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1 Introduction

It is nowadays widely accepted that boards play a crucial role in corporate governance.

While numerous studies deal with their most general characteristics, like the board

size or the fraction of independent directors, this paper extends the existing literature

by focusing on one specific aspect, namely the outside directorships of the CEO (see

Adams et al. 2010 for a recent review of the literature on board composition). Studies

on multiple board memberships usually focus on the perspective of the receiving firm

because having a majority of outside directors is often deemed to be a feature of good

corporate governance. Especially monitoring CEO-directors are often presumed to be

independent and particularly skilled. However, the independence of outside directors

is often questionable and it can also be argued that outside mandates help CEOs

to entrench themselves. Some studies even established a special category for those

outside directors who hold more than three mandates simultaneously, calling them

‘busy’ directors (Fich and Shivdasani 2006).

Corporate networks via personal linkages have a long tradition in Germany. Similar

to US companies, multiple board mandates of CEOs are common in large firms. More

than one-third of the CEOs we observe hold at least one outside supervisory board

mandate. Theoretically, outside board mandates of CEOs could have either a positive

or a negative effect on the corporate governance of the home firm. Which explanation

actually holds depends crucially on whether the most skilled CEOs receive and accept

the most board appointments (Fama and Jensen 1983) or whether outside mandates

are rather a kind of perquisite consumption of powerful CEOs (Bebchuk and Fried

2003). The present study aims to discriminate between these two opposing theories.

Using a new hand-collected sample of the largest German companies ranging from 1996

to 2008, this is the first study to provide evidence on outside board memberships of

CEOs and entrenchment in a European institutional framework.

We investigate three closely related topics to differentiate between the expertise and

entrenchment explanations: (1) the relation between outside board mandates and the

performance of the sending firm; (2) the effect of outside board mandates on forced
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CEO turnover; and (3) the effect of outside board mandates on turnover-performance

sensitivity.

Supporting the entrenchment hypothesis, we find that firms having a CEO with at

least one outside mandate suffer from significantly weaker firm performance compared

with firms having a CEO without any outside board mandates. Moreover, disciplinary

CEO turnovers become less likely and turnover-performance sensitivity declines with

rising board memberships of the top manager.

The rest of the paper is organized as follows. In the next section we provide an

overview of the literature on multiple directorships and examine their effect on cor-

porate governance. Section three describes the institutional framework, our data set

and makes methodological remarks. In section four we present the regression results

concerning the relationships between outside board mandates and firm performance as

well as forced CEO turnovers. Section five concludes.

2 Literature review

Fama and Jensen (1983) point out that multiple board memberships represent an im-

portant feature of corporate governance. According to them multiple board mandates

are a common outcome of a functioning market for top managers where the most suc-

cessful managers are appointed to the most boards. Hence, parallel mandates signal

outstanding competence of the respective manager. This view is consistent with the

notion of a highly skewed distribution of managerial talent, which results in a highly

concentrated corporate output among a few individuals (Rosen 1981). From this point

of view we would expect there to be no value-reducing effects of multiple board member-

ships, either at the sending or at the receiving firm. CEOs accept additional mandates

as long as the sending and the receiving firm benefit from such a connection.

Adams et al. (2010) offer a simple theoretical model that incorporates this argu-

ment and illustrates the decision of a manager on how many mandates to accept. The

key aspect of their model is that in a market-driven world of multiple board member-
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ships, the maximum number of parallel board seats depends on the skill level of the

respective manager. Thus, better-skilled managers serve on more outside boards than

lower-skilled managers and the lowest-skilled managers receive no outside directorships.

Supporting this idea, Gilson (1990) provides evidence of US companies where CEOs of

financially distressed firms receive fewer outside board mandates. Additionally, Fich

(2005) reports that it is easier for CEOs of well-performing companies to receive further

outside directorships.

Taking multiple board memberships as a common outcome of the market for top

managers might be, however, too simple. Looking more closely at outside board mem-

berships, it is first of all helpful to differentiate between the view of the receiving firm,

where a monitoring director serves as a CEO in another firm at the same time and the

view of the sending firm, where the incumbent CEO may simultaneously hold outside

directorships.

2.1 Appointing CEOs as monitoring directors

While we focus on the sending firm in our analysis, we briefly describe the motives for

appointing an external CEO as a supervisor first, to illustrate why it is likely to be

easy for CEOs to receive outside board appointments. The most intuitive motive for

appointing outside CEOs as monitoring directors is to gain access to scarce managerial

knowledge, thereby improving the portfolio of skilled directors who monitor and advise

the executives. Moreover, firms might benefit from the reputation of an outside CEO on

their board. Especially firms without a reputable track record or young firms with high

uncertainty concerning their future development could benefit from external CEOs on

their boards, as investors could take CEO appointments as certification of good growth

and profit prospects.

Alternatively, the demand for CEOs as outside directors could also be explained by

the ‘buddy’ hypothesis or by social networking. Here, the incumbent managers seek

to establish new allies or tighten existing linkages to entrench themselves in their own

company (see Hwang and Kim 2009 and Cohen et al. 2008 for the relevance of social
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ties). This idea is consistent with Hermalin and Weisbach’s (1998) balance of power

model, where the incumbent CEO influences new director nominations in the sense that

only supporters of his preferred strategy are selected. Shivdasani and Yermack (1999)

provide evidence in relation to this perception by reporting negative stock market

reactions to the inclusion of new board members, when the incumbent CEO is present

at the nomination committee. Looking at stock market reactions to announcements of

outside director appointments the evidence in the literature is mixed, however. While

Rosentein and Wyatt (1990) as well as Masulis and Mobbs (2009) report positive stock

market reactions, Perry and Peyer (2005) find negative ones.

Most of the reasons why firms could profit from appointing outside CEOs to their

board are not mutually exclusive. There might be cases in which the best-suited

manager for a vacant directorship is simultaneously well skilled and a friend of the

incumbent CEO. A comprehensive empirical investigation, why firms appoint outside

CEOs as monitoring directors based on US data can be found in Fahlenbrach et al.

(2010). For our analysis, in which we focus on the view of the sending firm, it is

just important to state that it is reasonable to assume a considerable demand for firm

monitoring by external CEOs.

2.2 Sending CEOs to other firm’s boards

Given that firms demand a substantial amount of outside CEOs as monitoring directors,

we take a closer look at the supply side next. While most of the existing studies on

outside directorships focus on the receiving firm the perspective of the sending firm

has received far less attention so far.

The central question in this context is why firms should actually allow CEOs to

spend time and effort on topics of other firms. From a shareholder’s perspective it is

obvious that problems may arise from the fact that the incumbent CEO, who is bound

to the day-to-day business of his home company, simultaneously serves as a director

on another board. Important decisions at his home firm could be flawed, as he has

to serve two employers with possibly conflicting interests. This problem becomes even
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worse with rising numbers of outside directorships.

The busyness argument follows this line of reasoning. Firms may suffer from CEOs

with parallel board mandates, because with a certain number of mandates even the

best-skilled manager is simply not able to devote enough time to every firm. This

conjecture is also supported by Fich and Shivdasani (2006). They provide an empirical

investigation of the busyness argument, showing that boards with a majority of outside

directors who simultaneously serve on three or more boards are associated with weaker

profitability and lower turnover-performance sensitivity of the CEO.

Bebchuk and Fried’s (2003) managerial power approach furthermore suggests that

outside board mandates help managers to raise their discretionary behavior and can

therefore be interpreted as an indication of managerial entrenchment. According to

the managerial power approach, outside board mandates help CEOs to build up new

and tighten existing friendly relationships with other current board members at their

home firm, which in turn allows the CEO to influence his own monitoring and compen-

sation policy. Alternatively one could also argue that managers who possess a certain

power within the boardroom are able to force their monitors to tolerate outside board

mandates. Then outside directorships are not causal of managerial power but are still

an indicator of entrenchment.

Even if the best-skilled managers receive the most appointments, entrenchment and

the pursuit of private benefits could still be the driving factor for outside board man-

dates. If managerial talent is highly concentrated among a few individuals, firms that

have one of these highly talented CEOs are perhaps simply not able to forbid outside

board memberships even if they reduce firm value. The next-best manager would per-

haps accept not serving on outside boards, but due to his minor talent the firm value

could become even worse. Substantiating this argument, Shleifer and Vishny (1989)

show that incumbent CEOs can easily enhance the value gap between themselves and

the second-best manager by making specific investments. Accordingly, Fich (2005)

reports negative share-price reactions when the incumbent CEO accepts new outside

directorships.
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Conyon and Read (2006) present a theoretical model that provides a rationalization

for allowing executives to serve on outside boards from a shareholder’s perspective.

They argue that outside board mandates of executives help firms to boost the knowl-

edge and expertise of their agents. Serving on other boards becomes a kind of personal

training on the job for high potentials from that point of view. Masulis and Mobbs

(2009) support this explanation empirically. In their analysis inside board members

with outside directorships can be associated with better operating performance and

higher market-to-book ratios. Schonlau and Singh (2009) find that firms that are

linked via multiple board memberships undertake significantly more profitable firm

acquisitions than firms without personal linkages to the acquired firm.

Beside more power in the boardroom CEOs have manifold personal motives to ac-

cept outside directorships. CEOs can benefit from outside mandates through extra

salaries from the appointing firm, supplementary business contacts, additional experi-

ence, better retirement options and enhanced prestige. Sitting on other boards could

provide new career opportunities for a CEO, especially if the appointing companies

perform well (Yermack 2004). Accordingly, shareholder lawsuits are not conducive to

directors’ good reputation (Fich and Shivdasani 2007). The results of Booth and Deli

(1996) point in the same direction by showing that outside directorships are more at-

tractive to CEOs when the assets of the home firm are already in place and the growth

opportunities of the home firm are small. Further strengthening the reputation motive,

Fahlenbrach et al. (2010) report that executives are more likely to leave boards when

the performance of the appointing firm is expected to decline or shareholder lawsuits

are announced.

Summing up the existing literature it seems clear that CEOs can benefit person-

ally from outside mandates. Thus, we should not wonder about observing numerous

outside board memberships of CEOs. From a shareholder’s perspective though it is

still questionable how outside mandates should be valued as they can still stand for

either expertise or entrenchment. Discriminating between these two opposing hypothe-

ses becomes even more difficult within a non-Anglo-Saxon institutional environment

as almost all empirical investigations have been based on the data of US companies so
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far.

We aim to close this research gap by analyzing outside board memberships of CEOs in

Germany, the largest economy in Europe with a typical central-European institutional

environment. Thereby the present study is the first to provide insights into the effects

of outside board memberships of CEOs when the board structure is two-tiered. Since

most of the US studies on multiple board memberships focus on the perspective of the

receiving firms so far, our study also contributes to the ongoing general debate on the

value of outside directorships in all economies around the world.

3 Institutional framework, data description and methodological

remarks

3.1 Institutional framework

Before we start our empirical investigation we will briefly explain some important

institutional features of the German corporate governance system. The specific reg-

ulations of the German corporate governance system have no direct impact on the

arguments toward a negative or positive effect of outside CEO directorships in prin-

cipal but should nevertheless be considered before empirical results based on German

data are interpreted. The main differences of the German board model compared with

the Anglo-Saxon model are the two-tiered board structure instead of a one-tier board

and the mandatory representation of workers among the monitoring directors. The

operative leadership of a company is entrusted to the management board, whereas

the supervisory board monitors the management board members, regulates executive

compensation and appoints new executives. The counterpart of the CEO in a one-

tier board is the chairman of the management board in a two-tiered board, though,

differently from the Anglo-Saxon model, he is not allowed to be a member of the su-

pervisory board simultaneously. The chairman of a management board chairs all the

executive board members. He is responsible for defining and fulfilling all the operative

and strategic objectives. Thus, we refer to him as the CEO. In some exceptional cases
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the company’s charter requires that the supervisory board authorizes fundamental in-

vestment decisions that have a huge impact on the whole company. Outside board

memberships are allowed up to a maximum of 10 parallel seats, while a chairmanship

of a supervisory board counts as double. The law also forbids board interlockings,

meaning that two firms cannot send management board members to each respective

supervisory board at the same time.

According to the German co-determination act (‘Mitbestimmungsgesetz’ ) the super-

visory board has to comprise worker and union representatives up to one-half of all the

members. The maximum number of union representatives is limited to three. Union

representatives on supervisory boards regularly join the board from outside the firm

they are supposed to monitor while worker representatives are in fact employees of

the company. Worker representatives are elected annually by the workforce. They

can simultaneously be a member of a union, but this is not mandatory (see Fauver

and Fuerst 2006 for further details and a comprehensive investigation of German co-

determination). Although employees have substantial voting rights, shareholders are

still able to control supervisory board decisions, as the chairman of the supervisory

board is always a shareholder representative and has a second vote in the case of a tie.

Beside worker representation on the supervisory board, the German co-determination

act requires firms with 2,000 or more employees to have a minimum of 12, 16 or 20 su-

pervisory board members depending on the exact size of the company (>2,000, >10,000

and >20,000 employees respectively). All companies in our sample realize the mini-

mum required size. The law does not determine the number of management board

members.
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3.2 Data compilation and descriptive statistics

Our panel data are based on the 100 largest firms in Germany according to their domes-

tic value added in every even year during the period from 1996 to 2008. The German

Monopolies Commission, a government consultancy in competition economics, identi-

fies these companies. These companies were on average responsible for 17.9 percent

of the whole German firm output during the 10-year period from 1996 to 2008, which

illustrates the macroeconomic weight of the reviewed companies. For each uneven year

we include the 100 largest companies of the former even year in our sample.

The ownership data come from the Hoppenstedt ‘Konzernstrukturdatenbank’ and

Hoppenstedt ‘Companies & Sectors’. The accounting data were obtained from Bureau

van Dijk’s AMADEUS database. Finally, all management board members, supervisory

board members were collected from annual company reports, Hoppenstedt ‘Leitende

Männer und Frauen der Wirtschaft’ and press releases.

We removed all the banks, financial services companies and firms that are subsidiaries

of a foreign home company to enhance the comparability of the firms in the sample. A

small loss of observations occurred due to missing or inconclusive values of some vari-

ables of interest. Our final data set contains 88 firms with 707 firm-year observations.

The variables used and the according data sources are summarized in table 1.

Table 2 presents mean difference t-tests to assess structural differences between firms

having CEOs with and without outside directorships. Interestingly, the fraction of

CEOs that leave their office in the current year is not significantly different for both

groups, but the fraction of CEOs who are forced to leave their company in the current

year is significantly smaller for CEOs with outside mandates relative to CEOs without

outside mandates. This simple univariate comparison gives a first hint that CEOs with

outside board mandates face a lower risk of being fired.

Moreover, firm performance is with a 3.4 percent average return on assets (ROA)

insignificantly smaller for those CEOs with outside mandates than the average firm

performance of CEOs without outside mandates, which is 4.1 percent. Finally, CEOs
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Table 1: Definitions of variables
Variable Description Source

Outside board mandates
of the CEO

Number of external supervisory board
mandates of the CEO

Company Reports, Mo-
nopolies Commission

Outside board mandates
of the CEO, dummy

Dummy variable which equals 1 if the
CEO holds at least one outside super-
visory board mandate

Company Reports, Mo-
nopolies Commission

Freeway connectivity Average weighted journey time by car
from the association of municipalities
(’Verbandsgemeinde’) of the respective
company to the nearest freeway access

INKAR database of the
Federal Institute for Re-
search on Building, Urban
Affairs and Spatial Devel-
opment

MB members Number of executives on the manage-
ment board

Company Reports

SB members Number of monitoring directors on the
supervisory board

Company Reports

ROA Return on total assets (= net income
total assets ) Bureau van Dijk

Total assets Total assets Bureau van Dijk
Employees Employees Company Reports, Bu-

reau van Dijk
Publicly quoted, dummy Dummy indicating whether the firm is

publicly quoted on the stock market
Hoppenstedt

Freefloat Fraction of free floating shares Hoppenstedt
Companies Fraction of shares held by other firms

out of the 100 largest firms
Hoppenstedt

Individuals or families Fraction of shares held by individuals
or families

Hoppenstedt

CEO turnover Dummy indicating whether the CEO
leaves the company in the current year

Company Reports, Hop-
penstedt, Press Releases

CEO turnover, forced Dummy indicating whether the CEO is
forced to leave the company in the cur-
rent year

Company Reports, Hop-
penstedt, Press Releases

Table 2: Mean comparisons
CEO without outside CEO with outside Mean comparison t-test

board mandates board mandates (t-value)

MB members 5.78 7.07 -5.47 ***
SB members 16.04 18.38 -8.00 ***
ROA 4.11 3.44 1.63
Total assets (’000) 14,000 43,100 -8.67 ***
Publicly quoted, dummy 0.51 0.64 -3.54 ***
Freefloat 24.05 47.02 -8.82 ***
Companies 12.87 9.53 2.17 **
Individuals or families 31.72 20.88 3.77 ***
CEO turnover 0.16 0.14 0.56
CEO turnover, forced 0.09 0.04 2.54 **
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with outside mandates work in larger companies with larger management and super-

visory boards, a higher fraction of free-floating shares and a lower fraction of shares

owned by other companies and individuals or families.

Table 3: Descriptive statistics
Obs. Min Mean Max Std. Dev.

Outside board mandates of the CEO 707 0 0.67 7 1.09
Outside board mandates of the CEO, dummy 707 0 0.36 1
MB members 707 1 6.24 26 3.32
SB members 707 3 16.88 24 4.27
ROA 707 -29 3.87 77 6.26
Total assets (’000) 707 787 24,400 263,000 40,200
Publicly quoted, dummy 707 0 0.56 1
Freefloat 707 0 32.27 100 32.89
Companies 707 0 11.67 100 21.68
Individuals or families 707 0 27.84 100 39.25
CEO turnover 685 0 0.15 1
CEO turnover, forced 690 0 0.08 1
Freeway connectivity 707 0 6.85 15 3.43
Sum of employees 705 4,276 142,872 973,060 197,352

Table 3 presents pooled summary statistics of all the variables at the firm level.

More than 50 percent of the companies in our sample are publicly quoted. Indeed,

the German stock market is much smaller than the US or UK stock market because

of a markedly different institutional environment. Many German companies are tradi-

tionally owned by large blockholders like families, banks or other companies. Due to

strong bank or family affiliations, German companies rely much less than firms from

Anglo-Saxon countries on capital markets to raise funds (see Dittmann et al. 2010;

Chirinko and Elston 2006; Elston and Goldberg 2003). This structural difference is

further supplemented by weak investor protection rights, which make stock market

participation less appealing from a shareholder’s perspective (see La Porta et al. 1999,

2000).

With around half of the covered companies being publicly quoted, we are not able

to use market-based performance measures like Tobin’s q or the market-to-book value

without facing a considerable loss of observations. A sample of both publicly quoted

and not publicly quoted firms constitutes, however, a much more realistic sample of

German companies than a sample comprising only listed firms. Only a sample covering

all of the largest companies allows us to locate most of the relevant outside mandates.
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We use two outcome variables to review the effect of outside directorships of CEOs

on corporate governance. We use ROA as our main performance measure and our first

dependent variable. Alternatively we calculate the returns on equity (ROE ). As the

results of our regressions vary only slightly with ROE instead of ROA and ROA is

an established measure of performance in the empirical literature we only report the

results and descriptive statistics for ROA.

Our second dependent variable is a dummy variable indicating whether the CEO is

forced to leave the company in the current year. We define CEO turnover as forced

when the following criteria are simultaneously fulfilled: the CEO does not change to

the supervisory board of the same company after retirement and at least one major

business magazine and one trustworthy Internet site report the turnover as being forced.

On average 15 percent of all CEOs in our sample leave their company each year, while

disciplinary turnovers amount to 8 percent.

Our main explanatory variable is the number of outside supervisory board mandates

of the CEO within the group of the 100 largest German companies in each year. We

subtracted all the outside mandates in companies where the home firm of the CEO

holds a capital stake of at least 5 percent of the equity.1 The reason is that outside board

mandates, where the home firm holds a capital stake, are probably a proxy for equity

monitoring activities rather than a proxy for the unobserved personal characteristics

of the respective CEO in which we are most interested.

The chosen method of calculating outside mandates leads to an underestimation of

all the outside mandates a CEO might have. There are two reasons why we nevertheless

think that this approach works out well. First, we focus only on meaningful mandates.

If we captured all the outside mandates we would obtain incomparable measures as a

mandate on a board of a firm with 100,000 employees comprises completely different

duties, tasks and reputation effects from a mandate in a company with 5 employees.

1Note that we run all the regressions presented below alternatively with the total number of outside supervi-
sory board mandates of the CEO (regardless of whether the home firm of the CEO holds a capital stake in
the receiving firm or not) as well as only the number of those mandates of the CEO that are covered by a
capital stake in the home firm. Concerning the total number of outside mandates the results of table 5 turn
insignificant for all models. The findings in table 6 remain significant at the 1 percent level in all models.
Referring to outside mandates of the CEO that are covered by a capital stake in the home company we
find only insignificant effects on firm performance as well as forced turnovers.
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Second, we check the robustness of our regression results by including alternatively only

those mandates within the group of companies that finally contribute to the analysis

but find no qualitative aberrations in the regressions.

To check for time trends in the number of outside board memberships of CEOs figure

1 illustrates the evolution of outside mandates over the covered period from 1996 to

2008. The average number of outside board memberships was with 0.89 mandates

highest in 2001 and decreased from then to about 0.53 in 2006 and afterwards. Note

that the recent level of 0.57 outside board memberships in 2008 is only slightly lower

than the one in 1997 (0.58).

Figure 1: Average number of outside board mandates of CEOs
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In all the regression models we add further explanatory variables that may affect

corporate performance or CEO turnovers beside outside board mandates. With the

number of management board members and the number of supervisory board members

we control for the potential board size effects that are documented by Yermack (1996).

Larger firms may perform worse as most innovations and growth opportunities have

already been realized. Thus, the logarithm of total assets enters the regressions as a
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proxy for firm size. We estimate all the regressions with the logarithm of employees

as an alternative measure of firm size but find the same results (not reported). By a

dummy variable indicating whether a company is listed at a German stock exchange

we control for inequalities between listed and privately held firms due to different

disclosure requirements and access to capital markets.

Finally, we include three shareholder variables to capture the possible confounding

effects of different ownership structures on the relation between outside board mem-

berships and corporate performance and CEO turnover, respectively. We differentiate

between the fraction of widely held shares, shares held by other companies out of

the 100 largest and the fraction of shares that fall upon families and large individual

owners, respectively. All the regressions are alternatively run with dummy variables in-

dicating more than 50 percent free-floating, the existence of a corporate, public, family

or individual blockholder owning more than half of the shares as well as the according

square terms to check for non-linear relationships between the ownership variables and

the outcome variables of interest. As the results concerning outside board mandates

of the CEO are robust to these changes we do not report them.

3.3 Methodological remarks

Estimating standard OLS regression models with corporate performance as the depen-

dent variable may raise some reservations due to the potential endogeneity of outside

board mandates as well as some of the other explanatory variables. As most of the vari-

ables are jointly determined and the direction of causality is unclear we may face a bias

in our coefficient estimations. This is a well-known problem in the empirical corporate

governance literature, especially in those studies that regress corporate performance

on board characteristics (see Adams et al. 2010).

Considering our main explanatory variable we expect to find a negative correla-

tion between outside directorships of the CEO and corporate performance if outside

mandates signal CEO entrenchment. A negative correlation between outside board

memberships and performance is however also explainable by CEOs seeking outside
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board appointments especially when firm performance declines. A standard regression

of corporate performance on outside CEO directorships is therefore not able to detect

causal relationships between the respective variables. Lagging the explanatory vari-

ables reduces problems stemming from simultaneity but might also not be sufficient

if CEOs have, for instance, superior information concerning the future development

of their firm that leads to an earlier reaction of CEOs to firm performance than is

observable for us.

In order to avoid possible estimation biases of outside mandates in our regression

analysis we first include time and firm fixed effects to filter out unobserved firm charac-

teristics that might be correlated with our explanatory variables and are constant over

time, like e.g. managerial ability and firm specific human capital or specifics of the

corporate charter. Note that we find indeed considerable correlation between our ex-

planatory variables and unobserved firm fixed effects in all our performance regressions

proving standard OLS and random effects regressions being inconsistent. Although

we are quite confident to eliminate one major source of possible estimation bias by

inclusion of firm fixed effects we are aware of the fact that this approach does not

assure unbiased estimations in case of unconsidered time-variant variables that may

affect firm performance as well as the number outside CEO mandates, like e.g. new

business contacts or different firm strategies.

To address this concern we checked for possible endogeneity of outside board man-

dates of the CEO in our performance regression – table 5 – based on Hausman (1978)

tests as suggested and described by Wooldridge (2010). This test requires in a first

step a regression of outside directorships on all explanatory variables and instrument

variables for outside board mandates. We found two suitable instruments for outside

directorships.

The first instrument is the connectivity to freeways of the town the headquarter of a

company is located. As freeway connectivity is at least in the short run not modifiable

by the CEO it is exogenous in our performance regressions. The basic idea behind

taking this instrument is that the costs of a CEO to attend outside supervisory board
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meetings are affected by the efforts spend for travelling, which are in turn largely

affected by the connectivity to freeways. Connectivity to freeways is chosen instead of

connectivity to airports or train stations because in Germany most of the companies’

headquarters are within a quite comfortable driving distance, so taking a plane or train

is in many cases not preferable, especially if one considers the whole time needed to

travel from the CEO’s home office to the boardroom of another company.2

As a second instrument we take the logarithm of the sum of employees of all firms the

CEO holds a management or supervisory board position (sum of employees). Thereby

we generalize the idea that the most prestigious CEOs receive the most appointments.

The number of employees a CEO controls – directly by his CEO mandate and indi-

rectly by outside supervisory board mandates – is certainly positively correlated with

the prestige and acknowledgement the CEO receives. Therefore, (sum of employees)

should have considerable explanatory power for the number of outside CEO board

memberships. In technical terms the most important advantage of taking this variable

as an instrument is that the number of employees of the receiving firm(s) are very

likely not affected by characteristics of the home firm of the respective CEO, enabling

us to overcome the potentially endogenous relationship between outside mandates and

performance of the home firm.

Accordingly, table 4 reports regressions of outside mandates of the CEO (column a)

and a dummy indicating whether the CEO has at least one outside mandate (column

b), respectively, on freeway connectivity, sum of employees and all our above mentioned

explanatory variables that will also be included in our performance regressions (see ta-

ble 5 below). Both estimations confirm the relevance of freeway connectivity and sum

of employees for the number of outside board memberships as well as the according

dummy in the way it was supposed. CEOs have significantly less outside board mem-

berships the lower the connectivity of his firm is to freeways and significantly more

outside directorships the more prestigious positions he holds measured by the number

of employees she controls via all board mandates.

2Actually airport and train station connectivity both failed a relevance test.
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Although not essentially needed for the endogeneity test we briefly describe the

results concerning the other explanatory variables as they also offer some interesting

results. The number of management board members and the fraction of free floating

shares are positively associated with outside board mandates. A higher number of

management board members may allow the CEO to spend more time on other boards.

On the other hand, managing more assets might restrict her in serving on other boards.

Since monitoring intensity rises with the fraction of shares held by blockholders while

the power of the CEO over the board consequently declines, the positive correlation

between the proportion of free floating shares and outside directorships suggests that

CEOs use their discretionary to obtain outside mandates instead of strictly following

a value maximizing strategy. Assuming that the stock market has some disciplinary

affect on CEO behavior due to enhanced public attention, the negative association

between the status of being listed at a stock exchange and outside mandates also fits

in this line of reasoning. Regarding our initial research question the results from table

4 point to the entrenchment rather than the expertise hypothesis, therefore.

In order to accomplish the Hausman (1978) endogeneity test the predicted residuals

of the outside mandates models in table 4 are included in a second regression of firm

performance on all explanatory variables. The estimated coefficient for the residual

is the test statistic for the null hypothesis of exogeneity of outside board mandates.

Exogeneity is never rejected for all our performance models regardless of measuring firm

performance with ROA (t-value 1.57, sum of outside mandates, and 1.10, dummy) or

industry adjusted ROA (t-value 1.59, sum of outside mandates, and 1.15, dummy).

Staiger and Stock (1997) point out that endogeneity tests can be misleading if the

instruments used are weak. Weak instruments can lead to a high artificial correlation

between the instrument and the potential endogenous variable in the presence of other

control variables. They suppose evaluating the partial correlation of the potential

endogenous variable and the instrument as a test for the power of the instrument.

As a rule of thumb, the partial F-statistic should exceed a value of 10 to ensure that

the instruments are not weak. In our case we find an F-value of 96.46 in the outside

directorship regression (a) and an F-value of 120.74 in the dummy regression (b).
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Table 4: Determinants of outside board mandates of the CEO
(a) (b)

OLS OLS

Log(sum of employees) 0.658*** 0.260***
(13.74) (13.54)

Log(freeway connectivity) -0.294*** -0.092***
(-4.49) (-3.41)

SB members 0.004 -0.007*
(0.52) (-1.68)

MB members 0.028*** 0.009**
(3.43) (2.45)

Log(total assets) -0.248*** -0.046**
(-5.09) (-2.04)

Publicly quoted, dummy -0.139** -0.086**
(-2.00) (-2.54)

Freefloat 0.006*** 0.002***
(4.37) (2.61)

Companies -0.005*** -0.002***
(-4.10) (-3.21)

Individuals or families -0.000 -0.001
(-0.16) (-1.12)

Time and industry fixed effects yes yes
Observations 705 705
R2 0.535 0.487
First stage F-statistic 96.46 120.74

Notes: The dependent variable are the number of outside board mandates of the CEO in
columns (a) and the dummy variable for outside board mandates of the CEO in column (b).
All regressions use heteroskedasticity-robust standard errors. t-values are given in paren-
theses. Star levels *, **, *** denote significance at the 10%, 5% and 1% level respectively.
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Consequently we can safely conclude that outside board CEO directorships are not a

source of endogeneity in our performance regressions.

For those readers who might still have concerns regarding the exogeneity of our in-

struments we furthermore run Hansen tests of overidentifying restrictions (see Hansen

et al. 1996).3 The joint null hypothesis of this test is that the instruments used are

uncorrelated with the error term of the second stage regression and therefore correctly

excluded. For all our performance regressions presented below exogeneity of our in-

struments is never rejected (p-values between 0.264 and 0.305).

4 Empirical Findings

4.1 The effect of outside board mandates on corporate performance

Given the results of the endogeneity tests presented above we estimate the effect of

outside supervisory board mandates of the CEO on firm performance by standard OLS

regressions including time and firm fixed effects. Performance regressions will give us

a first hint for a differentiation between an entrenchment or expertise effect of outside

CEO directorships having in mind that either effect might have other reasons though.

Our dependent variable is ROA in models (a), (b), (c) and (e). To account for

different ROA levels by industry we also present regressions of industry adjusted ROA

in models (d) and (f).4 Model (a) represents estimations with the total number of

outside directorships, while all other models rely on a dummy indicating whether the

respective CEO has at least one outside mandate instead of the total number in models

(b), (c) and (d). To avoid simultaneity models (e) and (f) include one year lagged

values of the dummy variable, which causes a loss of 100 observations. The results stay

basically the same.

Regressions of firm performance on the total number of outside CEO directorships

were always insignificant, so we do not present modifications of model (a). We also

3In the presence of homoskedastic standard errors the test is known as the Sargan test.
4Industry adjustments are calculated as deviations from the industry median in each year. Taking the mean

instead of the median reveals basically no difference (not presented).
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checked for non-linear relationships between mandates and performance but found none

that were robust against the inclusion of firm fixed effects or lagged values.

Table 5: Effect of outside board mandates on corporate performance
(a) (b) (c) (d) (e) (f)

OLS OLS OLS OLS OLS OLS

Outside board mandates -0.120
of the CEO (-0.60)
Outside board mandates -1.251*** -1.267*** -1.117**
of the CEO, dummy (-2.68) (-2.74) (-2.38)
Lagged outside board mandates -1.386** -1.269**
of the CEO, dummy (-2.35) (-2.22)
SB members -0.121 -0.110 -0.131 -0.112 -0.094 -0.084

(-0.75) (-0.70) (-0.81) (-0.67) (-0.66) (-0.55)
MB members 0.058 0.083 0.079 0.071 0.066 0.061

(0.61) (0.88) (0.84) (0.74) (0.73) (0.67)
Log(total assets) 0.637 0.844 0.852 0.968 0.537 0.653

(0.41) (0.54) (0.54) (0.61) (0.35) (0.42)
Publicly quoted, dummy 0.718 0.867 0.669 0.443 0.356 0.171

(0.44) (0.58) (0.43) (0.29) (0.23) (0.11)
Freefloat 0.001 0.002 0.003 0.021 0.019

(0.04) (0.14) (0.21) (1.30) (1.19)
Companies -0.014 -0.015 -0.011 -0.026 -0.026

(-0.48) (-0.52) (-0.39) (-0.94) (-0.92)
Individuals or families -0.009 -0.009 -0.008 -0.016 -0.015

(-0.58) (-0.60) (-0.45) (-0.85) (-0.75)
Firm and time fixed effects yes yes yes yes yes yes
Observations 707 707 707 707 607 607
Number of groups 88 88 88 88 87 87
R2 0.073 0.079 0.080 0.044 0.097 0.054

Notes: The dependent variable is ROA in columns (a),(b),(c),(e) and industry adjusted ROA
in columns (d),(f). All regressions use heteroskedasticity-robust standard errors. t-values are
given in parentheses. Star levels *, **, *** denote significance at the 10%, 5% and 1% level
respectively.

We interpret the results as evidence in favor of the entrenchment of CEOs with

outside board mandates. While the total number of outside board memberships of

the CEO is not significantly different from zero, the corresponding dummy variable

models – (b) to (f) – show a significant negative effect at the 1 percent and 5 percent

levels. Firms with CEOs serving on outside boards suffer from outside appointments

of the top manager. Companies that have a CEO with outside mandates have on

average a significantly lower ROA of 1.25 percent (b) or 1.39 percent (e) compared

with companies that have a CEO without any outside mandates. As we account for

unobserved heterogeneity at the firm level this effect represents not only the difference

between companies in the sample. It also allow us to conclude that within firm variation
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of having a CEO without to a CEO with outside directorships negatively affects within

firm performance.

We are aware that there are also alternative explanations for this negative rela-

tion apart from CEO entrenchment. CEOs might be resources constrained in terms of

ability, time, and energy. They could make an honest mistake of over committing them-

selves to too many responsibilities, which would not imply entrenchment. Exogenous

changes unforeseeable to CEOs could occur, making board services significantly more

demanding than the CEOs had initially anticipated. This would put CEOs with out-

side board memberships at a disadvantage compared to CEOs without outside board

memberships. To further clarify whether outside directorships of the CEO are really

associated with entrenchment rather than unforeseen demand for their skills we analyze

forced CEO turnovers in the next section.

4.2 The effect of outside board mandates on CEO turnover

Although the results from our firm performance regressions are explainable by outside

board memberships helping CEOs to entrench themselves in their home company, we

still do not know whether the negative relation between outside board memberships

and firm performance is a result of limited resources or whether outside mandates really

enhance the power of the CEO and enable him to exploit this power at the expense of

the shareholders.

In order to discriminate between these two alternative explanations we identify all

the disciplinary CEO turnovers in the covered period. CEO turnovers highlight the

personal perspective of the CEO and allow us to focus on an alternative outcome

variable, which is closely related to corporate governance quality. In particular we are

interested, first, in the relationship between outside mandates and the risk of a CEO

being fired and, second, the turnover-performance sensitivity.5 A negative effect of

5We further analyze a special category of CEO turnovers, namely those in which a CEO gives up his chair-
manship of the management board to change to the supervisory board of the same company afterwards.
These changes can be assessed as a sign of poor corporate governance and strong managerial entrenchment.
According to a mean comparison t-test the fraction of CEOs with outside board mandates who change
to the supervisory board is insignificantly higher by 2.8 percentage points than that for CEOs without
outside mandates. Multivariate analyses along the lines of the regression models of forced CEO turnover in
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outside mandates on forced CEO turnover would provide a rationalization why CEOs

like to engage in other firms although the performance of their home company seems

to suffer from such behavior. A negative relation would thus support the entrenchment

hypothesis. By contrast, a positive relation between outside mandates and forced CEO

turnover would rather point to the busyness explanation, which reduces firm value but

can be uncovered and panelized by shareholders. The CEO may still profit from outside

mandates even if his tenure is subsequently shorter, but it is not his personal power

in the boardroom that makes outside mandates attractive to him then. Even if CEOs

underestimate the demand for their skills on outside boards or become overcommitted

due to unforeseeable reasons it is still not reasonable to assume that shareholders

would accept less performance at their home firm due to a personal mistake by their

CEO. Moreover, it would be even less reasonable to reduce the turnover-performance

sensitivity due to over demand of the CEO at outside boards.

Similar to our firm performance models endogeneity problems could occur in the

turnover regressions if CEOs anticipate their lay-offs and try to circumvent or lower

their personal loss due to a forced turnover by seeking more outside board mandates

in advance. Therefore we test possible edogeneity of outside CEO directorships in

our probit regressions of forced CEO turnovers based on Rivers and Vuong (1988)

tests. The procedure is basically the same like proposed by Hausman (1978) in the

standard OLS regression framework. The Rivers and Voung test also requires in a

first step a regression of outside mandates or the according dummy, respectively, on all

explanatory variables and an instrument. As we take the same explanatory variables in

our turnover regression framework like in the firm performance regressions the results

of table 4 represent this first step. In a second step the predicted residuals of these

models are taken as an additional explanatory variable in the turnover probit models.

The estimated coefficient for the predicted residual from the first stage serves as the test

statistic for the null hypothesis of exogeneity of outside CEO directorships. Exogeneity

is never rejected in the turnover probit models (t-value 1.16, dummy, 1.00, sum of

table 6 also reveal only insignificant evidence (not presented). The insignificant multivariate results could
stem from few observations as we only observe 32 changes of the CEO to the supervisory board within our
sample period.
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mandates, 0.18, sum of mandates in the sub sample of firms having a CEO with at

least one outside mandate).

Given the results of the Rivers and Voung tests, we estimate three standard probit

regressions (a-c) presented in table 6 where the dependent variable equals one if the

CEO is forced to leave the company in the current year and zero otherwise. Alterna-

tively three corresponding Cox regressions are presented (d-f) as these models explicitly

account for left and right censoring in the data. Industry dummies are added to all

the regressions in table 6 to capture unobserved heterogeneity between industries.

Table 6: Effect of outside board mandates on forced CEO turnover
(a) (b) (c) (d) (e) (f)

Probit Probit Probit Cox Cox Cox

Outside board mandates -0.261*** -0.606**
of the CEO (-2.62) (0.55)
Outside board mandates -0.568*** -0.721*** -1.234*** -1.385***
of the CEO, dummy (-2.89) (-2.85) (0.29) (0.28)
ROA -0.050*** -0.051*** -0.058*** -0.066*** -0.067*** -0.070***

(-2.63) (-2.65) (-2.83) (0.94) (0.94) (0.94)
Outside board mandates 0.051 0.052
of the CEO, dummy x ROA (1.04) (0.06)
SB members 0.012 0.009 0.008 0.024 0.020 0.019

(0.48) (0.36) (0.33) (1.02) (1.02) (1.02)
MB members -0.006 -0.007 -0.008 -0.015 -0.015 -0.015

(-0.25) (-0.30) (-0.32) (0.99) (0.99) (0.99)
Log(total assets) 0.092 0.104 0.111 0.219* 0.239* 0.246*

(1.27) (1.41) (1.50) (1.24) (1.27) (1.27)
Publicly quoted, dummy 0.035 0.027 0.026 -0.147 -0.171 -0.172

(0.17) (0.13) (0.12) (0.86) (0.84) (0.85)
Freefloat 0.001 0.000 0.000 0.003 0.002 0.002

(0.23) (0.13) (0.08) (1.00) (1.00) (1.00)
Companies -0.003 -0.003 -0.002 -0.010 -0.010 -0.010

(-0.62) (-0.61) (-0.58) (0.99) (0.99) (0.99)
Individuals or families 0.001 0.001 0.001 -0.001 -0.001 -0.002

(0.29) (0.19) (0.18) (1.00) (1.00) (1.00)
Time fixed effects yes yes yes no no no
Industry fixed effects yes yes yes yes yes yes
Observations 690 690 690 690 690 690
Number of subjects 191 191 191 191 191 191
Number of failures 52 52 52 52 52 52
Pseudo R2 0.067 0.070 0.073 0.044 0.045 0.046

Notes: The dependent variable is a dichotomous variable that equals one if the CEO is forced to leave
the company in the current year and zero otherwise. Cox regressions with heteroskedasticity robust
standard errors. z-values (probit models) and hazard ratios (Cox regressions) in parentheses. Star
levels *, **, *** denote significance at the 10%, 5% and 1% level respectively.

Models (a) and (d) in table 6 represent the regression results with the total number

of outside directorships of the CEO as our main explanatory variable, while models
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(b) and (e) rely on the corresponding dummy variable instead. All these regressions

reveal a highly significant negative effect of outside board mandates on disciplinary

CEO turnover. One more board mandate of the CEO reduces the likelihood of the top

manager being fired by 3.5 percent (average marginal effect of probit model a).

The Cox regressions (models d-e) reveal largely the same results in terms of statis-

tical significance and economic magnitude. The coefficient of the number of outside

directorships of the CEO in model (d) is significantly negative (-0.61, p-value=0.00),

indicating that each additional mandate leads to a 45 percent decrease in the hazard

rate of disciplinary turnover.6 Note that a 45 percent decrease in the unconditional

average risk ratio of 8 percent amounts to a reduction in the likelihood of the top man-

ager being fired of 3.6 percent, which is close to the average marginal effect estimated

with the according probit regression (3.5 percent, model a).

Comparing the group of firms having a CEO without outside mandates with the

group of firms having a CEO with at least one mandate (models b and e) reveals

that a top-executive departure is 71 percent (model e) less likely for the latter group

compared with the former (6.7 percentage points reduction in the unconditional risk

ratio according to the average marginal effect of model b).

Referring to the other explanatory variables we find statistically significant coeffi-

cients only for ROA and total assets (only Cox regressions). As expected, higher firm

performance decreases the risk of a forced turnover for the CEO. A one percentage

point increase in ROA reduces the risk of being fired by 0.7 percent (average marginal

effect model a). Models (d-f) suggest that CEOs of larger firms face a higher risk of

disciplinary turnover.

The Cox regressions further allow us to have a closer look at disciplinary turnovers

conditional on the time the CEO is in his position. Figure 2 shows that the risk of

the CEO being fired rises steadily in the first years, peaks around the fourth year,

6The hazard ratio is defined as the ratio of the hazard function under one set of covariates (X
′
) to the hazard

under a base case set of corariates (X0): R(X
′
, X0) ≡ hi(t|X

′
)

hi(t|X0)
. For instance, the percentage change in

the hazard given a one-unit change in the kth quantitative covariate is estimated as hi(t|Xk=X̂+1)

hi(t|Xk=X̂)
− 1 =

eβk(X̂+1)−βk(X̂) − 1 = eβk − 1.
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declines up to 7.5 years, increases to 11.5 years and declines thereafter. The decreasing

likelihood of a disciplinary CEO turnover after the fourth year could be explained by

CEOs starting to entrench themselves after surviving the first 4 years in the company.

This finding is consistent with the results of Gregory-Smith et al. (2009), who find

decreasing disciplinary CEO turnovers after the fifth year of CEOs’ tenure for UK

companies.

Figure 2: Smoothed hazard estimates
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Beside the direct link between outside board mandates and disciplinary turnovers

we are interested in whether top executives with outside board mandates can influence

the turnover-performance sensitivity. A straightforward extension of our models (b)

and (e) in table 6 is therefore to include an interaction term of ROA and the dummy

variable indicating whether the CEO has at least one outside board mandate (models

c and f). Following the entrenchment hypothesis and taking into account the previous

results we would expect to find weaker turnover-performance sensitivities for CEOs

with outside mandates than for CEOs without external directorships.

The interaction term of models (c) and (f) is insignificant. For the probit model the

interaction term is not only insignificant itself but also for almost all the observations

25



(see figure A1 in the appendix and Ai and Norton 2003; Norton et al. 2004). Hence, firm

performance is negatively related to forced turnovers only for those CEOs without out-

side mandates. Apparently, CEOs with outside mandates can entrench themselves to

such a high extent that firm performance becomes unrelated to the risk of a disciplinary

turnover for them. Controlling for different turnover-performance sensitivities of CEOs

with and without outside mandates reveals moreover a higher turnover-performance

sensitivity of the latter group (-0.7 percent, average marginal effect model c) compared

with the previous estimation without this covariate (model b).

As a robustness check we alternatively exclude the outside board membership vari-

ables from specifications (a) and (d) and estimate the reduced models separately for all

the firms having a CEO with at least one outside mandate and the subsample compris-

ing only CEOs without outside mandates. Indeed, the performance coefficients based

on the sample comprising CEOs with outside mandates were consistently smaller than

the estimations with the other sample part. Additionally, only the subsample com-

prising CEOs without outside mandates shows performance coefficients significantly

different from zero.

Given the finding that CEOs with outside board mandates are related to weaker

performance of the home firm – table 5 – we interpret our turnover results as confir-

mation of the entrenchment hypothesis. It is hard to imagine why shareholders should

maintain poorly performing CEOs except that the respective CEO has some power over

his own turnover. That CEOs are able to underperform while simultaneously reducing

their risk of being fired fits best the theoretical explanations based on the managerial

power approach of Bebchuk and Fried (2003, 2004).

Considering the CEO perspective it seems that outside directorships provide mani-

fold advantages. Beside experience, business contacts, prestige and extra salaries paid

by the receiving firms they offer CEOs safe positions at their home firm. From this

point of view it is not surprising that roughly one-third of the CEOs of the largest

German companies serve on at least one outside supervisory board. One could even

argue that this number is quite small bearing in mind the strong positive incentives
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for CEOs to be appointed to other boards.

4.3 Robustness check considering only stock companies

One potential caveat of our study might still be that we rely on a quite heterogeneous

sample of firms facing different legal restrictions and regulations due their different legal

forms. Some results might be driven especially by those firms that are not regulated

by the German law for stock companies (‘Aktiengesetz’). Therefore, we rerun all our

regressions presented above only for the sub sample of firms for which the law for

stock companies applies. The according results can be found in the Appendix, tables

A1 and A2. With regard to statistic significance and basically also with regard to

the estimated economic impact all findings in the full sample also appear for the sub

sample of stock companies. The regulation of corporate governance introduced by the

German company law seems to be of minor importance for the effect of outside CEO

directorships on corporate governance therefore.

5 Conclusion

The present study analyzed empirically whether outside board memberships of CEOs

signal CEO entrenchment or expertise in a European institutional environment. Us-

ing a sample of the largest German companies, where a two-tiered board structure is

mandatory, we observe that – similar to large US companies – outside board man-

dates of CEOs commonly occur. In sum, the evidence clearly favors the entrenchment

hypothesis. This perception is first of all based on the finding that CEOs serving on

outside boards are negatively related to the performance of their home firm. Fur-

thermore, we find evidence that the number of outside board mandates reduces the

risk of the CEO being fired while lowering the performance-turnover sensitivity at the

same time. Actually we found no statistically significant effect of firm performance

on disciplinary departures of top executives with one or more outside mandates. We

conclude that, at least in Germany, outside board mandates of top managers signal
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entrenchment rather than outstanding expertise.

Our findings are complementary to studies of multiple board memberships and en-

trenchment in the US, i.e. Bebchuk and Cohen (2005) and Fich (2005), where it has

already been shown that outside board mandates may serve as an entrenchment de-

vice. The US evidence on the value of outside board memberships is mixed however

and the according studies focused largely on the perspective of the receiving firm so

far. By investigating outside board memberships of the CEO from the perspective

of the sending firm within a European institutional framework for the first time, our

study contributes to the ongoing debate on the value of outside CEO directorships

and supports the perception that firm linkages via multiple board memberships do not

only have a crucial impact on corporate governance in the Anglo-Saxon one-tier board

model. Apparently, multiple board memberships and the managerial power approach

introduced by Bebchuk and Fried (2003, 2004) is also of high relevance in a two-tiered

board system.
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Appendix

Figure A1: Z-statistics of interaction effects after probit
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Table A1: Effect of outside board mandates on corporate performance only for
stock companies

(a) (b) (c) (d) (e) (f)
OLS OLS OLS OLS OLS OLS

Outside board mandates -0.092
of the CEO (-0.43)
Outside board mandates -1.091** -1.098** -0.959*
of the CEO, dummy (-2.20) (-2.21) (-1.91)
Lagged outside board mandates -1.248** -1.078*
of the CEO, dummy (-2.08) (-1.90)
SB members 0.083 0.094 0.073 0.107 0.128 0.157

(0.70) (0.62) (0.61) (0.82) (1.01) (1.13)
MB members 0.098 0.106 0.106 0.087 0.046 0.029

(0.99) (1.09) (1.09) (0.90) (0.42) (0.26)
Log(total assets) -0.593 -0.312 -0.342 -0.247 -0.633 -0.543

(-0.68) (-0.36) (-0.39) (-0.28) (-0.60) (-0.51)
Publicly quoted, dummy -0.605 -0.485 -0.485 -1.277 -0.733 -1.492

(-0.36) (-0.31) (-0.30) (-0.88) (-0.46) (-1.16)
Freefloat -0.002 -0.001 -0.001 0.018 0.015

(-0.19) (-0.08) (-0.06) (1.17) (1.01)
Companies 0.002 0.001 0.005 -0.013 -0.014

(0.09) (0.05) (0.18) (-0.56) (-0.57)
Individuals or families -0.019 -0.019 -0.018 -0.030 -0.032

(-0.68) (-0.69) (-0.59) (-0.82) (-0.78)
Firm and time fixed effects yes yes yes yes yes yes
Observations 527 527 527 527 447 447
Number of groups 70 70 70 70 69 69
R2 0.101 0.109 0.113 0.046 0.151 0.069

Notes: The dependent variable is ROA in columns (a),(b),(c),(e) and industry adjusted ROA
in columns(d),(f). All regressions use heteroskedasticity-robust standard errors. t-values are
given in parentheses. Star levels *, **, *** denote significance at the 10%, 5% and 1% level
respectively.
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Table A2: Effect of outside board mandates on forced CEO turnover only for
stock companies

(a) (b) (c) (d) (e) (f)
Probit Probit Probit Cox Cox Cox

Outside board mandates -0.206* -0.465*
of the CEO (-1.94) (0.63)
Outside board mandates -0.422** -0.594** -0.914** -1.122**
of the CEO, dummy (-1.98) (-2.23) (0.40) (0.33)
ROA -0.066*** -0.066*** -0.077*** -0.078*** -0.078*** -0.083***

(-3.18) (-3.16) (-3.36) (0.92) (0.92) (0.92)
Outside board mandates 0.063 0.075
of the CEO, dummy x ROA (1.22) (1.08)
SB members 0.035 0.029 0.030 0.059 0.052 0.052

(0.92) (0.77) (0.79) (1.06) (1.05) (1.05)
MB members 0.007 0.004 0.003 0.017 0.009 0.011

(0.25) (0.14) (0.13) (1.02) (1.01) (1.01)
Log(total assets) 0.092 0.097 0.100 0.199 0.211 0.218

(1.13) (1.17) (1.20) (1.22) (1.23) (1.24)
Publicly quoted, dummy 0.192 0.160 0.163 0.048 0.008 0.019

(0.70) (0.58) (0.59) (1.05) (1.01) (1.02)
Freefloat 0.001 0.000 -0.000 0.002 0.000 -0.001

(0.18) (0.03) (-0.07) (1.00) (1.00) (1.00)
Companies 0.000 0.000 0.000 -0.005 -0.005 -0.005

(0.08) (0.06) (0.07) (1.00) (1.00) (1.00)
Individuals or families 0.006 0.005 0.005 0.007 0.006 0.005

(1.35) (1.20) (1.14) (1.01) (1.01) (1.01)
Time fixed effects yes yes yes no no no
Industry fixed effects yes yes yes yes yes yes
Observations 511 511 511 511 511 511
Number of subjects 147 147 147 147 147 147
Number of failures 40 40 40 40 40 40
Pseudo R2 0.086 0.086 0.091 0.054 0.053 0.054

Notes: The dependent variable is a dichotomous variable that equals one if the CEO is forced to leave
the company in the current year and zero otherwise. Cox regressions with heteroskedasticity robust
standard errors. z-values (probit models) and hazard ratios (Cox regressions) in parentheses. Star
levels *, **, *** denote significance at the 10%, 5% and 1% level respectively.
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