on its role in responsible behavior of information
disclosures is scant. In particular, there is little evidence on whether information about
executive turnover conveyed through material information provides incremental information
to investors by reducing uncertainty. Therefore, I examine whether companies are more likely
to terminate their CEOs following material information announcements, because material
information matters to the market, and assessments of disclosing behavior can potentially
provide useful and timely information to investors. When a company issues its relevance
information through the disclosure of material information, market participants may interpret
executive turnover following disclosing decisions as responsible behavior.
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3. Research Design
3.1. Data Sources

To test research questions, I collected publicly listed companies in Taiwan over the period
from 2007 to 2012. My sample comprised 7,777 firm-year observations and this sample was
identified through two sources. I began by hand collecting data related to types of MI
disclosures from the Market Observation Post System. I then accessed company-level data
related to CEO turnover and accounting from the Taiwan Economic Journal (TEJ) database.
Table 1 provides the distribution of research samples across industries and years and shows
that electronics industry has the highest percentages in research samples (61.87%), while
cement industry has the lowest percentages in research samples (0.46%).

Table 1. Sample Distribution

Indusiry Year 2007 2008 2009 2010 2011 2012 Total
Chemicals 76 78 80 81 86 88 489
Cement 6 6 6 6 6 6 36
Glass & Ceramics 12 12 12 12 12 12 72
Constructions 70 69 69 70 69 70 417
Food 24 24 24 24 25 25 146
Textile 54 54 54 54 53 54 323
Transportations 24 23 23 23 24 24 141
Trading 22 22 22 22 22 22 132
Plastic 25 25 25 26 26 26 153
Electronics 780 789 798 805 818 822 4,812
Appliance & Cable 15 16 17 18 18 18 102
Electric & Machinery 67 68 68 71 75 75 424
Tourism 19 20 20 20 19 19 117
Others 65 65 65 69 74 75 413
Total 1,259 1,271 1,283 1,301 1,327 1,336 7,777

3.2 Model Specification —Material Information vs. CEO Turnover

I constructed a research model to explore whether material information is associated with
CEO turnover, and test which types of material information can better describe companies’
reactions to releases of material information. The research model (1) is as follows:

CEO=aq, + o, M +,ROA+a,LOSS+ o, LEV + o, S ZE + o,GCO+ pYEAR+ ¢, , (1)

where CEO equals 1 if the CEO leaves the company following the material information, else
0; MI-1 equals 1 if the company disclosed material change in shareholder equity, else 0; MI-2
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equals 1 if the company disclosed material change in business policy, else 0; MI-3 equals 1 if
the company disclosed material disaster resulting in serious reduction or complete cessation
of production, else 0; MI-4 equals 1 if the company disclosed material effect on shareholders'
equity or company operations resulting from a change in laws, regulations, or rules of the
home country, else 0; MI-5 equals 1 if the company disclosed mass media reportage about the
parent company sufficient to affect securities prices of a listed subsidiary in the ROC, else 0;
MI-6 equals 1 if the company disclosed occurrence of any other material event that shall be
immediately reported pursuant to law or regulation of the foreign company's home country,
else 0; ROA equals net income divided by total assets; LOSS equals 1 if operating income is
less than zero, else 0; LEV equals long-term debt divided by total assets; SZE equals the
natural log of total assets; GCO equals 1 if the company receives a going concern opinion,
else 0; and YEAR equals dummy variables controlling for years.

4. Results and Analysis

Table 2 presents the descriptive statistics for all variables used in our research models,
partitioned by two subsamples: cases of companies with CEO turnover (n = 1,089), and cases
without CEO turnover (n = 6,688). As such, comparing two subsamples provides evidence as
to whether or not CEO turnover is more likely to be associated with types of material
information. The means (medians) of MI-1, MI-2 and MI-4 reported in the subsample with
CEO turnover are at the 0.01 level for both tests, which is significantly larger than those
reported in the subsample with no CEO turnover. In addition, the means (medians) of LOSS
and GCO reported in the CEO turnover subsample are at the 0.01 level for both tests, which
is significantly larger than those reported in the subsample without CEO turnover. The means
(medians) of ROA and SZE reported in the CEO turnover subsample are at the 0.01 level for
both tests, which is significantly smaller than those reported in the subsample without CEO
turnover. Univariate comparisons indicate that companies of CEO turnover have high more
material information (MI-1, MI-2, MI-4), perform bad (ROA) and suffer more losses (LOSS),
receive more going-concern opinions (GCO), and are smaller in size (SZE) than companies
without CEO turnover. Overall, my findings suggest that material information is likely to be
associated with CEO turnover.
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Table 2. Descriptive Statistics

CEO turnover No CEO turnover

(n=1,089) (n=6,688) t-test' Wilcoxon
Variables  Mean Median Mean Median
MI-1 0.672 1.000 0.608 1.000 4.028%*** 4.024%%*
MI-2 0914 1.000 0.859 1.000 4.895%** 4.888%**
MI-3 0.031 0.000 0.029 0.000 0.374 0.374
MI-4 0.803 1.000 0.768 1.000 2.57T7*** 2.576%**
MI-5 0.490 0.000 0.481 0.000 0.591 0.591
MI-6 0.021 0.000 0.020 0.000 0.269 0.269
ROA 0.004 0.025 0.042 0.045 -10.520%*** -9.769%**
LOSS 0.347 0.000 0.208 0.000 10.236%** 10.169%**
LEV 0.076 0.027 0.069 0.026 2.067** 1.067
SZE 15.027 14.814 15.212 15.027 -3.866%** -4.465%**
GCO 0.035 0.000 0.011 0.000 6.268%** 6.253%%*

! Asterisks *, ¥*, *** indicate significance at the 0.10, 0.05, and 0.01 levels.

Table 3 represents the Pearson correlation for all variables used in the research models.
Results show that CEO is positively correlated with MI-1 (0.046), MI-2 (0.055), and MI-4
(0.029), implying that companies with material information releases are more likely to
terminate their CEO. CEO was also shown to be correlated with ROA (-0.019), LOSS(0.115),
LEV (0.023), SZE (-0.044), and GCO (0.071), suggesting that smaller companies, bad
performance, unfavorable audit opinion, and those with more pronounced losses and higher
leverage, were more strongly associated with CEO turnover. As depicted in this table, most
explanatory variables are not significantly correlated to each other. I also estimate variance
inflation factors (VIFs) to test for possible multicollinearity while considering all independent
and control variables. None of the VIFs is greater than 1.7, indicating no presence of
multicollinearity in my study.
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Table 3. Correlation Matrix

Variables ~ MI- M- M- MI-4  MI-55  MI-6 ROA LOSS LEV SZE GCO

! 1 2 3

CEO 0.046 0.055 0.004 0.029° 0.007 0.003 -0.119° 0.115" 0.023" -0.044"  0.071"
MI-1 0.147 0.007 0.098° 0.160 0.022 -0.018  0.016 0.073" 0.142°  0.045"
MI-2 0.012 0.006  0.111 0.016 -0.019  -0.006 0.078" 0.152°  -0.020
MI-3 -0.022  0.036 0.013 0.004  -0.004 0.037" 0.048"  -0.002
MI-4 0.099 0.021 0.030° -0.040°  0.038" 0.094°  -0.013

MI-5 0.044  0.142°  -0.129" 0.100" 0394  -0.046"
MI-6 -0.041"  0.001 0.004 0.066"  -0.009
ROA -0.600"  -0.103" 0.176"  -0.228"
LOSS 0.115" -0.181°  0.179"
LEV 0.294"  0.048"
SZE -0.131°

! Indicates significance at the 5 percent level.

Table 4 shows empirical evidence for companies of issuing material information are
associated with higher rates of CEO termination. As predicted, the coefficient on MI-1, MI-2,
MI-4, and MI-5 are significantly positive at least at the 0.05 significance level, suggesting
material information involving (1) material change in shareholder equity, (2) material change
in business policy, (3) material effect on shareholders' equity or company operations resulting
from a change in laws, regulations, or rules of the home country, and (4) mass media
reportage about the parent company sufficient to affect securities prices of a listed subsidiary
in the ROC are more likely to terminate their CEOs following material information
announcements. The coefficients on control variables (ROA, LOSS SZE, GCO) indicate that
companies with better performance (ROA), fewer losses (LOSS), larger size (S ZE) and fewer
unfavorable opinions (GCO) are associated with lower CEO turnover rates.
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Table 4. Material Information and CEO Turnover

Variables Pred. Sign Coef. z-value'
CONSTANT -1.005 -4.65%**
MI-1 +/- 0.089 2.30%**
MiI-2 +/ - 0.282 4.72%%%
MI-3 +/- 0.050 0.48
MI-4 +/- 0.128 2.87x**
MI-5 +/- 0.082 2.09**
MI-6 +/ - -0.010 -0.08
ROA - -0.672 -3.98%
LOSS + 0.254 5.12%*
LEV + 0.190 1.00
SZE +/- -0.043 -3.02%**
GCO + 0.327 2.46%**
YEAR Included

Pseudo R? 3.05%

Nobs. 7,777

! Asterisks *, **_ *** jndicate significance at the 0.10, 0.05, and 0.01 levels, respectively. One-tailed for
directional expectations, two-tailed for others.

Prior studies suggest that considering different stages of firm life cycle in marking decisions
can improve the ability of managers to implement appropriate strategies, and to benchmark
their performance (Hanks et al. 1993; Galbraith 1982). Thus, I partitioned the sample into the
various stages of company life cycle in order to determine whether life cycle stage affects the
relationship between the disclosure of material information and CEO turnover. Following
prior studies (Black 1998; Anthony and Ramesh 1992), I first construct life cycle model that
incorporates a firm’s five-year history of four classification variables: age, sales growth,
dividend yield, and capital expenditures. Second, I assign each firm-year scores based on
their relative ranking of these four classification variables. Third, the scores for each of the
four classification variables combine into a composite score categorizing each firm-year
observation into one of the following three life cycle stages: (1) growth, (2) maturity, and (3)
decline. Table 5 presents the results related to the association between material information
and CEO turnover in different stages of a company’s life cycle. Surprisingly, coefficients of
material information were significant (at least at the 5% significance level) only in companies
in maturity and decline, which implies that the disclosure of material information by
companies in maturity and decline is associated with high CEO turnover. On the contrary,
none of coefficient of material information in growth subsample is significant. A possible
reason underlying this finding is that growth companies may less likely to issue material
information.
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Table 5. Material Information and CEO Turnover: Consider Life Cycle

(1) ) A3)

Growth Maturity Decline
Variables Pred. Sign Coef.  z-value' Coef.  z-value Coef. z-value
CONSTANT -1.572 -3.48%** -0.621  -2.15%* -1.546  -3.04%**
MI-1 +/- -0.011 -0.12 0.120 2.31%* 0.097 1.17
MI-2 +/- 0.163 1.29 0.264 3.23%** 0.468  3.68***
MI-3 +/ - 0.163 0.83 0.043 0.31 -0.062  -0.21
MI-4 +/ - 0.133 1.47 0.070 1.18 0.328  3.00%**
MI-5 +/- 0.083 1.00 0.055 1.03 0.169 1.91*
MI-6 +/- 0.241 0.96 -0.225  -1.24 0.346 1.20
ROA - -0.732 -1.52 -0.598  -3.12%** -1.251  -1.80*%
LOSS + 0.283 2.40%** 0.280 4.39%*x* 0.068  0.52
LEV + -0.284 -0.76 0.379 1.49 0.405  0.80
SZE +/- 0.005 0.16 -0.067  -3.47%** -0.027  -0.81
GCO + 0.500 1.40%* 0.211 1.32 0.541 1.50
YEAR Included Included Included
Pseudo R? 2.8% 3.56% 4.36%
Nobs. 1,765 4,400 1,612

! Asterisks *, ** *¥* indicate significance at the 0.10, 0.05, and 0.01 levels, respectively. One-tailed for
directional expectations, two-tailed for others.

5. Conclusions

This study provides empirical evidence to explore whether material information is associated
with CEO turnover based on a sample of 7,777 observations from 2007 to 2012. Overall,
evidence shows that companies are more likely to terminate their CEOs following material
information announcements. I further consider the various stages of company life cycle in
order to determine whether life cycle stage affects the relationship between the disclosure of
material information and CEO turnover. Notably, I find that the disclosure of material
information by companies only in maturity and decline is associated with high CEO turnover.

One major limitation of this study is that approximately 99% of companies in Taiwan
discloses material information, indicating that material information disclosures are a very
common phenomenon in Taiwan. A possible reason underlying this finding is that material
information  disclosures in Taiwan are voluntary disclosures and Taiwan’s
government encourages companies to disclose material information with respect to the public
interest. Thus, the skewness of material information disclosures may cause misspecification
when this skewness in the dependent variable of Eq. (1). Future research can explore whether
and how material information announcements can improve information transparency.
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