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Abstract

This paper examines how corporate control is exerted in companies listed on the

Brussels Stock Exchange. There are several alternative corporate governance mecha-

nisms which may play a role in disciplining poorly performing management: block-

holders (holding companies, industrial companies, families and institutions), the market

for partial control, debt policy, and board composition. Even if there is redundancy of

substitute forms of discipline, some mechanisms may dominate. We ®nd that top

managerial turnover is strongly related to poor performance measured by stock returns,

accounting earnings in relation to industry peers and dividend cuts and omissions. Tobit

models reveal that there is little relation between ownership and managerial replace-

ment, although industrial companies resort to disciplinary actions when performance is

poor. When industrial companies increase their share stake or acquire a new stake in a

poorly performing company, there is evidence of an increase in executive board turn-

over, which suggests a partial market for control. There is little relation between

changes in ownership concentration held by institutions and holding companies, and

disciplining. Still, high leverage and decreasing solvency and liquidity variables are also

followed by increased disciplining, as are a high proportion of non-executive directors
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1. Introduction

Whereas in Anglo-American countries, managerial performance is main-
tained by the complementary intervention of both internal and external control
mechanisms (see Shleifer and Vishny, 1997, for an overview), the disciplinary
function of the (hostile) take-over market in Belgium, and most other Conti-
nental European countries, is limited. Recent Belgian legislative changes with
regard to ownership disclosure laws and anti-take-over procedures have further
reduced the likelihood of take-overs as a corporate control mechanism. Con-
sequently, as in recent codes of good corporate governance ± the Dutch Peeters
report (1997), the French Vi�enot report (1995) and UK Cadbury report (1992)
± the Belgian policy recommendations of 1998 by the Stock Exchange Com-
mission, the Association of Employers (VBO) and the Commission for
Banking and Finance focus on the e�ectiveness of internal corporate control
mechanisms. 1

This paper investigates whether or not poor corporate performance triggers
board restructuring and whether disciplinary actions are initiated by internal
governance. This paper also examines whether the accumulation of shares into
large blocks of shares mitigates the problems of free riding in corporate con-
trol, permitting control to be exerted more e�ectively. The relation between the
nature of ownership and incidence of disciplinary turnover when corporate
performance is poor is also studied.

Besides ownership concentration, capital structure choice may be an in-
strumental monitoring variable as it can be a bonding device triggering cor-
porate control actions. Such creditor monitoring is expected to be intensi®ed in
case of low interest coverage and low liquidity.

1 The recent changes in legislation on disclosure of voting rights now allow detailed corporate

governance studies in Europe. Description of ownership and voting rights in Europe can be found

in Barca and Becht (2000, forthcoming. Who Controls Corporate Europe?, Oxford University

Press). The countries covered are Austria (Gugler, Kalss, Stomper and Zechner), Belgium (Becht,

Chapelle and Renneboog), France (Bloch and Kremp), Germany (Becht and Bohmer), Italy

(Bianchi, Bianco and Enriques), Netherlands (De Jong, Kabir, Mara and Ro�ell), Spain (Crespi and

Garcia-Cestona), Sweden (Agnblad, Berglof, Hogfeldt and Svancar), UK (Goergen and Renne-

boog, 2000a,b), US (Becht).
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We also analyse whether a market for share stakes arises. In Continental
Europe, such a market might play a role equivalent to the role of external
markets in the UK and the US. If a company underperforms, able monitors
can increase their voting rights to reach a control level allowing them to
nominate a new management team.

We ®nd that poor company performance precedes increased board re-
structuring (turnover of executives, of the management committee and of CEO
and executive chairman). This is consistent with ®ndings reported by, among
others, Denis and Denis (1995) and Warner et al. (1988) for the US, by Franks
and Mayer (1998) and Kaplan (1994) for Germany and by Franks et al. (1998)
for the UK.

The composition of the board also has an important impact on the internal
corporate control system. A high fraction of non-executives on the board and
the separation of the functions of CEO and (non-executive) chairman increases
the turnover of executive directors of underperforming companies. Weisbach
(1988) also reports that outside directors of US ®rms play a larger role in
monitoring management than inside directors. Franks and Mayer (1998) show
that, in German companies with concentrated ownership, supervisory board
representation goes hand in hand with ownership or large shareholdings. For
Japan, Kaplan and Minton (1994) show that board appointments of directors
representing banks and corporations are followed by increases in top man-
agement turnover. In contrast, Franks et al. (1998) report that non-executive
directors seem to support incumbent management in the UK even in the wake
of poor performance.

Consistent with Shleifer and Vishny (1986) and Grossman and Hart
(1980), we ®nd that higher board turnover is positively correlated with strong
concentration in ownership which limits free riding on control. Still, this
relation is limited to industrial and commercial companies and family
shareholders. Considering that the ownership structure is typically complex
with stakes held through multiple tiers of ownership, we ®nd that the deci-
sion to substitute top management of poorly performing companies is taken
by ultimate shareholders (industrial companies and families) who control
either directly or indirectly, via a�liated companies, a large percentage of the
voting rights. However, neither large institutional investors nor holding
companies seem to be involved in active corporate monitoring, which further
questions the role and need for ownership cascades involving holding com-
panies.

Although, an active market in share stakes exists, it is only weakly related to
performance. Speci®c shareholder classes (industrial and commercial compa-
nies) with superior monitoring abilities or with private bene®ts of control,
increase their voting stake to better position themselves to replace manage-
ment. Such a market for blocks of control also exists in the UK and in Ger-
many, as detailed in Franks et al. (1998) and Franks and Mayer (1998).
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Shareholders who increase their holdings do so with a clear intention to assume
an active monitoring role since management turnover signi®cantly increases in
subsequent periods.

We also ®nd that high leverage and low interest coverage are related to
increased board restructuring which suggests that creditors intervene as the risk
of ®nancial distress increases. However, because this interpretation is not
corroborated in interviews with monitors; liquidity and solvency-related indi-
cators may act as monitoring triggers for directors or shareholders.

Finally, management replacement is followed by modest improvements in
growth of dividends per share over a period of two years after turnover.
However, board turnover is followed by decreases in earnings. The earnings
decline may result from new management's decision to expense large costs
while earnings reductions can still be attributed to predecessors, thus lowering
the benchmark and allowing for substantial improvements in subsequent years
(Murphy and Zimmerman, 1993).

The remainder of this paper is organised as follows. Section 2 explains the
hypotheses. Section 3 presents the data and methodology. Section 4 provides
stylised facts about the ownership structure in Belgian listed companies and
Section 5 discusses the main results of the governance models. Finally, Section
6 summarises the ®ndings.

2. Relationship between disciplining and alternative governance mechanisms

Few of the tasks which good corporate governance consists of, like strategy
development or control, are visible to non-insiders to the corporation. Minutes
of board or committee meetings or the outcome of shareholder-management
meetings are not disclosed. Hence, one of the few occasions to study corporate
control actions (or the lack of them) is poor corporate performance or a ®-
nancial crisis. The paper studies several substitute forms of discipline and,
where there is redundancy, whether some forms dominate others consistently. 2

This section provides an overview of the hypotheses after which each of these
are further expanded.

Hypothesis 1. Disciplining of top management is triggered by poor company
performance: directors, CEOs, top managers and executive chairmen are re-

2 Still, a priori, it is not certain whether one speci®c corporate governance mechanism is

positively related to performance as, even if one mechanism may be used more frequently, the

existence of other corporate governance devices and their interdependence may result in

comparable equilibrium performance (Agrawal and Knoeber, 1996).
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placed following poor share price performance and/or low accounting earnings
and dividend cuts and omissions.

Hypothesis 2. The greater the proportion of non-executive directors, the lower
potential board domination by management and the higher the monitoring
ability of the non-executive directors. This is re¯ected in increased turnover of
executive directors, of the CEO and of the management committee when
performance is poor. Separating the functions of CEO and chairman facilitates
disciplining of underperforming management, and such dual control should
lead to higher turnover.

Hypothesis 3. (a) When performance is poor, the presence of large share-
holdings is followed by higher board turnover. (b) However, disciplining of
underperforming management is accomplished by those large shareholders
with superior monitoring abilities. Con¯icts of interest dissuade institutions to
monitor whereas holding companies, industrial companies, and families and
individuals discipline management.

Hypothesis 4. Managerial disciplining decisions are taken by the decision
maker at the top of an investor group pyramid, called Ôultimate or referenceÕ
shareholder.

Hypothesis 5. In companies without su�ciently large shareholders or with
shareholders who take a passive stance concerning monitoring, poor perfor-
mance gives rise to changes in the ownership structure. Hence, increases in
shareholdings are associated with higher managerial turnover in the same year
or the year following the monitors' disciplinary actions.

Hypothesis 6. Management of poorly performing companies with high leverage
and poor liquidity and solvency face increased monitoring.

Hypothesis 7. Management and board restructuring, triggered by poor per-
formance, results in improvements of company performance, but performance
improvements are not expected in the year of management substitution but are
expected in later years.

2.1. Corporate performance and disciplinary corporate governance actions

To the extent that share price and accounting returns are in¯uenced by the
quality of managerial inputs and actions, corporate performance provides
useful information on managerial performance (Joskow and Rose, 1994).
However, both market prices and accounting data present measurement
problems of managerial quality. On one hand, the relation between (executive)
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board restructuring and share price performance may be weaker because share
prices already incorporate market expectations regarding managerial replace-
ment. On the other hand, accounting data can (temporarily) be manipulated by
the choice of accounting policies (see e.g. Moses, 1987; Teoh et al., 1998).
Therefore, the impact of both share price returns, and levels of and changes in
operating and net accounting earnings, on turnover are included in testing
Hypothesis 1. Besides share price and earnings performance, we also examine
dividend changes. Such changes may be an important critical performance
measure as management is generally reluctant to reduce dividends unless a
reduction is unavoidable (Michaely et al., 1995). Consequently, dividend cuts
or omissions are associated with unusually poor stock price and earnings
performance (Healey and Palepu, 1988) and are expected to be negatively re-
lated to turnover.

2.2. The impact of board composition and structure on the board's ability to
monitor performance

A balanced board including both executives and non-executives reduces the
potential con¯icts of interest among decision makers and residual risk bearers.
It also reduces the transaction or agency costs associated with the separation of
ownership and control (Williamson, 1983). There are several reasons why non-
executives are (ex ante) expected to exert a control task. Non-executives are
legally bound to monitor due to their ®duciary duty. Moreover, in an equity
market with strong ownership concentration, many non-executives are ap-
pointed by and represent large shareholders. Thus, non-executives have in-
centives to develop reputations as decision control experts whose human
capital depends on performance (Fama and Jensen, 1983). Consequently, di-
rectors themselves face an external labour market which provides some form of
disciplining for passive leadership, as reported for the US by Kaplan and
Reishus (1990) and Gilson (1990). Separating the role of CEO and of non-
executive chairman is also supposed to strengthen the boardÕs monitoring
ability since a non-executive chairman could ensure more independence from
management. 3 Consequently, we expect both a high proportion of non-exec-
utive directors and the separation of the functions of CEO and chairman to be
positively correlated with turnover (Hypothesis 2).

3 Such recommendations have been formulated in the US Bacon report (1993), the UK Cadbury

Committee report (1992), the French Vi�enot report (1995), the Dutch Peeters Commission report

(1997), the Belgian corporate governance guidelines by the Stock Exchange Commission, the

Association of Employers and the Commission for Banking and Finance (all in 1998).
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2.3. Ownership concentration, the costs of free riding on control and superior
monitoring abilities

Monitoring management may be prohibitively expensive for small share-
holders as a monitor pays all the costs related to his control e�orts but only
bene®ts in proportion to his shareholding (Grossman and Hart, 1980, 1988;
Demsetz, 1983). In contrast, the costs of shirking are shared by all the share-
holders. Therefore, monitoring will only be cost e�ective if a single party be-
comes large enough to internalise the costs of corporate control (Hypothesis
3a).

The incentives to monitor and correct managerial failure depend not only
on the concentration of ownership, but also on its nature (category of
shareholder). Speci®c classes of owners may value control di�erently as the
source of the control premium is the additional compensation and perquisites
the controlling security holders can accord themselves (Jensen and Meckling,
1976). Barclay and Holderness (1989) argue: ``In absence of private gains,
blocks of shares ought to be sold at a discount due to the greater risk exposure
and due to the monitoring costs. However, blocks are usually sold at a pre-
mium which suggests the presence of private gains''. That di�erent classes of
owner have di�erent abilities to extract control rents is empirically supported
for the US by Demsetz and Lehn (1985), Barclay and Holderness (1991) and
Holderness and Sheehan (1988). Holding companies are prevalent in Belgium
and their private bene®ts and reasons for control accumulation are manifold:
capturing tax reductions by facilitating intercompany transfers, reducing
transaction costs by o�ering economies of scale or by supplying internal
sources of funds (Banerjee et al., 1997). Likewise, corporate shareholders may
hold substantial share stakes in a target that may be a supplier or customer, in
order to in¯uence and/or capitalise on the targetÕs strategic decisions. In
contrast, there is little or no systematic evidence of monitoring actions by
institutions (investment funds, banks, insurance companies¼). In Belgium,
many institutions are a�liated with ®nancial institutions and are legally
obliged to avoid con¯icts of interest (Renneboog, 1997). No such impediments
hinder monitoring by holding companies, industrial and commercial compa-
nies, individual investors or families. We therefore expect a positive relation
between turnover and ownership concentration held by holding companies,
industrial and commercial ®rms, individuals and families and no relation
between turnover and institutional shareholder share concentration (Hy-
pothesis 3b).

2.4. Ultimate ownership and dilution of control

Ownership structures are frequently complex and pyramidal, and are
constructed for reasons of control leverage (Wymeersch, 1994). Therefore,
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decisions about disciplining management may not be taken by direct investors
but rather by the ultimate shareholders 4 who control these direct share-
holders directly or through multiple tiers of ownership. Monitoring is not
performed by intermediate holding companies which are investment vehicles
of controlling industrial companies or individuals and families, but by these
industrial companies and families themselves (Hypothesis 4). Hence, the re-
lation between turnover and direct ownership (voting rights) by category of
owner is expected to be less statistically signi®cant than the one between
turnover and ownership concentration whereby the direct equity stakes
(voting rights) are reclassi®ed based on the shareholder category of the ulti-
mate owner.

2.5. The disciplining role of the market for share stakes

Burkart et al. (1997) argue that the degree of voting right concentration acts
as a commitment device to delegate a certain degree of authority from share-
holders to management. They show that the use of equity implements state-
contingent control: in states of the world with decreasing corporate pro®t-
ability, close monitoring resulting from strong ownership concentration is
desirable. In other states of the world, it may not be optimal to have close
monitoring as this may reduce managerial discretion and hence management's
e�ort (also in Bolton et al., 1998). Hence, when performance is poor, a partial
corporate control market may arise, consisting of large (controlling) blocks.
Furthermore, poor performance may re¯ect not simply poor management but
also ine�ective monitoring and control. If this is the case, poor performance
may lead low quality monitors to sell their stakes and new (controlling)
shareholders could improve future corporate performance by substituting in-
cumbent management (Hypothesis 5). Shleifer and Vishny (1986) show that
once a block of shares is assembled, the position is unlikely to be dissipated. It
is in the large shareholder's interest to wait until someone who values control
expresses interest in this block because if the block is broken up and sold on the
open market, part of the ®rm's value arising from the possibility of value-in-
creasing monitoring is lost.

4 An investor is considered to be the `ultimate or reference shareholder' in an ownership±control

chain if control is maintained through multiple tiers of ownership. Interlocking ownership via a

holding company or through a more elaborate stock pyramid enables a given investor to own

di�erent quantities of voting and cash ¯ow rights. For instance, 50.1% of ownership (and voting

rights) held by the ultimate shareholder in an intermediary holding company which, in turn, owns

50.1% of an operating subsidiary could guarantee majority control on the subsidiary's board with

only a 25.1% interest in its common stock cash ¯ow.
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2.6. Leverage as a bonding device

Creditor intervention may be expected when the probability of defaulting
on debt covenants increases or when the company needs to be re®nanced.
The choice of gearing can be considered as a bonding mechanism for
management (e.g. in Aghion and Bolton, 1992; Berkovitch et al., 1997)
such that high turnover is positively related to high gearing (Hypothesis 6).
Dennis and Dennis (1993) infer creditor monitoring from the fact that high
leverage combined with managerial ownership improves shareholder re-
turns.

2.7. Post-disciplining corporate performance

For internal and external control mechanisms to be e�ective, the replace-
ment of underperforming top management should be followed by performance
improvements (Dennis and Dennis, 1995) (Hypothesis 7). However, it is un-
clear which performance variables are expected to improve. As anticipations
about future performance of a new management team will be re¯ected in share
price returns at the latest at the announcement of the replacement, abnormal
returns over periods subsequent to the announcement e�ect are not expected
to be signi®cantly positive. Furthermore, Murphy and Zimmerman (1993)
conclude that `earnings management' 5 is more likely to occur if the outgoing
CEO is terminated following poor performance since it is more credible for the
new CEO to blame the previous CEO for past mistakes. Moreover, by con-
stantly overstating losses attributable to predecessors, management improves
accounting expectations about the future and lowers the benchmark against
which its own accounting performance will be measured (Elliott and Shaw,
1988). Hence, performance improvements are not expected in the year of
management substitution but potentially only in later time periods. A com-
peting hypothesis states that if performance leading to management replace-
ment is poor, the success of managerial disciplining may not just be inferred
from performance improvements but rather from the avoidance of bank-
ruptcy.

5 Following management changes, asset write-o�s (Strong and Meyer, 1987), changes to income

reducing accounting methods (Moore, 1973) or income reducing accounting accruals (Pourciau,

1993) frequently occur.
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3. Data and methodology

3.1. Data sources

3.1.1. Sample description
The sample consists of all Belgian companies listed on the Brussels Stock

Exchange during the period 1989±1994. In 1989 and 1994, respectively, 186 and
165 companies were listed. 6 Bankrupt companies and IPOs over the period
1989±94 were included until the year of bankruptcy and from the year of
¯oatation. 7 About 40% of the Belgian listed companies are holding companies
with multi-industry investments, 13 percent are in the ®nancial sector (banking,
insurance and real estate) and 47% are industrial or commercial companies.

3.1.2. Ownership data
Data on the ownership structure over the period 1989±1994 were collected

from the Documentation and Statistics Department of the Brussels Stock
Exchange. Ownership data are only available since 1989, following the intro-
duction of the Ownership Disclosure Legislation (of 2 March 1989). To capture
a company's ownership position at the end of its ®scal year and the yearly
changes in shareholdings, about 5000 hardcopy Noti®cations of Ownership
Change from 1989 till 1994 were consulted. With this information about major
direct shareholdings and about indirect control which is complemented with
details from annual reports, the multi-layered (pyramidal) ownership struc-
tures were reconstructed for each company over the period 1989±1994. As
di�erent classes of shareholders may have di�erent information, monitoring
competencies and incentives, all shareholders with stakes of 5 percent or more
are categorised into 8 classes: (i) holding companies, (ii) banks, (iii) investment
companies (pension funds, investment funds), (iv) insurance companies, (v)
industrial and commercial companies, (vi) families and individual investors,
(vii) federal or regional authorities, (viii) realty investment companies. The
yearbooks of Trends 20,000, which comprise industry sector classi®cation and
®nancial data for most listed and non-listed Belgian companies, were used to
classify all Belgian investors into ownership categories. Foreign investors were
classi®ed with information from Kompass.

6 The sample size was reduced by 9 companies in 1989 and by 10 in 1994 as these listed ®rms, all

in coal mining and steel production, were involved in a long liquidation process but were still listed.
7 The results do not change when we exclude from the sample recent IPOs or companies that

went bankrupt. Sector codes, dates of introduction and of delisting are provided by the

Documentation and Statistics Department of the Brussels Stock Exchange. Companies disappear-

ing as a separate entity following absorption by another company as a result of a merger are

included until the year prior to the merger.
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3.1.3. Share price and accounting data
Monthly (from 1980) and weekly (from 1986) share price returns, corrected

for stock splits and dividend pay-outs, and a value-weighted index of all
companies listed on the Brussels Stock Exchange were provided by the Gene-
rale Bank. Accounting data (total assets, equity, operating income, earnings
after tax, dividends per share, debt±equity structure) were collected from an-
nual reports and from the database of Central Depository of Balance Sheets at
the National Bank of Belgium.

3.1.4. Data on the board of directors and the management committee
The database of the National Bank of Belgium also contains data on the

board of directors. Turnover data were compiled and reasons for directors to
leave the company were collected from the notes in the annual reports. Natural
turnover due to retirement, death or illness is usually reported and is used to
correct the turnover data. Other reasons for turnover are rarely mentioned in
either the annual reports or the ®nancial press. When no grounds or non-in-
formative reasons 8 were given for turnover, forced turnover due to disci-
plining actions or due to company policy disputes was assumed. Data on size
and turnover of the management committee were gathered from the annual
reports. When the annual report did not explicitly mention the existence of a
management committee, the yearbooks Memento der E�ecten and the Jaarboek
der Bestuurders (Yearbook of Directors) were consulted to determine whether
or not directors had executive functions. If the annual reports or other public
sources did not reveal the data needed, companies were contacted by fax and
phone to supplement lacking data.

3.2. Methodology

A panel of data is formed for the six year period 1989±94 with each ®rm-
year representing a separate observation. The relation between board re-
structuring, performance, ownership, leverage, board structure is examined in
the following model:

8 Warner et al. (1988) and Weisbach (1988) also mention that reasons for turnover are often

lacking. Weisbach also only excludes retirements if they are age related (63 years or older) which

eliminates most of the non-linearity in the turnover±age relationship: ``...companies do not

announce the true reason behind their CEOs' resignations. Therefore, I ignore the stated reasons

for resignation in constructing my sample. I do, however, eliminate the resignations for which I am

able to corroborate the cause independently. Changes in CEOs caused by death and preceding a

takeover are excluded because theses `resignations' are totally veri®able.'' (p. 438). This bias is also

mentioned by, among others, Dennis and Dennis (1995) and Hermalin and Weisbach (1991). Non-

informative reasons found for leaving the company are of the kind: ``pursuing other interests'',

``spending more time with the family'' or ``retirements'' at an age of 62 or below.
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X8
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di;l CONCi;l;tÿ1 PERFi;l;tÿ1
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�
X8
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X8

l�1

di;l INCCONCi;l;tÿ1 PERFi;l;tÿ1

Market in share stakes and interaction

�
X2

m�1

/im;l DEBTi;m;tÿ1 �
X2

m�1

gi;l DEBTi;m;tÿ1 PERFi;m;tÿ1

Debt policy and interaction

�
X2

n�1

ui;n;l BOARDi;n;t �
X2

n�1

ki;l BOARDi;n;t PERFi;n;tÿ1

Board composition and interaction

� log�SIZEi;t� �
X15

p�1

si;p industry�
X5

q�1

si;q year� ei;t

Size; industry and time dummies

i � company, t � year, l � classes of owner, m � number of debt policy
variables, n � number of board composition variables.

RESTRUC � Board restructuring, measured by (1) executive board turn-
over, (2) CEO or executive chairman turnover, (3) management committee
turnover.

PERF � performance variable measured by lagged (1) market adjusted
returns, (2) changes in earnings after tax, (3) earnings losses, (4) ROE, (5)
ROE ) industry median ROE (with earnings after tax), (6) ROA, (7) ROA )
industry median ROA (with earnings from operations before interest and
taxes), (8) changes in dividends, (9) changes in ROE, (10) changes in ROE )
industry median of ROE changes, (11) changes in cash ¯ow on equity, (12)
changes in cash ¯ow on equity ) industry median of changes, (13) changes in
cash ¯ow margin, (14) changes in cash ¯ow margin equity ) industry median
of changes.

CONC� ownership concentration (%) by class of owner: (i) holding com-
panies, (ii) banks, (iii) investment companies (pension funds, investment
funds), (iv) insurance companies, (v) industrial and commercial companies, (vi)
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families and individual investors, (vii) federal or regional authorities, (viii)
realty investment companies. Both the percentages of ownership by category of
owner and the percentage held by the largest shareholder are included (in
separate regressions). Both direct shareholdings by category of owner are in-
cluded as are the direct shareholdings reclassi®ed into the categories of owner
based on the category of the ultimate (reference) shareholder (in separate re-
gressions). Her®ndahl indices of the largest 3 shareholders by category of
owner are also used as concentration measures.

INCCONC� purchases of share stakes (in %) by category of owner. Both
direct shareholdings and reclassi®ed ones based on ultimate shareholder are
included, see CONC.

DEBT � debt policy and debt structure variables: debt/equity ratio, current
ratio, quick ratio, interest coverage (EBIT/interest expenses). In each model,
gearing was only included along with one of the other variables in order to
avoid multicollinearity.

BOARD � board composition (% of non-executive directors), separation of
the functions of CEO and chairman (1� no separation), board size, tenure of
CEO.

SIZE � logarithm of total assets or of total employees:

Logit models are used if the dependent variable is a dummy (in the case of
CEO turnover). For executive director and management committee turnover,
GLS models and OLS models with a logarithmic transformation of the de-
pendent variable are used and the estimation is conducted with heterosce-
dasticity consistent covariance matrix estimator (White, 1980). Tobit models
are also used to address that fact that the dependent variable (executive and
committee turnover) is censored. Industry and time e�ects are accounted for
by including industry and time dummies, respectively. Corporate board size
and ®rm size are included as control variables. 9 The relations are also tested
including corporate dummies and taking innovations to remove ®rm-speci®c
e�ects. In order to address the endogeneity problems lagged data for own-
ership, performance and debt policy were utilised in the models. Over- or
underperformance in relation to industry peers was measured by correcting
performance variables for the median industry performance. In Section 5,
Tobit models are shown, but tables with other estimation methods are
available and the robustness of the results across estimation techniques is
discussed.

9 Including board size controls for the fact that di�erent governance mechanisms may prevail in

large versus small companies. Large companies may have a larger internal managerial labour

market and have better access to an external managerial labour market.
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4. Ownership structure and control of Belgian listed companies: Stylised facts

4.1. Ownership concentration

In a nutshell, the characteristics of Belgian corporate ownership can be
summarised as follows: (i) few±only 165±Belgian companies are listed, (ii) there
is a high degree of ownership concentration, (iii) holding companies and
families, and to a lesser extent industrial companies, are the main investor
categories, (iv) control is levered by pyramidal and complex ownership struc-
tures and (v) there is a market for share stakes. Properties (i) to (iv) imply that
Belgium can be portrayed as a Continental European blockholder system
rather than a market based system (Bratton and McCahery, 1999). However,
typical for Belgium is the importance of holding companies which are often
part of pyramidal ownership chains and are used to lever control (Renneboog,
1997; Daems, 1998).

The sum of the share stakes held by large shareholders (owning at least 5%
of outstanding shares) amounts to, on average, more than 65%. The largest
direct shareholder controls 43% in the average listed company. The three most
important direct investor classes are holding companies, industrial and com-
mercial companies, and families and individual investors. They own, respec-
tively, 33%, 15% and 4% of the voting rights. However, taking into account
ownership cascades to reclassify the direct share stakes according to the
shareholder category of the ultimate owner 10 reveals that holding companies
control directly and indirectly an average of 26.7% of direct voting rights in
listed Belgian companies whereas the category of industrial and commercial
companies controls an average stake of 11%. Individual and family investors
do not generally hold shares directly in Belgian companies, but use interme-
diate companies 11 as investment vehicles with which they control an average
shareholding of 16%.

Table 1 illustrates the high level of ownership concentration and gives the
percentage of Belgian listed companies with voting rights concentration of at
least a blocking minority (25%), an absolute majority and a supermajority
(75% and more). Panel A reveals that a voting rights majority exists in more
than half (56%) of the listed companies. In 18% of the Belgian companies, a
supermajority gives absolute control to one shareholder(group) since blocking
minorities cannot be formed. Shareholdings of 25% or more are present in 85%

10 We de®ne a control relation between an ultimate shareholder and a target company if (i) there

is a series of uninterrupted majority shareholdings on every ownership tier throughout the pyramid

or (ii) if there is a large shareholding of at least 25% on every ownership level in the absence of other

shareholders with stakes of blocking minority size or larger.
11 Often, Luxembourgian intermediate investment companies are used.
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of all companies. The concentrated ownership pattern is similar in the subs-
amples of listed holdings companies, ®nancial and institutional companies, and
industrial and commercial corporations.

4.2. Ownership cascades and the violation of one share-one vote rule

Table 2 shows that the ultimate ownership tier averages 2.2 (where direct
share stakes are level 1-shareholdings). Ownership cascades are usually used to
dilute the one-share-one-vote rule: a chain with intermediate holdings of e.g.
50% allows de facto majority control with limited cash ¯ow rights. As a proxy
for control leverage via ownership cascades, the ratio of the direct largest
shareholding and its levered shareholding (the multiplication of the share-
holdings on consecutive ownership tiers) is used. For instance, company A,
whose shares are widely held, owns 40% of company B which, in turn, owns
40% of company C. In this example, the ultimate shareholder level is 2, the
direct largest shareholding (of B in C) is 40%, the ultimate shareholding
amounts to 16% (40% ´ 40%), and the leverage factor (largest direct share-

Table 2

Largest direct and ultimate (direct and indirect) levered shareholdings, and the control leverage

factora

1989 1990 1991 1992 1993 1994

Sample size 160 156 156 156 156 158

Ultimate ownership level 2.2 2.2 2.1 2.1 2.0 2.0

(1.364) (1.290) (1.188) (1.159) (1.098) (1.020)

Direct largest shareholding 55.1 56.4 57.2 57.8 56.3 55.6

(19.737) (19.509) (19.923) (20.632) (20.341) (19.987)

Levered shareholding 38.0 38.5 40.3 41.7 42.0 39.4

(22.524) (22.906) (23.988) (24.600) (23.657) (21.4540

Control leverage factor 3.6 3.6 3.0 2.9 2.8 2.7

(direct/levered shareholding) (8.391) (8.650) (6.756) (6.710) (6.432) (6.356)

a This table presents the ultimate ownership level, de®ned as the highest level of ownership in an

uninterrupted control chain (direct shareholdings are level 1). Ultimate control is control based on

(i) a majority control (minimal 50% of the voting rights) on every ownership tier of the ownership

pyramid or (ii) shareholdings of at least 25% on every tier in the absence of other shareholders

holding stakes of 25% or more. A chain of fully owned subsidiaries are considered as one single

shareholder. The direct largest shareholding is the average direct largest share stake of at least 25%.

The levered shareholding is calculated by multiplying the share stakes of subsequent ownership

tiers. The control leverage factor is the ratio of the direct shareholding divided by the ultimate

levered shareholding. For instance, company A, whose shares are widely held, owns 40% of

company B which, in turn, owns 40% of company C. The ultimate shareholder level is 2, the direct

largest shareholding (of B in C) is 40%, the ultimate shareholding is 16% (40% ´ 40%), and the

leverage factor is 2.5 (40/16). There was no direct shareholding of at least 25% in 17 sample

companies, which were not included in this table. Standard deviation in parentheses.

Source: Own calculations based on data from the BDPart database and the Noti®cations of

Ownership.
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holding/levered share stake) is 2.5 (40/16). For our sample companies, the
average largest direct share stake amounts to about 55%, whereas the levered
shareholding is 39%. The smaller the shareholdings with which control is
maintained through intermediate levels and the larger the number of inter-
mediate ownership tiers, the higher the control leverage factor or the more
considerable the violation of the one-share-one-vote rule. Table 2 discloses that
since 1989 the control leverage factor decreased from 3.6 to 2.7. Since the
average ultimate ownership level and the ultimate levered shareholding do not
change signi®cantly over this time, the decline of the control leverage factor
indicates that control on intermediate levels has become more concentrated.

4.3. The market for corporate control

Although a market for corporate control (commonly de®ned as a (hostile)
take over market) is usually associated with the US and the UK, Table 3 shows
that a partial control market or a market in substantial share blocks exists in
Belgium. In more than 22% of the listed companies, substantial changes (of
more than 5%) in ownership concentration take place and in 7.6% of ®rms
blocking minorities are sold. Twenty-eight majority stakes changed hands. 12

These ®ndings suggest that this market for share stakes is not insigni®cant.
Table 3 also discloses that the holding companies are the main sellers and
purchasers of share stakes. Institutional investors, mainly banks and insurance
companies, acquire 49 shareholdings of more than 5% and sell 43 stakes of
similar size. Families and individuals sell 17 stakes of blocking minority size
and more, while 10 such stakes are purchased. Most of the exchanges of the
largest blocks of shares are negotiated deals and take place ex exchange. 13

4.4. Capital structure

Belgian listed companies are relying to a large extent on short term debt:
long term debt on equity amounts to 28% whereas short term debt (including
trade credit) on equity is 53%. Holding companies carry more long term debt
(39% on equity) than industrial and commercial ®rms (with only 12%). Aver-
age current ratios are 4.1 for industrial companies and 5.4 for holding com-
panies.

12 These changes exclude shareholding restructuring within investor groups, as these changes do

not have any impact on control.
13 We ®nd a negative correlation (signi®cant at the 1% level) between past corporate performance

and increases in ownership; the lower the performance, the larger the increases in ownership. Note

that all increases, regardless of their size, are taken into consideration because some shareholders

only need a small increase in the percentage of their voting rights to reach a blocking minority or a

majority.
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5. Results

Belgian companies have a one-tier board system with average board size
amounting to 10 directors for the period 1989±1994 and with a median of 9.
Yearly, between 9% and 12% of the directors leave the board. Annual turnover
among executive directors in this period is high: between 27% and 41%,
whereas only about 7% of the non-executive directors is replaced. The yearly
replacement of the CEO (called ÔdelegatedÕ or managing director) amounts to
18%. A third measure of top management restructuring consists of replacement
in the management committee. Although such a management committee is no
legal requirement, 65% of the companies mention in their annual reports such
committees, which count on average 3.6 members (median of 4). The executive

Table 3

The market in share stakes over the period 1989±1994a

1989±1994 Number of increases and decreases stakes

[1±5%] [5±10%] [10±25%] [25±50%] [50±100%] Total

Panel A: Purchases for all sample companies

Purchases: all

shareholders

113 103 66 40 21 343

Purchases: holding

companies

50 51 26 22 4 153

Purchases: institu-

tional investors

39 25 13 5 6 88

Purchases: industr.

and commerc. co's

10 14 13 7 7 51

Purchases: families

and individuals

14 13 14 6 4 51

Panel B: Sales for all sample companies

Sales: all shareholders 119 78 81 45 33 356

Sales: holding

companies

40 47 46 17 20 170

Sales: institutional

investors

49 13 15 12 3 92

Sales: industr. and

commerc. Co's

5 4 7 3 6 25

Sales: families and

individuals

25 14 13 13 4 69

a This table gives the size distribution of purchases and sales of large shareholdings by category of

owner over the period 1989±1994. All changes are given excluding changes in government stakes

and real estate as these categories are minor. Purchases and sales are calculated by comparing the

share stakes of a shareholder category of a ®scal year to the shareholdings of previous year. In-

stitutional investors consists of banks, investment and pension funds and insurance companies.

Total number of ®rm-years over the period is 1024.

Source: Own calculations based on BDPart and Ownership Noti®cations.
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directors are always members of this committee and have an average of 2.4
members (median of 2). Annual turnover of the management committee totals
17%. Although managerial turnover is corrected for natural turnover related to
retirement age, death or illness of directors, the turnover data may still contain
some non-con¯ictual turnover since corporations do not generally release in-
formation regarding management replacement or do so in euphemistic terms.

5.1. Board restructuring in industrial and commercial companies

5.1.1. Executive board turnover

5.1.1.1. Corporate performance and disciplining of management. A ®rst
question is whether or not turnover, corrected for natural turnover, is related
to poor corporate performance and results from disciplinary actions. We also
investigate when such corporate governance actions are undertaken and
whether disciplining takes place at an early stage, i.e. rapidly after earnings,
cash ¯ows or share price declines or, rather late when the company is no longer
able to generate pro®ts or has to cut dividends? Including lagged performance
up to three years prior to turnover allows us to investigate the reaction time of
board restructuring. 14 Warner et al. (1988) and Coughlan and Schmidt (1985)
report that US boards react quickly to poor performance in their decision to
replace management because share performance lagged up to two calendar
years helps predict current-calendar-year management changes. Share price
performance may underestimate the true relation between performance and
executive turnover given that share prices re¯ect current pro®tability as well as
expected future opportunities including the potential performance improve-
ments under new management (Weisbach, 1988). As accounting earnings
depend on discretionary managerial accounting choices, we use a combination
of accounting, dividend, cash ¯ow measures and market adjusted share returns
as performance benchmarks in the Tobit models of Tables 4 and 5. Operating
earnings before interest and taxes (standardised by total assets) are used as they
are not sensitive to ®nancing policy, tax regime, windfall pro®ts or extra-or-
dinary losses. The use of operating income rather than net earnings after tax
reduces the impact of the described `earnings management' (Dennis and
Dennis, 1994). ROE is taken after interest, extraordinary results and taxes. The

14 If the ®scal year end is e.g. March 1994, the data of this ®scal year are included in the

regressions as 1993 as most of the ®scal year is in 1993. If the ®scal year end is 30 June 1994 or later

in 1994, the data of the year are included in the regressions as 1994. The yearly market adjusted

returns are calculated such that they coincide with the ®scal years of the corporations. Only lagged

performance variables are included because a performance variable of the year coinciding with the

year of turnover may be a (partial) lead variable especially if the turnover takes place early in the

®scal year.

L. Renneboog / Journal of Banking & Finance 24 (2000) 1959±1995 1977



T
a

b
le

4

T
o

b
it

m
o

d
el

o
f

th
e

d
et

er
m

in
a

n
ts

o
f

ex
ec

u
ti

v
e

b
o

a
rd

re
st

ru
ct

u
ri

n
g

in
li

st
ed

in
d

u
st

ri
a

l
a

n
d

co
m

m
er

ci
a

l
co

m
p

a
n

ie
sa

P
er

fo
rm

a
n

ce
�

M
a

rk
et

a
d

j.
re

tu
rn

(%
)

O
p

er
a
ti

n
g

ea
rn

in
g

s

lo
ss

es
(±

1
�

y
es

)

D
iv

id
en

d
cu

ts

(±
1
�

y
es

)

R
O

E
-i

n
d

u
s.

m
ed

ia
n

(%
)

D
in

R
O

E
±
D

in

in
d

u
st

ry
m

ed
ia

n

C
a

sh
¯

o
w

o
n

eq
.

±

in
d

u
st

ry
m

ed
ia

n
(%

)

D
in

C
F

/E
q

±
D

in

in
d

u
st

ry
m

ed
ia

n

P
a

r.
E

st
im

P
(C

h
i)

P
a

r.
E

st
im

P
(C

h
i)

P
a

r.
E

st
im

P
(C

h
i)

P
a

r.
E

st
im

P
(C

h
i)

P
a

r.
E

st
im

P
(C

h
i)

P
a

r.
E

st
im

P
(C

h
i)

P
a
r.

E
st

im
P

(C
h

i)

1
In

te
rc

ep
t

)
1

.5
9

0
5

7
*

0
.0

9
)

1
.2

7
2

7
7

*
*

0
.0

4
)

2
.5

9
7

1
5

*
*

0
.0

3
)

5
.2

6
0

8
4

*
*

*
0

.0
0

)
2

.2
4

6
0

4
*

*
0

.0
2

)
2

.3
5

0
7

5
*

*
0

.0
1

)
4

.4
0

5
0

7
*

*
*

0
.0

0

2
P

er
f.

t)
1

)
0

.7
8

4
0

1
*

*
*

0
.0

0
)

0
.3

1
8

8
7

*
0

.0
9

)
0

.2
9

7
6

9
*

*
0

.0
5

)
0

.0
0

4
7

0
0

.2
3

)
0

.0
5

7
0

0
*

0
.0

9
)

0
.0

1
3

8
3

0
.6

1
)

0
.0

8
4

0
7

*
0

.1
0

3
P

er
f.

t)
2

)
0

.3
5

7
4

2
*

0
.0

8
)

0
.0

9
7

0
6

*
0

.0
8

0
.0

0
1

3
6

0
.7

0

4
P

er
f.

t)
3

)
0

.5
6

1
0

0
*

0
.0

7

S
h
a
re

st
a
k

e
h
el

d
b
y

th
e

la
rg

es
t

sh
a

re
h

o
ld

er
b

y
ca

te
g
o

ry
o

f
o

w
n

er
a

t
t)

1
:

5
H

o
ld

.
co

's
0

.0
0

3
4

6
0

.6
0

)
0

.0
1

2
7

1
*

*
*

0
.0

0
0

.0
0

4
5

7
0

.5
1

0
.0

1
3

3
0

0
.0

7
0

.0
0

1
8

0
0

.7
5

0
.0

0
1

2
3

0
.8

5
0

.0
0

6
6

8
0

.1
1

6
In

st
it

u
ti

o
n

s
0

.0
0

5
4

9
0

.4
4

)
0

.0
1

7
5

3
*

*
*

0
.0

0
0

.0
0

2
4

6
0

.7
2

0
.0

0
0

0
6

0
.9

9
0

.0
0

5
9

0
*

0
.0

9
)

0
.0

0
1

4
3

0
.8

5
0

.0
0

3
4

4
*

0
.1

0

7
In

d
u

s.
co

's
0

.0
2

2
1

2
*

0
.0

6
0

.0
0

3
4

7
0

.2
6

0
.0

1
1

0
0

*
*

0
.0

2
0

.0
1

1
6

4
*

*
0

.0
1

0
.0

1
0

8
7

*
*

*
0

.0
0

0
.0

0
9

8
7

*
*

0
.0

4
0

.0
2

0
4

6
*

*
*

0
.0

0

8
F

a
m

/I
n

d
.

0
.0

2
2

9
7

*
0

.0
8

0
.0

1
1

9
2

*
0

.0
9

0
.0

2
7

0
6

0
.1

7
0

.0
1

4
5

6
*

0
.0

7
0

.0
1

4
9

1
*

*
0

.0
2

0
.0

0
0

8
7

0
.9

0
0

.0
1

1
6

9
*

*
0

.0
3

In
te

ra
ct

io
n

b
et

w
ee

n
sh

a
re

st
a

k
e

h
el

d
b

y
th

e
la

rg
es

t
sh

a
re

h
o

ld
er

b
y

ca
te

g
o

ry
o

f
o

w
n

er
a

t
t)

1
a

n
d

p
er

fo
rm

a
n

ce
a

t
t)

1
:

9
H

o
ld

.
co

's
0

.0
5

2
3

2
0

.1
1

0
.0

0
0

0
1

0
.7

7
0

.0
0

0
1

6
0

.3
7

)
0

.0
0

0
1

5
0

.6
8

0
.0

0
0

1
9

0
.6

6
)

0
.0

0
0

0
7

0
.8

5
0

.0
0

0
3

7
0

.1
1

1
0

In
st

it
u

ti
o

n
s

)
0

.0
0

6
9

6
0

.8
1

0
.0

0
0

1
6

*
*

*
0

.0
0

0
.0

0
0

0
0

0
.9

8
)

0
.0

0
0

9
7

0
.1

6
0

.0
0

0
5

8
0

.5
0

0
.0

0
0

1
1

0
.6

4
)

0
.0

0
0

1
8

0
.3

5

1
1

In
d

u
s.

co
's

)
0

.0
6

1
4

8
*

*
0

.0
5

)
0

.0
0

0
0

2
0

.3
2

)
0

.0
0

0
0

7
0

.4
4

)
0

.0
0

0
4

2
*

0
.0

8
0

.0
0

0
3

7
0

.2
1

)
0

.0
0

0
3

4
0

.1
5

0
.0

0
0

3
5

*
0

.1
0

1
2

F
a

m
/I

n
d

.
0

.1
1

5
0

5
*

*
0

.0
3

)
0

.0
0

0
0

7
0

.3
1

)
0

.0
0

0
6

6
*

0
.1

0
0

.0
0

0
6

1
0

.3
6

0
.0

0
1

0
0

*
0

.0
6

)
0

.0
0

0
4

7
0

.3
2

)
0

.0
0

0
4

3
0

.4
3

In
cr

ea
se

s
in

o
w

n
er

sh
ip

co
n

ce
n

tr
a

ti
o

n
b

y
ca

te
g

o
ry

o
f

o
w

n
er

w
it

h
in

(t
)

1
,t

):

1
3

H
o

ld
.

co
's

0
.0

1
5

2
1

0
.2

8
)

0
.0

0
2

5
9

0
.6

3
)

0
.0

0
2

2
4

0
.7

6
0

.0
0

9
7

1
0

.1
8

0
.0

2
2

8
4

*
*

0
.0

1
0

.0
0

8
6

3
0

.1
7

0
.0

1
8

6
9

*
*

*
0

.0
0

1
4

In
st

it
u

ti
o

n
s

1
.6

1
1

4
9

0
.2

3
0

.0
1

7
1

4
0

.8
2

0
.0

2
2

6
2

*
*

0
.0

3
)

0
.0

2
4

4
0

0
.7

7
)

0
.0

3
0

3
2

0
.7

3
)

0
.0

5
2

9
5

0
.6

5
0

.0
3

4
6

4
0

.5
9

1
5

In
d

u
s.

co
's

0
.0

5
4

9
6

*
0

.0
6

0
.0

2
2

9
6

*
*

0
.0

2
0

.0
4

0
3

2
*

*
*

0
.0

0
0

.0
2

0
1

4
*

*
0

.0
2

0
.0

1
2

6
7

*
*

0
.0

4
0

.0
1

5
7

3
*

*
0

.0
1

0
.0

1
0

0
7

*
*

*
0

.0
0

1
6

F
a

m
/I

n
d

.
0

.0
4

5
2

1
*

*
0

.0
4

)
0

.0
3

3
4

2
0

.3
1

0
.0

0
6

4
8

0
.5

6
0

.0
1

8
7

7
0

.3
0

0
.0

0
9

6
8

0
.7

7
)

0
.0

5
7

4
1

0
.2

6
)

0
.0

0
3

6
7

0
.9

2

In
te

ra
ct

io
n

b
et

w
ee

n
in

cr
ea

se
s

in
o

w
n

er
sh

ip
co

n
ce

n
tr

a
ti

o
n

b
y

ca
te

g
o

ry
o

f
o

w
n

er
w

it
h

in
(t
)

1
,t

)
a

n
d

p
er

fo
rm

a
n

ce
a

t
t)

1
:

1
7

H
o

ld
.

co
's

0
.0

7
1

1
8

0
.1

1
)

0
.0

0
0

0
7

0
.1

6
)

0
.0

0
0

5
6

0
.1

5
)

0
.0

0
1

2
3

0
.2

2
)

0
.0

0
1

8
1

*
*

0
.0

3
)

0
.0

0
0

9
8

*
0

.0
7

0
.0

0
0

5
9

*
0

.0
8

1
8

In
st

it
u

ti
o

n
s

1
5

.9
0

5
8

6
0

.2
3

)
0

.0
0

0
0

2
0

.9
8

)
0

.0
3

8
8

6
0

.3
5

0
.0

0
0

5
4

0
.5

5
)

0
.0

0
0

8
8

0
.4

1
0

.0
0

0
6

7
0

.3
8

)
0

.0
0

0
6

3
0

.2
3

1
9

In
d

u
s.

co
's

)
0

.1
5

2
3

8
*

*
0

.0
2

)
0

.0
0

0
2

4
*

*
0

.0
1

)
0

.0
0

0
7

1
*

*
*

0
.0

0
)

0
.0

0
0

8
6

*
*

0
.0

3
)

0
.0

0
1

4
8

*
*

0
.0

1
)

0
.0

0
0

9
3

*
0

.0
9

)
0

.0
0

1
4

4
*

*
*

0
.0

0

2
0

F
a

m
/I

n
d

.
)

0
.1

3
7

0
7

*
*

0
.0

1
)

0
.0

0
0

1
9

*
0

.0
8

0
.0

4
4

0
1

0
.4

3
)

0
.0

0
0

7
5

0
.3

5
)

0
.0

0
0

2
3

0
.8

0
)

0
.0

0
6

4
0

*
0

.1
0

0
.0

0
3

3
6

0
.3

3

2
1

D
/E

t)
1

0
.0

0
8

9
0

*
*

0
.0

4
0

.0
1

4
0

1
*

*
*

0
.0

0
0

.0
0

6
8

1
*

*
0

.0
3

0
.0

2
2

3
1

*
*

*
0

.0
0

0
.0

0
5

3
3

0
.2

4
0

.0
1

1
1

8
*

*
0

.0
1

0
.0

2
2

1
2

*
*

*
0

.0
0

2
2

In
tc

o
v

.
t)

1
)

0
.0

0
0

5
6

*
*

0
.0

1
)

0
.0

0
0

3
4

*
*

0
.0

1
)

0
.0

0
0

1
6

0
.6

0
)

0
.0

0
0

7
4

*
*

*
0

.0
0

)
0

.0
0

0
1

1
0

.5
4

)
0

.0
0

0
1

9
*

0
.0

6
)

0
.0

0
0

9
8

*
*

*
0

.0
0

1978 L. Renneboog / Journal of Banking & Finance 24 (2000) 1959±1995



In
te

ra
ct

io
n

b
et

w
ee

n
d

eb
t

va
ri

a
b

le
s

a
n

d
p

er
fo

rm
a

n
ce

a
t

t)
1

2
3

D
/E

t)
1

)
0

.0
9

3
3

2
*

*
*

0
.0

0
)

0
.0

0
0

5
9

*
0

.0
7

0
.0

0
0

0
2

0
.9

1
)

0
.0

0
0

5
9

*
0

.1
0

)
0

.0
0

1
0

0
*

*
0

.0
2

)
0

.0
0

7
3

5
*

*
0

.0
5

)
0

.0
0

0
6

6
*

0
.0

6

2
4

In
tc

o
v
.

t)
1

0
.0

0
3

5
4

*
*

*
0

.0
0

0
.0

0
0

0
0

0
.3

2
0

.0
0

0
0

0
0

.6
2

0
.0

0
0

0
7

*
0

.0
8

0
.0

0
0

0
4

0
.2

2
0

.0
0

0
0

2
0

.2
3

)
0

.0
0

0
0

1
0

.3
9

2
5

C
h

¹
C

E
O

0
.2

9
6

8
6

*
0

.1
0

0
.1

4
4

9
2

0
.3

4
0

.0
8

9
5

1
0

.6
4

0
.1

8
7

9
5

0
.3

1
0

.1
4

9
5

1
0

.3
8

0
.0

4
7

6
7

0
.8

0
)

0
.1

4
9

5
7

0
.2

0

2
6

%
n

o
n

ex
.

5
.3

1
1

1
5

*
*

*
0

.0
0

3
.8

0
6

3
8

*
*

*
0

.0
0

3
.4

4
5

8
6

*
*

*
0

.0
0

5
.2

0
9

1
3

*
*

*
0

.0
0

3
.8

5
4

8
0

*
*

*
0

.0
0

4
.1

7
4

9
5

*
*

*
0

.0
0

4
.4

6
6

0
4

*
*
*

0
.0

0

In
te

ra
ct

io
n

b
et

w
ee

n
b

o
a

rd
va

ri
a

b
le

s
a

n
d

p
er

fo
rm

a
n

ce
a

t
t)

1

2
7

C
h

¹
C

E
O

)
0

.3
0

0
6

7
0

.1
4

0
.0

0
1

1
8

0
.4

2
)

0
.0

0
4

0
1

0
.5

8
0

.0
2

8
9

9
0

.1
9

)
0

.0
2

1
0

0
0

.1
9

0
.0

1
7

7
9

0
.1

9
)

0
.0

3
2

7
7

*
*
*

0
.0

0

2
8

%
n

o
n

ex
.

4
.6

6
8

6
6

*
*

0
.0

1
0

.0
0

1
3

3
0

.2
8

)
0

.0
0

4
1

4
0

.8
1

0
.0

2
3

4
6

0
.3

8
0

.0
0

2
3

6
0

.8
9

0
.0

4
2

6
4

0
.2

8
0

.0
0

2
6

0
0

.8
2

2
9

N
u

m
.

d
ir

.
0

.0
0

4
5

3
0

.8
7

0
.0

0
0

5
7

0
.6

7
0

.0
0

6
5

0
0

.5
5

0
.0

0
0

4
6

0
.6

1
)

0
.0

0
8

5
1

0
.8

8
0

.0
0

0
3

2
0

.3
0

0
.0

0
1

5
2

0
.6

4

3
0

S
iz

e
(L

o
g

o
f

to
t.

a
ss

et
s)

)
0

.2
1

2
4

6
*

*
*

0
.0

0
)

0
.1

5
8

9
9

*
*

*
0

.0
0

)
0

.0
5

7
3

4
0

.3
5

)
0

.0
4

3
8

4
0

.3
2

)
0

.1
0

3
6

5
*

*
0

.0
1

)
0

.1
1

9
6

7
*

*
*

0
.0

0
)

0
.0

4
8

8
9

*
0

.0
8

Z
er

o
o

r
n

eg
.

re
sp

o
n

se

1
9

5
1

9
2

1
9

7
1

9
7

1
9

7
1

9
7

1
9

7

L
o

g
li

k
el

ih
o

o
d

W
ei

b
u

ll

)
1

6
.7

7
3

)
2

0
.8

7
4

)
2

8
.5

6
7

)
2

7
.9

4
7

)
2

4
.8

5
9

)
2

6
.9

2
4

)
2

6
.9

2
4

a
P

er
f.
�

P
er

fo
rm

a
n

ce
,

H
o

ld
.

co
Õs
�

H
o

ld
in

g
co

Õs
,

In
d

u
s.

co
Õs
�

In
d

u
s.

a
n

d
co

m
m

.
co

Õs
,

F
a

m
/I

n
d

.�
F

a
m

il
ie

s
a

n
d

In
d

iv
id

u
a

ls
,

D
/E
�

D
eb

t/
E

q
u

it
y

,
In

tc
o

v
�

In
te

re
st

co
v

er
a

g
e,

%
n

o
n

-

ex
.�

P
er

ce
n

ta
g
e

n
o

n
-e

x
ec

u
ti

v
e

d
ir

ec
to

rs
,

N
u

m
.

d
ir

.�
T

o
ta

l
n

u
m

b
er

o
f

d
ir

ec
to

rs
.

A
d

u
m

m
y

v
a

ri
a

b
le

eq
u

a
l

to
1

is
in

cl
u

d
ed

if
th

e
fu

n
ct

io
n

s
o

f
C

E
O

a
n

d
ch

a
ir

m
a

n
a

re
co

m
b

in
ed

b
y

o
n

e

p
er

so
n

.

L. Renneboog / Journal of Banking & Finance 24 (2000) 1959±1995 1979



T
a

b
le

5

T
o

b
it

m
o

d
el

o
f

th
e

d
et

er
m

in
a

n
ts

o
f

ex
ec

u
ti

v
e

b
o

a
rd

re
st

ru
ct

u
ri

n
g

in
li

st
ed

h
o

ld
in

g
co

m
p

a
n

ie
sa

P
er

fo
rm

a
n

ce
�

M
a

rk
et

a
d

j.
re

tu
rn

(%
)

O
p

er
a

ti
n

g
ea

rn
.

lo
ss

es
()

1
�

y
es

)

D
iv

id
en

d
cu

ts

()
1
�

y
es

)

R
O

E
±

in
d

u
s.

m
ed

ia
n

(%
)

D
in

R
O

E
±
D

in

in
d

u
st

ry
m

ed
ia

n

C
a

sh
¯

o
w

o
n

eq
.

±

in
d

u
st

ry
m

ed
ia

n
(%

)

D
in

C
F

/E
q

±
D

in

in
d

u
s.

m
ed

ia
n

P
a

r.
E

st
im

P
(C

h
i)

P
a

r.
E

st
i

P
(C

h
i)

P
a

r.
E

st
im

P
(C

h
i)

P
a

r.
E

st
im

P
(C

h
i)

P
a

r.
E

st
im

P
(C

h
i)

P
a

r.
E

st
im

P
(C

h
i)

P
a
r.

E
st

im
P

(C
h

i)

1
In

te
rc

ep
t

)
2

.3
7

2
8

4
*

0
.0

9
)

3
.6

8
6

0
3

0
.1

2
)

0
.3

4
0

7
3

0
.9

7
)

1
.3

6
3

7
5

0
.5

4
)

0
.4

2
5

2
1

0
.8

3
)

1
.5

1
3

7
9

0
.3

1
)

1
.8

5
7

8
7

0
.3

1

2
P

er
f.

t)
1

)
1

.3
0

8
7

0
0

.3
8

)
0

.3
0

0
6

6
*

0
.0

9
)

0
.7

4
1

0
6

*
*

*
0

.0
0

)
0

.0
0

2
2

9
0

.4
8

)
0

.3
0

8
0

3
*

*
0

.0
1

)
0

.1
0

6
4

5
0

.3
2

0
.0

1
2

2
0

0
.2

0

3
P

er
f.

t)
2

)
0

.0
2

4
7

2
0

.7
5

)
0

.1
4

4
9

1
*

0
.1

0
)

0
.2

0
2

3
6

*
0

.0
2

4
P

er
f.

t)
3

)
1

.0
8

5
2

8
*

*
0

.0
1

S
h

a
re

st
a

k
e

h
el

d
b

y
th

e
la

rg
es

t
sh

a
re

h
o

ld
er

b
y

ca
te

g
o

ry
o

f
o

w
n

er
a

t
t)

1
:

5
H

o
ld

.
co

's
0

.0
0

0
6

7
0

.9
3

)
0

.0
1

0
7

5
0

.2
4

)
0

.0
0

9
0

6
*

*
0

.0
1

)
0

.0
2

8
8

2
*

*
*

0
.0

0
)

0
.0

1
0

4
8

0
.1

4
0

.0
3

1
8

7
*

*
0

.0
0

)
0

.0
1

4
7

5
0

.1
2

6
In

st
it

u
ti

o
n

s
0

.0
0

9
7

3
0

.4
1

0
.0

1
0

4
8

0
.6

8
0

.0
0

2
4

8
0

.8
2

)
0

.0
2

1
2

9
*

0
.1

0
)

0
.0

3
3

7
6

0
.1

7
)

0
.0

2
6

7
1

*
0

.0
6

)
0

.0
0

5
5

7
0

.5
9

7
In

d
u

s.
co

's
0

.0
2

8
5

2
*

*
0

.0
1

0
.1

2
4

5
7

0
.2

4
)

0
.0

2
7

7
3

0
.5

0
)

0
.0

6
3

5
8

*
*

0
.0

1
0

.0
1

4
9

2
0

.5
6

)
0

.2
2

2
0

5
*

*
0

.0
1

)
0

.0
2

3
5

5
0

.5
2

8
F

a
m

/I
n

d
.

0
.0

0
1

0
9

0
.8

9
0

.0
1

4
8

9
0

.1
6

)
0

.0
1

4
7

9
*

*
*

0
.0

0
)

0
.0

3
1

8
2

*
*

*
0

.0
0

)
0

.0
0

5
0

6
0

.6
7

0
.0

3
3

8
8

*
*

0
.0

1
0

.0
1

4
1

7
0

.4
7

In
te

ra
ct

io
n

b
et

w
ee

n
sh

a
re

st
a

k
e

h
el

d
b

y
th

e
la

rg
es

t
sh

a
re

h
o

ld
er

b
y

ca
te

g
o

ry
o

f
o

w
n

er
a

t
t)

1
a

n
d

p
er

fo
rm

a
n

ce
a

t
t)

1
:

9
H

o
ld

.
co

's
0

.0
3

1
5

0
0

.2
0

0
.0

0
0

0
7

0
.3

8
)

0
.0

0
0

9
4

*
*

*
0

.0
0

0
.0

0
3

9
5

*
*

*
0

.0
0

0
.0

0
0

5
9

0
.3

8
0

.0
0

3
2

5
*

*
*

0
.0

0
)

0
.0

0
0

0
7

0
.9

4

1
0

In
st

it
u

ti
o

n
s

0
.0

1
3

1
7

0
.1

9
0

.0
0

0
1

7
0

.4
1

)
0

.0
0

0
4

8
0

.4
5

0
.0

0
2

8
7

*
0

.0
5

)
0

.0
0

0
3

5
0

.5
0

0
.0

0
3

2
9

*
*

*
0

.0
0

)
0

.0
0

0
5

3
0

.5
4

1
1

In
d

u
s.

co
's

0
.0

7
3

4
5

*
0

.1
0

0
.0

0
1

6
0

0
.2

4
)

0
.0

0
0

2
8

0
.8

0
)

0
.0

0
5

7
0

*
*

0
.0

3
0

.0
0

7
6

1
*

*
*

0
.0

0
)

0
.0

1
6

4
5

0
.2

7
)

0
.0

3
9

6
7

*
0

.0
6

1
2

F
a

m
/I

n
d

.
)

0
.0

3
2

6
3

*
0

.0
7

0
.0

0
0

0
1

0
.7

1
)

0
.0

0
0

2
4

*
*

0
.0

5
0

.0
0

4
6

4
*

*
0

.0
1

0
.0

0
0

7
1

0
.3

3
0

.0
0

8
9

0
*

*
0

.0
0

)
0

.0
0

1
3

2
0

.7
2

In
cr

ea
se

s
in

o
w

n
er

sh
ip

co
n

ce
n

tr
a

ti
o

n
b

y
ca

te
g

o
ry

o
f

o
w

n
er

w
it

h
in

(t
)

1
,t

):

1
3

H
o

ld
.

co
's

0
.0

0
4

5
5

0
.8

7
)

0
.0

1
3

3
8

0
.4

4
)

0
.0

6
7

7
5

*
*

*
0

.0
0

0
.0

1
7

3
5

0
.3

4
)

0
.0

0
5

9
1

0
.7

4
)

0
.0

2
3

8
3

0
.3

9
)

0
.0

4
1

5
8

*
0

.0
6

1
4

In
st

it
u

ti
o

n
s

)
1

1
.4

9
9

7
2

0
.1

6
2

4
.2

5
6

4
8

0
.2

9
)

1
.6

8
0

3
2

0
.5

9
2

2
.3

0
0

4
1

0
.3

5
)

7
.9

7
9

6
4

0
.1

4
)

4
.4

8
6

6
3

*
0

.0
8

6
.9

5
3

5
8

0
.4

1

1
5

F
a

m
/I

n
d

.
1

.3
4

7
5

1
*

0
.0

7
)

5
.2

1
5

2
0

0
.2

9
)

0
.0

0
5

4
5

0
.8

2
)

1
.5

3
2

4
4

0
.2

9
1

.0
1

5
6

6
0

.1
6

)
1

.7
7

3
7

6
*

*
0

.0
4

)
1

.5
2

4
8

6
0

.4
0

In
te

ra
ct

io
n

b
et

w
ee

n
in

cr
ea

se
s

in
o

w
n

er
sh

ip
co

n
ce

n
tr

a
ti

o
n

b
y

ca
te

g
o
ry

o
f

o
w

n
er

w
it

h
in

(t
)

1
,t

)
a

n
d

p
er

fo
rm

a
n

ce
a

t
t)

1
:

1
6

H
o

ld
.

co
's

0
.1

6
0

3
7

*
*

0
.0

1
0

.0
0

0
4

2
*

*
0

.0
2

0
.0

0
1

7
0

*
*

*
0

.0
0

)
0

.0
0

3
9

5
*

*
0

.0
4

)
0

.0
0

2
3

1
*

0
.0

9
)

0
.0

0
0

4
6

0
.9

3
0

.0
0

4
6

1
0

.3
8

1
7

F
a

m
/I

n
d

.
1

6
.2

5
9

3
6

0
.1

6
)

0
.0

6
8

9
3

0
.3

0
0

.0
5

8
3

3
0

.5
6

)
0

.6
7

1
0

5
0

.3
6

)
0

.1
6

7
0

2
0

.1
2

0
.3

7
4

0
0

*
0

.0
6

)
0

.1
7

4
7

4
0

.4
4

1
8

D
/E

t)
1

0
.0

0
9

8
1

*
0

.0
8

0
.0

0
9

7
4

*
*

0
.0

4
0

.0
1

5
3

1
*

*
0

.0
1

0
.0

0
0

9
6

0
.7

6
0

.0
0

7
7

2
*

*
0

.0
1

0
.0

2
2

6
0

*
*

0
.0

1
0

.0
0

0
2

2
0

.9
4

1
9

In
tc

o
v

.
t)

1
0

.0
0

0
1

4
0

.8
4

)
0

.0
0

2
3

9
*

*
0

.0
4

0
.0

0
1

1
3

0
.2

1
)

0
.0

0
2

1
4

*
*

0
.0

4
)

0
.0

0
4

1
9

*
*

0
.0

3
0

.0
0

5
1

9
0

.1
2

)
0

.0
0

3
0

7
0

.2
5

1980 L. Renneboog / Journal of Banking & Finance 24 (2000) 1959±1995



In
te

ra
ct

io
n

b
et

w
ee

n
d

eb
t

va
ri

a
b

le
s

a
n

d
p

er
fo

rm
a

n
ce

a
t

t)
1

2
0

D
/E

t)
1

0
.0

2
2

8
0

0
.1

1
)

0
.0

0
0

0
8

*
*

0
.0

5
)

0
.0

0
0

9
2

*
*

*
0

.0
0

0
.0

0
0

0
1

0
.9

7
)

0
.0

0
0

5
8

*
*

*
0

.0
0

0
.0

0
2

3
2

*
*

0
.0

1
)

0
.0

0
0

7
5

*
*

0
.0

4

2
1

In
tc

o
v

.
t)

1
)

0
.0

0
2

1
1

0
.5

9
)

0
.0

0
0

0
1

0
.1

1
)

0
.0

0
0

1
1

0
.5

6
0

.0
0

0
1

9
0

.5
1

0
.0

0
0

1
8

*
*

0
.0

3
)

0
.0

0
0

9
6

*
*

*
0

.0
0

0
.0

0
0

1
2

0
.3

9

2
2

C
h

¹
C

E
O

)
0

.0
7

8
1

6
0

.7
3

)
0

.8
8

5
7

9
*

*
0

.0
0

)
0

.7
9

4
5

7
*

*
*

0
.0

0
)

0
.0

8
2

3
5

0
.7

5
)

0
.9

3
3

1
9

*
*

0
.0

4
)

0
.4

5
7

8
0

*
0

.0
6

)
0

.6
1

1
0

0
0

.3
2

2
3

%
n

o
n

ex
.

5
.9

7
1

7
9

*
*

*
0

.0
6

.0
3

8
6

2
*

*
0

.0
0

4
.0

5
6

8
9

*
*

*
0

.0
0

4
.4

4
3

1
3

*
*

*
0

.0
0

6
.7

9
9

1
8

*
*

*
0

.0
0

6
.2

8
1

7
5

*
*

*
0

.0
0

5
.7

2
3

7
2

*
*

*
0

.0
0

In
te

ra
ct

io
n

b
et

w
ee

n
b

o
a

rd
va

ri
a

b
le

s
a

n
d

p
er

fo
rm

a
n

ce
a

t
t)

1

2
4

C
h

¹
C

E
O

0
.6

5
7

2
5

0
.4

0
)

0
.0

0
1

3
1

0
.4

6
)

0
.0

2
1

5
4

*
*

*
0

.0
0

)
0

.0
7

4
1

8
0

.1
1

)
0

.0
3

9
4

5
0

.1
1

)
0

.0
2

8
7

6
0

.2
6

0
.0

3
3

5
6

0
.3

7

2
5

%
n

o
n

ex
.

)
7

.7
1

8
2

1
*

*
0

.0
4

)
0

.0
1

0
5

1
*

*
0

.0
2

)
0

.0
1

8
5

3
0

.1
9

0
.0

3
9

4
8

0
.7

4
0

.3
4

0
1

4
0

.1
1

)
0

.1
4

7
9

3
0

.3
8

)
0

.1
0

9
0

7
*

*
0

.0
5

2
6

N
u

m
.

d
ir

.
0

.0
0

0
4

2
0

.7
7

)
0

.0
0

0
7

3
0

.5
9

0
.0

0
0

7
9

0
.7

1
0

.0
0

1
1

0
0

.4
7

)
0

.0
0

3
6

1
0

.6
1

0
.0

0
2

3
5

0
.3

2
0

.0
0

0
7

9
0

.9
1

2
7

S
iz

e
(L

o
g

o
f

to
t.

a
ss

et
s)

)
0

.2
0

2
1

3
*

0
.0

5
)

0
.0

7
6

0
9

0
.6

3
)

0
.2

7
6

5
0

*
*

*
0

.0
0

0
.0

0
4

0
8

0
.9

7
)

0
.2

5
9

8
7

*
0

.0
7

)
0

.2
6

3
0

3
*

*
*

0
.0

0
)

0
.1

2
6

7
0

0
.3

3

Z
er

o
o

r
n

eg
.

re
-

sp
o

n
se

1
5

0
1

4
8

1
4

3
1

6
0

1
6

0
1

6
0

1
6

0

L
o

g
li

k
el

ih
o

o
d

W
ei

b
u

ll

)
1

2
.2

9
7

)
2

2
.0

4
2

1
5

.1
6

5
)

1
0

.4
3

6
)

2
0

.6
3

5
)

1
2

.8
9

3
)

1
9

.8
9

7

a
P

er
f.
�

P
er

fo
rm

a
n

ce
,

H
o

ld
.

co
Õs
�

H
o

ld
in

g
co

Õs
,

In
d

u
s.

co
Õs
�

In
d

u
s.

a
n

d
co

m
m

.
co

Õs
,

F
a

m
/I

n
d

.�
F

a
m

il
ie

s
a

n
d

In
d

iv
id

u
a

ls
,

D
/E
�

D
eb

t/
E

q
u

it
y

,
In

tc
o

v
�

In
te

re
st

co
v

er
a

g
e,

%
n

o
n

-

ex
.�

P
er

ce
n

ta
g
e

n
o

n
-e

x
ec

u
ti

v
e

d
ir

ec
to

rs
,

N
u

m
.

d
ir

.�
T

o
ta

l
n

u
m

b
er

o
f

d
ir

ec
to

rs
.

A
d

u
m

m
y

v
a

ri
a

b
le

eq
u

a
l

to
1

is
in

cl
u

d
ed

if
th

e
fu

n
ct

io
n

s
o

f
C

E
O

a
n

d
ch

a
ir

m
a

n
a

re
co

m
b

in
ed

b
y

o
n

e

p
er

so
n

.

L. Renneboog / Journal of Banking & Finance 24 (2000) 1959±1995 1981



industry medians are substracted from both the levels of and the changes in
ROE and cash ¯ow on equity. 15

Table 4 (lines 2±4) shows that, for listed industrial and commercial com-
panies, there is a negative signi®cant relation between executive director re-
placement and market adjusted performance in the three years prior to
management substitution. Earnings losses over the ®scal year prior to turnover
are followed by increased levels of executive board turnover. Warner et al.
(1988), amongst others, con®rm for the US that unless performance is ex-
tremely good or bad, their management turnover models have little predictive
value. Another critical performance benchmark, substantial cuts in dividends
(of at least 25%) or omissions, also precede board restructuring. Given that
deviations from expectations about dividend policy usually contain signalling
information, management is generally reluctant to reduce dividends unless such
a reduction is unavoidable. Hence, dividend cuts are associated with unusually
poor stock-price and earnings performance (Healey and Palepu, 1988; Ofer and
Siegel, 1987; Marsh and Merton, 1987). Including changes in earnings or
dividends into the monitoring models yields weaker correlations with board
restructuring.

Levels of performance as well as changes in performance, corrected by in-
dustry medians, are analysed as it may well be that it is not just low earnings
which trigger managerial disciplining but peer group (industry) underperfor-
mance. Morck et al. (1989) ®nd that when a ®rm signi®cantly underperforms
its industry, the probability of complete turnover of the top management team
rises. Table 4 shows that both industry adjusted levels and changes in ROE and
in cash ¯ow are negatively correlated to management changes prior to turn-
over, but more so for changes than for levels.

All in all, the evidence of Table 4 fails to reject Hypothesis 1: it shows that
the poorer the performance, the higher is the turnover of the executive board.
These results are consistent through di�erent estimation techniques (Tobit and
OLS with and without ®xed e�ects). Companies only resort to substituting
executive directors when accounting returns are very weak: when the company
was not able to generate pro®ts or was forced to cut dividends in prior periods.
Furthermore, disciplinary actions are undertaken when the company under-
performs its industry peers and when market adjusted returns are negative in
the period prior to board restructuring.

15 Apart from the performance measures given in Tables 4 and 5, models with levels and changes

of return (after interest, taxes and extraordinary) on assets (both with and without industry median

correction) and cash ¯ow margin were estimated. The results of these models are in line with the

ones discussed.

1982 L. Renneboog / Journal of Banking & Finance 24 (2000) 1959±1995



5.1.1.2. Ownership concentration. As a single shareholder(group) controls a
voting rights majority in more than half of Belgian listed companies, and as a
blocking minority exists in 85% of ®rms, the control percentage of the largest
block is included as an explanatory variable. 16 The free riding control-hy-
pothesis predicts that large share blocks facilitate disciplining of management.
However, Table 4 (lines 5±8) shows that that the presence of large share blocks
held by holding companies and institutions (banks, investment funds or in-
surance companies) is not related to board restructuring. In contrast, man-
agement replacement is in¯uenced by large industrial investor shareholdings (in
6 out of 7 models) and by blocks held by families (5 models). Piecewise re-
gressions ± with dummies indicating whether or not the largest owner holds a
blocking minority, majority or supermajority (as in Hermalin and Weisbach,
1991) ± reveal that minority stakes held by industrial companies are su�ciently
large to exert control and to restructure the board. 17

Table 4 (lines 9±12) also investigates whether the ownership structure plays a
performance-induced disciplining role. None of the categories of large block-
holders seem to be involved in disciplinary actions against management when
performance is poor. The lack of institutional investor involvement is in line
with Hypothesis 3 which states that they abstain from monitoring to avoid
con¯icts of interest. In contrast, the fact that the large holding companies do
not seem to monitor is surprising as these often cite superior corporate gov-
ernance as one of the core contributions of their stable ownership stakes as
Ôreference shareholdersÕ. 18 The lack of signi®cance of the interaction terms
between large industrial and family owners, and performance, raises doubt
about the fact whether board restructuring is initiated by families or industrial
companies as a result of poor performance. 19 All in all, there is little evidence
about the corporate control role of existing large shareholders.

16 Including the total share concentration by class of owner or Her®ndahl indices, yields ±

expectedly ± similar results. Including squared ownership does not yield robust results across models.
17 Piecewise regressions are not shown, but tables are available.
18 In the years following the take over battle between the French Suez group and the Italian

group of de Benedetti in 1989, the Generale Maatschapp�y van Belgi�e or the Soci�et�e G�en�erale de

Belgique, was restructured using a focus strategy on 8 industrial and ®nancial sectors. The Group

Brussels Lambert, another large holding company, has often been criticized for failing to establish a

strategic plan for the companies it controlled and is often given as an example of a stalemate

situation brought about by the reference shareholder model. The fact that some of these large

holding companies, which control several listed (and many unlisted) companies, may fail in their

monitoring role has an important impact on our conclusions regarding the governance ability of

holding companies. For a discussion, see Daems (1998) and Dewulf et al. (1998).
19 The ®ndings described are robust across estimation methods. OLS with ®xed e�ects yield

somewhat stronger signi®cance for the presence of large shareholdings held by industrial and

commercial companies and by families: in three regressions, industrial and performance e�ects are

signi®cant.
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5.1.1.3. The market in share stakes. When performance is poor, shareholders
without a distinct interest in monitoring sell stakes, while those with strong
monitoring abilities increase their stakes in order to reinforce their position as
(major) shareholder. If this were true, we would expect positive signs for the
increases in shareholdings (Hypothesis 3). In spite of the fact that institutions and
holding companies actively trade in share stakes over 1989±1994 (Table 3),
ownership increases by these categories are not correlated with changes in board
structure (lines 13±16 of Table 4). However, there is one exception: when in-
dustrial companies and families obtain substantial share stakes, changes in
management are implemented. Such board restructuring takes place (lines 19±
20) when prior performance was poor (negative market adjusted returns, nega-
tive changes or levels of performance), which suggests a partial corporate control
market (Hypothesis 5). It can be observed that disciplining underperforming
management happens in the year of turnover or in the subsequent ®scal year. 20

Concerning the role of ownership concentration and the partial market for
control, it is important to realise that above results were obtained after classi-
fying all blocks of voting rights into ownership categories based on the identity
of the ultimate or reference owners of each of these blocks. No signi®cant re-
sults were attained in a ®rst set of regressions where all ownership variables
(levels and increases) were included by category of shareholder owner on the
direct ownership level. For example, if a holding company holds 10% of the
voting rights in a listed company, this 10% stake is classi®ed as a stake owned by
a holding company. The fact that the intermediate holding company may be
directly or indirectly controlled by e.g. a family is ignored in this ®rst set of
regressions. However, when we reclassify all direct shareholdings (voting rights)
in ownership categories based on the identity of the true (i.e. ultimate) owner ±
in the example above the 10% stake is a family controlled stake ± we ®nd the
conclusions discussed above: signi®cant results for the presence of industrial
coÕs and families versus insigni®cant ones for institutions and holding compa-
nies. This suggests support for Hypothesis 4 and implies that the ultimate or
ÔreferenceÕ shareholder, who controls the voting rights of a listed target com-
pany by ways of a cascade of intermediate holdings, exerts corporate control. 21

20 Unlike the models with executive and CEO turnover, regressions with management committee

turnover only yielded weakly signi®cant results. This implies that only those top managers who

hold a board seat are held responsible and subject to disciplinary corporate control.
21 Although control is exerted by the ultimate shareholder, there is evidence that when

controlling stakes are held through multiple tiers of ownership and when intermediate sharehold-

ings deviate from full ownership, ultimate investor control is diluted. For instance, sequences of

majority control in the form of e.g. stakes of 50.1% throughout the pyramid might not guarantee

the same degree of control a ®rst tier majority holding would give, unless there is strong board

representation on each ownership tier. Consequently, the larger the number of ownership tiers and

the larger the deviation from full ownership, the weaker the relation between turnover and

ownership concentration. Including levered shareholdings (see Section 4) by category of owner

gives similar results but reduces signi®cance.
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5.1.1.4. Gearing as a bonding mechanism. High leverage encourages man-
agement to generate su�cient funds to service the debt commitments.
Consequently, a high debt±equity ratio is expected to reduce managementÕs
discretion and summon more intensive creditor monitoring, as is suggested
in Table 4 (line 21) where executive director replacement is positively cor-
related with a high gearing (6 out of 7 regressions). Executive monitoring
increases especially when corporate performance is negative (negative market
adjusted returns, earnings losses, level and changes in ROE and cash ¯ow
adjusted for industry medians). 22 Low interest coverage is an important
indicator of ®nancial distress; when the interest cover decreases below 2, a
company typically loses investment grade. Table 4 also shows that executive
board restructuring also coincides with low interest coverage (line 22), but
that the interaction of poor share price and accounting performance is not
correlated to executive board turnover (line 24). This implies that interest
coverage may be considered as another monitoring performance benchmark
and important trigger for monitoring actions. 23 The strong correlation be-
tween gearing and interest cover, and performance (Hypothesis 6) suggests
enhanced creditor monitoring when performance is poor. Interviews with
executive and non-executive directors revealed that the monitoring role by
creditors is considered limited (unless there is a danger of bond covenant
violation). 24

5.1.1.5. Board composition and separation of control. Table 4 supports the
hypothesis that the board structure is instrumental for the monitoring e�-
ciency of the internal governance mechanism (Hypothesis 2). The more in-
dependent the non-executive board from management, proxied by the
proportion of non-executive directors, the easier it is to replace management
when managerial performance is inadequate (lines 26 and 28). The fact that
the role of large ownership stakes was not supported by our model (apart
from for industrial companies) may be explained to some extent by the im-
portance of the proportion of non-executives. It may well be that the number
of non-executive directors on board is a proxy for the control power of a

22 Including changes in gearing did not give any signi®cant results. Changes in capital structure

in the form of new equity issues which took place in 40 ®rm-years was also included in the models

but are not correlated to board turnover.
23 Current and acid ratios were signi®cant but were not included in the model of Table 4 along

with gearing and interest coverage in order to avoid multicollinearity.
24 Several directors (among others, M. Davignon (Generale Maatschappij van Belgi�e/Soci�et�e

G�en�erale de Belgique), M. Bodson (Tractebel), M. Samyn (NPM/SNP)) were interviewed and

asked to comment on the results of this study. They con®rmed the limited role of creditor

monitoring unless a large re®nancing takes place and emphasized the role of the large shareholders

(for which we only found limited support) and of the board of directors (for which we found strong

support).
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share block and that these large shareholder representatives are performing
their roles as monitors and are executing their disciplining part well. As only a
few companies could (or were willing) to disclose the representative function
of its board members, this hypothesis could not be tested further. Board size
di�ers substantially across ®rms; some have small boards with 6 directors,
while others count 15 or more. In spite of the fact that large boards may
reduce e�ciency, board size does not seem to in¯uence managerial disciplining
(line 29).

For the US, Weisbach (1988) ®nds that CEO turnover is more sensitive to
performance in ®rms whose boards are dominated by outsiders. Outsiders are
carefully de®ned as directors who work neither for the corporation nor have
extensive dealings with that company. In a study on the performance e�ects of
the composition of the board of directors in the US, Baysinger and Butler
(1985) conclude that those ®rms with stronger independent boards ended up
with superior performance records, in the form of superior relative ®nancial
performance (an industry corrected return on equity). It should be emphasised
that research about the impact of US board composition on CEO turnover is
not directly comparable with research on Belgian boards. The emphasis in the
US has been put on the independence of `outside' directors, whereas some non-
executives in Belgium are large shareholder representatives and `independent or
expert' non-executive directors' appointment to the board might be subject to
large shareholder approval.

Next to the strengthening of the independence of non-executive board
members, another recommendation in the recent Guidelines for Good Cor-
porate Governance (of the Cardon Commission, Stock Exchange Commission,
Commission for Banking and Finance) is the separation of the functions of
managing director and of chairman of the board, but this necessity is not
upheld by the ®ndings of this model (lines 25 and 27 of Table 4).

Although larger companies may have a bigger internal managerial labour
market and have better access to the external managerial labour market, cor-
porate size is negatively related to executive board replacement (line 30). 25 Are
these disciplinary actions only directed at top managers who are on the board
or do these actions extend to other managers, c.q. the members of the direction
committee? The results with management committee turnover (executive di-
rectors and other top managers) as dependent variable gives weaker results
than with executive turnover. This implies that performance related turnover is
targeting the very top management, namely predominantly those three man-
agers appointed to the board.

25 Using the logarithm of the total number of employees as size variable, yields less signi®cance

(only 3 regressions out of 7 in Table 4).
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5.1.2. Disciplinary actions against CEO 26

CEO replacement in industrial and commercial companies (corrected for
natural turnover) is correlated with the presence of large shareholdings held by
families and individuals, institutional investors and industrial companies. The
fact that the interaction terms of ownership and performance are signi®cant
(10% level) suggests that these replacements are the result of corporate gov-
ernance actions (Hypotheses 3 and 4). Furthermore, CEO substitution also
follows increases in share stakes held by holding companies and industrial
®rms, but due to lack of signi®cance in interaction terms it is questionable
whether this stake accumulation is induced by poor performance (Hypothesis
5). Internal governance structure like separation of the functions of CEO and
chairman, and the presence of a high proportion of non-executives facilitates
disciplining of the CEO when the companies results are bad (Hypothesis 2). 27

Finally, there is evidence that low interest coverage leads to higher CEO
turnover (Hypothesis 6).

5.2. Listed Belgian holding companies

Table 5 investigates whether executive director replacement takes place in
holding companies and which internal and external control mechanisms trigger
such governance actions. Support for Hypothesis 1 is presented in Table 5: past
poor share price and accounting performance in holding companies lead to
executive board restructuring, although this relation is weaker than for listed
industrial companies. Over the period 1988±1994, dividend cuts, earnings
losses, low industry corrected ROE and cash ¯ows precede executive director
replacement (lines 2±4). There is evidence of leverage related monitoring (lines
18±21; Hypothesis 6) as high gearing ratios result in increased managerial re-
moval when performance is poor. In addition, board composition does also
seem to in¯uence corporate control as high executive board turnover is posi-
tively related to a high percentage of non-executive directors on board (Hy-
pothesis 2).

Although some holding companies are widely held, most of the others are
controlled by families or other holding companies. Contrary to Hypothesis 3,
there is no consistent relation between the presence of large share blocks and
executive board restructuring of listed holding companies. The evidence in
Table 5 even hints (in 3 out of 7 models) that less monitoring is expected in

26 Tables with logit models on CEO turnover are available upon request.
27 CEOs with long tenure are less easily removed when performance is poor as they may have a

good track record. However, this conclusion is only based on one fourth of the sample companies

as these data were only disclosed for a limited number of companies.
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the presence of a controlling holding company (negative correlation in line
5). 28 Furthermore, the negative parameter coe�cient in line 13 reveals that
when there is poor performance and increases in share stakes controlled by
holding companies, there is a reduced managerial disciplining. This raises the
question why holding companies with controlling stakes or holding compa-
nies acquiring large stakes do not monitor. Like in France (Banerjee et al.,
1997, hence BLV), holding companies in Belgium may enhance wealth cre-
ation by o�ering a internal capital market to the companies they control, by
o�ering the possibility to invest indirectly in non-listed companies to indi-
vidual investors, by smoothing tax liabilities of the group or by lowering
bankruptcy costs by facilitating workouts. However, both the BLV study
(1997) for France and Daems (1998) for Belgium fail to ®nd wealth creation
by holding companies. The share price of Belgian holding companies is even
estimated to be 35±39% lower than the market value of all their equity
participations. 29

The potential corporate governance bene®ts by holding companies consist
of the supply of strategic advice and a reduction in agency costs due to
economies of scale in monitoring. Still, BLV state that ``holding companies can
create agency problems of their own and, with well-diversi®ed portfolios, it is
unclear why they would be willing or be able to engage in costly monitoring
activities for each of the companies they control. The quality of their moni-
toring activities has never been ascertained, not has it ever been compared to
that provided by other large shareholders, the external market for corporate
control,¼''. The ®ndings in this paper corroborate this statement as control-
ling holding companies or holding companies which acquire large share stakes
in listed Belgian industrial companies (Table 4) 30 and in listed Belgian holding
companies (Table 5) 31 do not seem to be involved with performance correcting
governance actions. Furthermore, listed Belgian holding companies may su�er
from the very agency problems they pretend to solve for the companies they
control because the controlling shareholders in holding companies do not seem
to discipline holding companiesÕ underperformance.

This conclusion about holding companies can be extended to the quoted
®nancial institutions ± in this paper de®ned as a rather heterogeneous sample

28 The probability that the CEO of listed holding companies is replaced increases with the degree

of family control. This is especially the case when the market adjusted return is low and when the

company faces losses and has to reduce dividends. In contrast to the capital structure, board

composition is again a determining factor. Both a large percentage of non-executive directors and

the separation of the functions of CEO and non-executive chairman increases the probability of

CEO substitution.
29 De Standaard of 7, 8 August 1999.
30 See lines 5, 9, 13, and 17.
31 See lines 5, 9, 13, and 16.
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of banks, insurance companies and real estate ®rms. 32 Most of these institu-
tions are part of a holding group of which the monitoring abilities have been
questioned. Bank Brussels Lambert (BBL) is often mentioned as an example of
the break down of ÔreferenceÕ or ultimate shareholder monitoring. Over whole
time period of the paper (1989±94), BBL is controlled by the Group Brussels
Lambert who holds a direct stake of 13% (the largest stake) and controls in-
directly via the Royal Belge insurance group another 9.3%. In spite of the need
for the development of an international expansion strategy and the call to form
one large Belgian commercial bank (merger with the Generale Bank), GBL has
not favored such strategies. 33 All in all, the system with strong ownership
concentration comprises important drawbacks (see also Daems, 1998; De Wulf
et al., 1998).

5.3. Post-disciplining performance

The e�ectiveness of the corporate control mechanism could be assessed by
analysing performance following the installation of new management (Hy-
pothesis 7). Improved performance after executive board restructuring would
con®rm that the ousted directors and management had underperformed and
that the monitors were able to attract a management better suited to reorganise
the company. The post-disciplining earnings evolution is analysed by indus-
try: 34 for the companies in which more than 25% of the executive board or the
CEO resigned, the returns on equity two years prior and two years subsequent
to executive board restructuring are compared. Prior and subsequent ROE are
calculated as deviations from the ROE of companies which did not experience
executive board restructuring of 25% or CEO replacement. Even after the
executive board restructuring, the level of ROE in most industries subsequent
to the board restructuring is still lagging the ROE of companies without board
restructuring. There is little evidence of ROE improvements in time windows
subsequent to board restructuring with exception of the industry of consumer
goods/health/pharma. This ®nding may not come as a surprise as it is a well

32 Note that the reason why the proposed governance model does not ®t the ®nancial companies

is not due to lack of turnover. The dependent variable executive turnover is between 22% and 37%

depending on the year, which is similar to turnover in industrial and commercial companies.
33 A similar example of a reference shareholder hampering a fair M&A competition between

Fortis and ABN Amro for control of the Generale Bank in 1997 has been detailed extensively in the

®nancial press.
34 Due to sample size limitations, several sectors are added (based on NACE industry

classi®cations) to form industry subsamples: holdings companies, energy and utilities, chemical and

materials (metal and non-ferro), electrical and electronics, consumer products and health care/

pharma. services (transport, leasing, hotel, ¼). The utility sector was subsequently deleted due to

small sample size.
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documented fact that in US and UK companies, a decrease in earnings often
follows the departure of the CEO because new CEOs often write o� as many
expenses as possible during their ®rst year (Murphy and Zimmerman, 1993).
Moreover, the success of corporate governance actions, may not be visible in
subsequent performance because, in speci®c cases, earnings stabilisation at a
low level or avoidance of further ®nancial distress or even bankruptcy may be
considerable achievements.

Dividend policy (changes in dividends per share) are also compared for
periods two years prior and two years subsequent to board restructuring.
Similarly, changes in dividends are de®ned as the di�erence in changes of high
turnover companies from the benchmark, namely dividend changes of com-
panies with low board restructuring (less than 25% of executive board turnover
and no CEO turnover). For the sectors of electrical equipment and electronics,
and services, there is a signi®cantly higher growth in dividends per share after
board restructuring than prior. For holding companies, and the sector chem-
icals and materials, this e�ect is only marginally signi®cant. This result may
indicate that, as changes in dividends tend to have a permanent character,
increases in dividends re¯ect some more con®dence in future pro®tability after
managerial disciplining.

6. Conclusion

In this paper the importance of several internal and external mechanisms of
corporate governance was analysed in terms of disciplining management of
poorly performing companies. There may be substitute forms of discipline, and
even if there is redundancy, one form may dominate the other consistently.
Disciplinary actions against management are taken when market adjusted
share returns are negative and when the company generates operating earningsÕ
losses or resorts to substantial cuts in dividends in the years prior to the re-
structuring. There is also evidence that companies with levels of and changes in
ROE and cash ¯ows below those of industry peers are subjected to increased
monitoring. These performance±turnover relations are much stronger for listed
industrial and commercial companies than for listed holding companies and
®nancial institutions.

Belgian equity markets are characterised by few listings, a high degree of
ownership concentration held by holding companies and families, and to a
lesser extent industrial companies. Furthermore, control is levered by pyra-
midal and complex ownership structures and there is an important market for
share stakes. Little relation was uncovered between ownership structures and
the disciplining of top management in listed industrial and commercial com-
panies. However, the presence of large industrial shareholders (and to a lesser
extent of family shareholdings) is related to high executive board turnover
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when performance is poor, whereas no evidence was found for a monitoring
role by institutions or holding companies.

A fraction of the market for share stakes may be considered as a corporate
control market because industrial and commercial companies increase their
shareholdings (or purchase large share blocks) in listed poorly performing
industrial companies in which there is, subsequently, increased con¯ictual
management replacement. In the light of disciplining actions undertaken by
industrial companies (who are often in the same industry as the target com-
pany), the lack of active corporate control in the wake of poor performance by
holding companies is striking. High ownership concentration held by a holding
company group can lead to strategic deadlocks for quoted companies, as il-
lustrated by the BBL case with the Group Brussels Lambert as reference
shareholder. Daems (1998, p. 65) illustrates this deadlock with another ex-
ample: ÔA reference shareholder [belonging to a holding group] will tend to
concentrate on the interests of the group as a whole. He might be tempted to
divide its markets over its subsidiaries such that they do not compete too in-
tensively with each other. Hence, [the French holding group] Suez, could have
an interest in dividing the international [utility] markets over its subsidiaries,
[the French] Lyonnaise des Eaux and [the Belgian] Tractebel. This limitation of
strategic freedom of the subsidiaries is not in the interest of minority share-
holders and investors who are participating in the group via the stock ex-
change.Õ

Although high leverage also seems instrumental to replace poorly per-
forming management, there is no direct evidence that it is bondholders or
banks who force underperforming management out. Interviews with non-ex-
ecutive directors disclosed that high leverage or low interest coverage stimulate
actions by the (non-executive) board (and as such the shareholders) rather than
creditor intervention. We ®nd that the role of the non-executive directors is
important in the disciplining process: a high proportion of non-executive di-
rectors leads to increased executive board turnover. Given that companies
usually do not reveal the representation of the shareholders of the board of the
directors, the percentage of non-executive directors was used as a proxy for
independence of the board from management, but the board structure may
very well be in¯uenced by ownership concentration. Furthermore, a higher
probability of CEO replacement was found when the tasks of CEO (ÔdelegatedÕ
director) and (non-executive) chairman are separated.

Corporate governance relations in holding companies and especially ®nan-
cial institutions are much weaker than in listed industrial companies. Board
composition and leverage have a substantial impact on board restructuring,
but neither ownership concentration nor a partial market for share stakes leads
to increased disciplining in holding companies. Belgian listed holding compa-
nies may to a large extent su�er from a lack of corporate control and seem to
have discharged themselves from e�cient monitoring of the companies they
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control, as seems also be the case for French holding companies (Banerjee et
al., 1997). In spite of the presence of a large shareholder in a vast majority of
Belgian listed companies and of the breakdown ± both in terms of performance
and governance ± of the ownership cascade system involving holding compa-
nies, it is problematic that the recent codes for good corporate governance do
not encompass any recommendation with regard to large shareholder moni-
toring. 35
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