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ABSTRACT
This study is aimed to provide empirical evidence about the usefulness of accounting
information in the issue of CEO turnover. Previous research shows the results that CEO
turnover is inconclusive with respect to its antecedent factors and consequences. It is also
very rarely observed in Indonesia, and therefore strongly encourages the author to
conduct this study. The samples of this study is all the companies performing turnover
(either routine or non-routine) at the level of the company's top leaders in office as
President Director. The sample included 81 CEOs which experienced turnover from 1998
to 2006 period, and compared with a control group referring to companies that does not
perform CEO turnover during the observation period (nine years). The final sample that
we used for testing the accounting data is as much as 140 companies, consisting of 81
companies that performed turnover and 59 companies that did not. The results of study
show that accounting data (i.e. total assets, total sales, ROA, ROE and earnings), indicates
a significant negative effect on turnover decisions, while current ratio does not. In
additional tests, we find that the accounting performance on non-routine turnover
compares favourably with CEO turnover on the type of routine. This result indicates a
bargaining position of CEOs at a company that does change regularly. Meanwhile, worse
accounting performance will have the potential for CEOs to be replaced (down position or
enter into a council of commissioners) and even be laid off from the company.
Keywords: CEO turnover, accounting performance, antecedent factors
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INTRODUCTION
The goal of changing the key directors of
a firm is to improve the firm’s performance.
This is proven by one of the public banks in
Indonesia who performed CEO turnover in
2004. Three years preceding the turnover
(2002-2004), the company experienced a
34,67%, income decline, with a total debt to
asset ratio of 34,56%. Positive change had
followed the turnover. Company income had
increased to 17,5% in 2008, while the debt to
asset was 45,37% (increased almost 11%).
One of the major achievements reported was
that in the midst of the global banking crisis,
banks were able to increase their net profits
when compared to previous earnings. Such
stories prove the success of a company after
performing CEO turnover.
The current study is aimed to describe the
content of financial reports related with the
issue of company CEO turnover (see Smith,
Wright and Huo (2008). It is expected to
produce a finding that supports previous
studies (for example Engel, Hayes and Wang
2003) by creating the significance of
accounting variables as an antecedent and
consequence towards CEO turnover. It is
expected that the consistent findings in the
study will endorse stakeholders to take
reference of the figures in financial reports
when making important decisions for their
company.
Studies of this field have been scarce in
Indonesia. This is due to the limited information that is published in this country.
Nevertheless, study in CEO turnover topic is
extremely important especially regarding its
contribution in policy making concerning
company management. Furthermore, this
study is also expected to provide information
to stakeholders when deciding a particular
action towards the company CEO, with
respect to their poor or positive behaviours, by
utilizing accounting information. In order to
achieve this goal, this study will strive to seek
the answers of whether accounting
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information will influence the decision of
CEO turnover in Indonesia.
The finding in this study provides
information that accounting information plays
a significant role in the decision of CEO
turnover in Indonesia. The antecedent factors
which consider accounting performance
towards turnover analyzed in this study serves
as the main contribution of this study. By
using a sample from CEO turnover for the
period 1998-2005, based on numerous considerations, we investigated some accounting and
market data that have chosen to represent the
sample of the study. The results of the study
indicate six consistent and unbiased accounting variables as antecedents of CEO, namely
Total Asset, Total Sales, ROA, ROE and
Earnings. The findings explain the content of
accounting information and its benefits for
deliberating important company decisions.
ROA Warner et al. (1988), Weisbach
(1988), Virany et al. (1992), serta Shen
(2000). Sementara itu, Laba ditemukan negatif
dan signifikan pada penelitian Engle et al.
(2003), dan DeFond and Hung (2003), serta
Harga Saham ditemukan negatif dan signifikan pada penelitian Warner et al. (1988),
Beatty and Zajac (1987), Engle et al. (2003),
DeFond and Hung (2003), dan Fee and
Hadlock (2004).
THEORETICAL
HYPOTHESIS

FRAMEWORK

AND

Studies on the field of accounting which
investigates CEO turnover was introduced by
Coughlan and Schmidt (1985) followed by
Warner, Watts, and Wruck (1988) and
Weisbach (1988). All of these researchers
found a relationship between CEO turnover
with accounting performance (ROA found
negatively of CEO turnover in Warner et al.,
1988; Weisbach, 1988) and market
performance (share price found negatively of
CEO turnover in study of Warner et al. (1988).
Therefore, current study further investigations
on this field flourished, although the findings
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until 2009 remain inconclusive. Moreover,
previous studies have only given limited
attention towards variation of findings
between companies with regard to accounting
and market based performance measures
towards sustainability of executive performance. A study from Engel, Hayes and Wang
(2003), placed large hopes towards normative
accounting information towards managerial
performance. When accounting information
was proven to be more sensitive in explaining
issues of CEO turnover, the executive board
should reconsider the contribution of
accounting
information
when
making
decisions of performance sustainability.
Accounting Performance as an Antecedent
of CEO turnover
A study performed by Kesner and Sebora
(1994: 356) concluded that turnover is
frequently treated as a dependent variable. The
findings indicate a consistent pattern with high
levels of turnover prevalent among poor
performing
companies.
Nevertheless,
Finkelstein and Hambrick (1996) suggested
that performance preceding turnover poorly
explains the variance accounting for the
turnover. This indicates the weak relationship
between the variable that precedes turnover.
The weakness found in earlier studies is due to
the different measures on performance and the
presence of other factors that tend to moderate
the relationship between performance and
turnover (Miller, 1991; Cannella & Lubatkin,
1993; Zajac & Westphal, 1996; Finkelstein &
Hambrick, 1996).
Smith, Wright and Huo (2008) followed
up on their previous study using a variable
which was found to be significant in previous
studies. The variable that they used included
Total Assets, Total Debt, Book value of
equity, Debt to Equity, Retained Earnings;
Current Ratio, and Interest Coverage Ratio,
and found significance for all samples
companies with a p-value smaller than 0,05.
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Total Assets. The findings from Smith et al.,
(2008) succeeded in finding the significance of
Total Assets variable. The result of the study
was indeed inconsistent with Puffer and
Weintrop (1991) that indicated the insignificance of Total Assets variable. Smith et al.,
(2008) supported the findings of earlier studies
conducted by Murphy and Zimmerman (1993)
that found the contribution of accounting
information in making important decisions by
the companies. The growth of sale levels and
declining assets were significant before the
CEO was laid off and remained on a relatively
low level for some years following the CEO
turnover. Although level of assets is contingent upon managerial policies (for example
application of depreciation methods that can
be made for some exceptional reasons),
however this policy remained to lack any
influence to net income compared to costs
with high discretion, such as R&D, advertisement, capital costs, accrual and earnings.
Current Ra tio. Previous studies found the
influence of current ratio towards turnover.
Smith et al., (2008) elaborated that current
ratio is used for indicating whether there are
limitations of the company’s financial
condition in the short term which would
eventually lead to CEO turnover. The result of
this study indicated that coefficient estimations on current ratio were statistically
negatively significant; a finding that supports
those of Altman et al. (1977) and Hill et al.
(1996), and indicated that a company with a
lower current ratio has higher probabilities of
going bankrupt. Other studies also demonstrate a negative relationship towards probability of bankruptcy (Flagg & Giroux, 1991;
Zmijewski, 1984).
Sales. A study conducted by Beadles II et al.,
(2000) suggested that research on turnover
concerning antecedent factors have investigated the phenomenon of turnover under the
hidden assumption that turnover is the product
of a negative consequence. A study from
Beadles II (2000) found the relationship
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between functionality of turnover and sales (as
a proxy of organizational performance) that
indicates a statistically significant relationship.
This finding was deemed strong since it used
meta-analysis and confirmed previous studies
which also used using meta-analysis,
conducted by Hunter and Schmidt (1990) and
Lausten (2002).
Murphy and Zimmarmen (1993) discovered a
significant decline of sales preceding CEO
turnover from the organization and then stable
(constant) sales a number of years following
the CEO turnover, however the on a relatively
low level. This finding somewhat indicates
that sales constitute one of the factors that
leads to CEO turnover. Sales which become
one of the discretion variables is considered to
strongly influence management intervention,
particularly when the CEO is about to leave
the company. Although the level of sales
depend on a number of managerial policies
(for example realization of sales income can
be accelerated from one period ahead).
However, Murphy and Zimmerman (1993)
also explained that this policy is assumed to
lack the influence compared to costs of R&D,
advertisement, capital costs, accrual and
earnings with large discretion.
Return on Assets (ROA). This variable is very
common in previous studies that analyzed
accounting ratio (for example Virany,
Tushman, and Romanelli, 1985; Harrison,
Torres, and Kukalis, 1988, Shen 2000). ROA
was found to be negatively associated with
turnover and with external replacement. The
rationale for using the variable ROA is not
explicitly mentioned however the negative
relationship that was found in previous studies
indicate that poor company performance
reflects the poor value of company return on
assets which will eventually encourage CEO
turnover.
Return on Equity. Puffer and Weintrop (1991)
was one of the researchers that used
accounting performance in their study of CEO
turnover. The success in performing return on
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equity becomes one of the measures of
managerial performance. Previous studies
investigated the relationship between accounting ratio and CEO turnover. Return on equity
became one of the focus of investigation in
studies from James and Soref (1981), Allen
and Panian (1982), Lubatkin and Chung
(1985), Robinson and Brief (1985), and
Harrison, Torres, and Kukalis (1988) – cited in
Puffer and Weintrop (1991). Accounting
performance (ROA, ROE, Earnings, Total
Sales, and Assets) became one of the studies
that investigated the antecedents and consequences of turnover, although accounting ratio
was less used by researchers of CEO turnover
compared to market ratio.
Earnings. Engel, Hayes and Wang (2003) and
DeFond and Hung (2004) used the variable
earnings in their study in relation with CEO
turnover. The findings from both studies
strengthen the position of earnings as an
antecedent factor of turnover. The goal of the
article authored by Engel et al. (2003) was to
investigate the relationship between measurement of performance and CEO turnover which
are influenced by the characteristics of
accounting systems. Engel et al. specifically
tested the cross-sectional variation from
essential accounting information for CEO
decisions, and subsequently related these
characteristic to performance measures.
DeFond and Park (1999) suggested that a
company in the industry which lacks concentration (i.e. manufacturing industrial) has
broad company comparisons. As a consequence, the earnings of this industry give the
correct signal as a factor that influences the
company in that industry. Engel et al.(2003)
found that CEO turnover generally occurs on
industries that lack concentration. This finding
is consistent with DeFond and Park that the
directory board can learn more rapidly of the
CEO’s abilities for this type of industry and
later replace poor performing CEOs
immediately. This finding was only evident on
a sample of companies which experienced
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turnover. Both Engle et al. (2003) and DeFond
& Hung (2003) found a negative relationship
between earnings and turnover.
We are going to further make a hypothesis of this study that: “accounting performance
influences CEO turnover.”
RESEARCH METHOD
1. Research Data and Sample
The data used in this study includes all
data of CEO turnover from the period 19982006. Turnover which occurred in 2001-2003
and later for the next four consecutive years
did not engage in turnover constitute the
sample of the study. This is due to the
assumption that CEO will bring change
towards the company until 2005. Data was
obtained by directly investigating the financial
reports from companies registered in the
Indonesian Stock Exchange for 8 years of
observation. Consistent with previous studies,
we use the position of the President Director in
the company as the CEO (cited in DeFond and
Hung 2004) when the company does not
officially use the term CEO. Data on CEO
turnover is obtained by exploring data from
the company by comparing the name of the
President Director during the years of
observation. Using this method, we can gain
information the changes of the CEO. This
change of the CEO refers to the CEO turnover
in a particular company in a particular year.
Data selection from the change of the
Indonesian CEO’s name for 3 years, occurring
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in 2001 to 2003, this which will be symbolized
as t0 and this will determine the accounting
data for 3 years before the year of the
turnover. Meanwhile, for the market data we
used the data of 3 years before and 3 years
after the year of the turnover. Previous studies
used the period 5 or 3 years after the turnover.
However, because our sample will be smaller
if we broaden our observation period,
therefore we used 3 years before and after the
turnover. During 1998-2005 there were 246
CEO turnovers in the public companies of
Indonesia. However those which fulfilled the
criteria of the sample of our study (namely
they have financial data 3 years and 3 years
after the turnover and do not indicate
confounding effects, for example restructuring
and stock management). The final sample for
turnover using accounting data totalled 81
companies.
2. Variable Tests
Tests on the antecedent variables use
LOGIT (test on first hypothesis) as in equation
(1) which is generally used in studies using
binary variables as the dependent variable
(symbolized as 1 for turnover and 0 for
anything else) as well as cross sectional data.
relationships between the independent variable
and the dependent variable. From various
studies, in the last few years the LOGIT
analysis has become one of the important
research
analysis
tools
to
maintain
methodological strength for the purposes of
publication in prestigious journals. The Logit

Table 1. Sample Selection
Description
Companies investigated in 1998-2006
Total turnover identified in 1998-2006
Turnover without change for 4 consecutive years in 2001-2003
Final sample for analysis on accounting data

Total
3200
264
97
140*

* 81 research sample and 59 controlled sample ***
** Controlled Sample refers to the companies who from 1998-2005 did not change their
CEO. Such companies are assumed to have stable performance. The accounting and
market data used in the analysis is the average of 5 years from 2001-2005.
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model used in this study testing the first
hypothesis is presented below:
TURNOVER (1,0) = α0 + α1ln-TAssetsit
+ α2CurRattit + α3ln-TSalesit
+ α4 ROAit + α5ROEit + α6Earningsit
+ εit
3. Research Variable
3.1. Accounting Performance as an Antecedent of CEO Turnover
The variables used in this study are
include the following:
a) Total assets (ln-TAsset), as a proxy for the
size of the company, and the natural log
are used to control high levels of nonlinear data. This variable is suggested to
have a negative relationship with turnover
because increasing total assets reflect
positive company growth.
b) Current ratio (CurRat), formulation of
current assets /current liabilities, and
presented as a proxy towards short term
financial limitations. Previous studies of
bankruptcy demonstrate a negative relationship towards the probability of turnover (Flagg and Giroux, 1991, Zmijewski,
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1984, and Altman, 1977) cited in Smith et
al (2008).
c) Total sales (ln-TSales), becomes a measure of operational management performance by applying the natural log to control
non-linear data. ln-TSales is suspected to
have a negative relationship with turnover,
meaning that high ln-Tsales will not push
CEO turnover CEO.
d) Return on Assets (ROA). Refers to a performance measure obtained by a comparison of earnings with total asset. The better
the ROA, the less likely for turnover to
occur.
e) Return on Equity (ROE), as an alternative
consideration of management success
towards company return on equity. The
value of ROE is obtained by the earnings
equation divided by total equity. This
variable is suspected to have a negative
relationship with turnover; therefore failure
in capital return becomes a reason for
turnover in the company.
f) Earnings. This measure was used by Engle
et al. (2003); DeFond and Hung (2004) and
gave a negative relationship between earnings and turnover. This measure is very
common and is largely used as a

Accounting Performance:
Total Assets
Current Ratio
Total Sales
ROA
ROE
Earnings

CEO Turnover;
1 = turnover
0 = others
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consideration in management performance.
We use net income to represent earnings.
RESULTS AND ANALYSIS
1. Classical Assumption Test
Prior to conducting the Logit analysis
towards the accounting data, we performed
classical tests towards both of the data. The
classical tests were performed to test
multicollinearity and heterosdasticity. For the
multicollinearity tests, we obtained an Rsquared of 0.31 < from 0.66 which represents
the R-squared of the variable model tests. This
value signifies that multicollinearity is not
evident within the data (between variables).
Furthermore we also conducted heterodasticity
using the test white and found a probability of
0,998. A probability value larger than 0,05
indicates that the data fulfils the assumption of
homodasticity. From the results of the
classical assumption on our data we can
conclude that the data is adequate and
consistent and therefore further tests can be
performed using the necessary statistical tests.
2. Results of LOGIT Regression
Accounting Performance

on

Our study conducted tests towards
accounting data as a factor that we considered
to influence CEO turnover in Indonesia.
Overall, the results of the LOGIT tests for
accounting data used in the study (Total Asset,
Current Ratio, Total Sales, ROA, ROE and
Earnings) indicate a prediction value with a
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percentage correct of 91,4%. This value
indicates that the variable used in this model is
correct. Based on each variable, 5 from 6
accounting variables indicate a significance of
p ≤ 0,05. This value is supported by the
omnibus test from the chi-square tests that
indicates that the accounting and market
antecedent model is strongly significant, each
with a p= 0,000. The value of the chi-square
omnibus test of model coefficients less than p=
0,05 indicates that null hypothesis that states
that there are no influences of the independent
variable towards the dependent variable is
rejected. Furthermore, Nagelkerke’s R square
which is a modification of the coefficient cox
and snell R square is used as a consideration
to ascertain a relationship variation for each
independent variable towards the dependent
variable. The influence of the independent
variable is simultaneously displayed by the
value of the Nagelkerke’s R square of 0.66,
and the value of the Nagelkerke’s R square is
partially explained by the Wald together with
its significance.
We present the overall analysis of the
study in Table 2. The characteristics and
results of the tests performed along with the
sample are explained accordingly. In Table 2
Panel A, the test on the influence of turnover
towards CEO turnover from 140 sample
companies consist of 59 companies who did
not engage in turnover on the observed periods
added with 81 companies that engaged in
turnover. The result of the analysis indicates
that from six accounting variables that we
used in the model of turnover antecedents, five

Table 2. Characteristic and Results of Group Tests
Panel A, N=140
0 = 59
1 = 81
Logit Tests
Accounting Data

Variable
lnTAssets
CurRatio
lnTSales
ROA
ROE
Earnings

z-Statistic
-2.2899
-0.1706
-1.9191
-4.4301
-2.1563
-1.9137

Wald
5.239
.00
3.683
19.719
4.566
4.212

Sig.
.02
.99
.05
.00
.03
.04
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variables significantly influenced turnover.
Total Sales was significant at 0,05, while Total
Asset, ROE and Earnings was significant at p
≤ 0.05, while for ROA, this variable indicated
the strongest level of significance as large as p
≤ 0.000. In this study we found significance
for the variable Current Ratio towards
turnover. Using the results of the statistical
tests, our study confirms the first hypothesis
that accounting performance significantly
influences CEO turnover.
The current study is also consistent with
Smith et al. (2008) and other studies for
example Engel et al. (2003). By having support for this hypothesis, we allow the claim
that this study confirms the expectations of
previous studies (Engel, Hayes, and Wang,
2003), who expected that accounting information can be considered when making important
corporate decisions. Tests on the ROA variable indicate a significant relationship towards
turnover and are also consistent with Shen
(2000) who found significance of ROA
towards turnover. The results indicate that
accounting performance serves as a factor that
must be considered by the company when
making important decisions.
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3. Additional Tests: Difference Tests on
Accounting Performance for Routine
and Non-Routine Turnover
We performed tests on companies that
performed routine and non-routine turnover as
an additional test with the goal to provide
detailed explanations on the issue of turnover.
We used Paired Sample T Test for both types
of turnover and found a difference of mean
that was inconsistent with previous studies on
the five accounting variables that were used
for routine and non routine turnover, namely
Total Assets, Total Sales, ROA, ROE, and
Earnings however the results were consistent
for the variable Current Ratio. Table 3 gives a
detail description of the difference tests that
were conducted on routine and non-routine
turnover. The non-routine type of turnover
indicated a better accounting performance
(except for Current Ratio) compared to routine
turnover. This indicates that non-routine
turnover occurs when company performance is
actually better compared to routine turnover.
This finding also indicates scapegoating in the
decisions of CEO turnover in Indonesia. CEO
with poor performance, but remain in the
company, appear to hold a bargaining position
towards the executive members in the com-

Table 3. Results of Difference Tests based on Routine and Non-Routine Turnover
Paired Sample T Tests,
N= 59

Pairs
1 Tasset(R)
Tasset(N)
2 CurRat(R)
CurRat(N)
3 Tsales(R)
TSales(N)
4 ROA(R)
ROA(N)
5 ROE(R)
ROE(N)
6 Earnings(R)
Earnings(N)

Note: (R): Routine (N): Non-Routine

Mean
6.082
6.542
1.721
1.265
5.214
5.761
-2.532
1.544
-50.135
-21.023
-529.934
668.008

Sig.
.245
.328
.120
.737
.188
.314
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pany, while CEOs with average performance
who do not have a bargaining position are laid
off from the company. Ritual Scapegoating
Theory (Gamson and Scotch, 1964 – cited in
Beatty and Zajac, 1987) postulates that there is
no significant relationship between turnover
and performance. With regard to the issue in
this study, for companies who perform routine
CEO turnover, they demonstrate poorer accounting performance compared to companies
performing non-routine turnover.
The researcher cautiously defines turnover. Non-routine turnover which causes the
previous CEO not to hold any key positions
(as board of commissioners or member of the
executive management team) in the initial
company and or in a company with the same
owner. Setiawan (2008) was in agreement
with Kang and Shivdasani (1996) in identifying the process of routine and non-routine
turnover. When a laid off CEO becomes a
member of the board of commissioners therefore the turnover process becomes routine, and
vice versa. Apart from being a member of the
commissioner, the current study also considers
CEO turnover for companies with the same
ownership and also considers becoming a
member of the executive management team.
CONCLUSIONS, IMPLICATIONS AND
LIMITATIONS
The current study highlights the contribution of accounting information towards CEO
turnover in Indonesia. The antecedent factors
towards turnover that have been analyzed in
our study constitute the major findings of this
study. The sample used in this study includes
companies who have performed CEO turnover
in a particular time period as well as the
investigation of accounting and market data.
From the six accounting variables used as
turnover antecedents, the variables of Total
Asset, Total Sales, ROA, ROE and Earnings
were found to be consistent and not bias. The
findings serve as important information
confirming the importance of accounting
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information for all accounting communities,
because to this day accounting functions as
information that is considered important in
making important corporate decisions.
It is not fair to view CEO turnover as an
easy decision for the organization because
change in the executive management implies
change of the organization’s model and causes
the organization to become vulnerable and
requiring management reorganization (Baron,
Hanan and Burton 2001), primarily for companies that are dependent towards particular
leading figures and are not based on information systems. CEO turnover which considers
accounting information have indicated the
significance of accounting information, and
this certainly cannot be separated from the
quality of the information.
Although in our study we have performed
our analysis with great caution, for example
when selecting the sample and data used in
this study, nevertheless numerous limitations
cannot be hindered which will serve as motivation for further refined studies. A number of
the limitations in this study include the
researcher’s decision not to include broader
factors of turnover for example pension,
mortality, or forced or voluntarily turnover, of
which previous studies have shown to indicate
a considerable effect. In addition, as explained
by previous studies, further studies need to
consider the personal characteristics of the
CEO that was laid off and the new CEO
entering the company. By considering these
factors, this would refine the results of
investigating the issue of CEO turnover and
would sever as a comprehensive explanation
towards the phenomenon of turnover in
Indonesia.
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