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Abstract 
The aim of this paper is to investigate if top executives’ turnover affects the performance of a company and if it 
differently impacts the performances of a healthy and a restructured company. In order to investigate the impact 
of the renewal of both members of the board of directors and CEO impacts on company profitability, we 
performed a quantitative analysis based on a sample of 144 Italian companies using a logit model. The findings 
show that management changes influence the performance of a company. However, the results show a different 
impact for healthy and restructured companies. The renewal of the board of directors negatively affects the 
performances of a healthy company while influences positively the probability of a future increase in 
performances for restructured companies, suggesting useful implications for scholars and practitioners. This 
analysis confirms that the renewal of top executives can affect the probability of an increase of company 
performances, especially for distressed firms, contributing to existing literature which is still limited and focused 
only on few countries. 
Keywords: corporate governance, crisis, performances, restructuring, turnaround 
1. Introduction 
As highlighted by Ernst and Young (2010), more than 80% of managers think that innovation in management 
processes is a critical component for the growth of an organization. The Chief Executive Officer (CEO) of a 
company and its board of directors are the most powerful figures inside a company (Linck, Netter & Yang, 2008). 
They have a critical role in guiding and determining the strategy of a company, and, thus, on its performances. In 
this context, we presume that top executives (CEO and directors) are a firm’s key factor represented by 
professional background, entrepreneurship, skills, knowledge, and internal and external relationships (Mazzotta, 
2018; Paoloni, Mattei, Dello Strologo & Celli, 2020) and that introducing new human and relational capital 
(Chen, Liu, Chu, & Hsiao, 2014; Berezinets, Garanina, & Ilina, 2016; Agostini & Nosella, 2017) can help to 
raise the competitiveness of a company. Therefore, it is not a surprise that the relationship between company 
performances and board of directors has been extensively researched over recent decades (e.g.: Ben Barka & 
Legendre, 2016; Malik & Makhdoom, 2016; Mishra & Kapil, 2017; Scafarto, Ricci, Della Corte, & De Luca, 
2017). However, the results have been mixed and inconclusive (Scafarto et al., 2017) and focused mainly on 
geographical contexts like U.S., China and UK; indeed, the overall analysis of this issue for other countries is 
still lacking (Manzaneque, Priego, & Merino, 2016). Moreover, despite the increasing interest, due to the 
relevance assumed by corporate crisis in the current and past socio-economic contexts, the relationship between 
the role of top executives turnover and the turnaround in prior empirical research has been not yet analysed 
in-depth (Miglani, Ahmed, & Henry, 2020) 
Thus, the aim of this paper is to investigate, through an empirical analysis based on a sample of 144 Italian 
companies, if management changes (CEO and board members) affect firm performances. More particularly, this 
paper contributes to the existing literature by comparing, using an interaction factor, how the turnover of the 
board of directors and of the CEO differently influence firm performances of healthy and restructured companies. 
Italy is a good sample to show the importance of how directors could improve or solve some issues that could 
affect distressed companies. In particular, Italy is the third Country for GDP in Europe and ninth in the world and, 
it is typically characterized by non-listed family firms, which tend to take higher levels of risk than non-family 
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firms (Contreras, Arias, & Maquieira., 2021) and are normally not able to renew the management (or the original 
entrepreneur). 
Final results show that the renewal of the board of directors negatively impacts the probability of an increase in 
the performance of a healthy company. On the contrary, the turnover of the board of directors positively affects 
the performances of a restructured company, corroborating the necessity of the renewal of the management 
during a turnaround. 
2. Literature Review 
The turnover of top executives has attracted significant attention in the existing literature. The power to change 
the CEO rests with the board of directors of a firm. However, the board of directors, especially in Italy, can face 
delicate situations due to a lack of independence or unclear performance evaluation standards (Hilger, Mankel, & 
Richter, 2013).  
Top executive turnover may occur for several reasons: i) normal routine changes (e.g., retirements, career or 
family reasons), ii) forced departure (Hilger et al., 2013). The first studies on the reason for CEO turnover and 
firm performance were conducted in the 1980s (Coughlan & Schmidt, 1985) and they showed that firms with 
poor performance tend to change more frequently the CEO or the board of directors (Pukthuanthong, Ullah, 
Walker, & Zhang, 2018).  
Subsequently, scholars have extensively analyzed the impact of CEO/board of directors’ characteristics on firm 
performance. Various papers tried to study different elements, such as demographic background (Lohrke, 
Bedeian & Palmer, 2004), top management team replacement (Sudarsanam & Lai, 2001; Aghamolla & 
Hashimoto, 2021), CEO characteristics (Abebe & Tangpong, 2009; Miglani, 2014; Susi & Lukason, 2017) and 
insider representation on board (Judge & Zeithmal, 1992). However, existing empirical evidence is generally 
ambiguous and mixed (Scafarto et al., 2017; Minichilli, Zattoni, & Zona, 2009). Indeed, researchers have found 
both a positive linkage (e.g. Kowalewski, Stetsvuk, & Talavera, 2010; San Martin-Reyna & Duran-Encalada, 
2012) and a negative relationship (e.g. Guest 2009; Jackling & Johl, 2009; Adams & Ferreira, 2009) between 
board characteristics and firm value. 
More interesting for our aim is the research focused on composition changes of CEO and board of directors 
(Gilson, 1990; Denis & Denis, 1995; Elloumi & Gueyié, 2001, Lambertides, 2009; O’Kane & Cunningham, 
2012; Deng, Intintoli, & Zhang, 2019; Bennedsen, Pérez-González, & Wolfenzon, 2020). However, results are 
still contradictory, highlighting both positive (Lambertides, 2009; Bennedsen et al., 2020) and negative impact 
(Hilger et al., 2013) of top executives’ turnover on company performances. According to the existing literature, if 
the management team affects the firm performance (Barrick, Day, Lord, & Alexander, 1991; Yukl, 2008), its 
replacement should impact future profitability. New executives can use the momentum following the dismissal 
for proposing radical changes in the company facilitating the introduction of innovative processes/products and, 
thus, sustaining the future development of the company (Hilger et al., 2013). Therefore, an improvement in the 
company profitability can be considered as a signal of the positive effects of top executives’ turnover (Denis & 
Denis, 1995). However, top executives’ turnover can be disruptive, and, therefore detrimental to firm 
performance in the short-run or even in the long run. Moreover, as suggested by Brown (1982), the dismissals of 
the old management team could be just partial and illusory, without long-term effects on company profitability, 
except a possible positive impact in the short run. Therefore, the effects on the company performance of the 
managers depend largely on the selection process, on the choices of successors and on the integration of the new 
manager into the organization and its decision-making structure (Finkelstein, Hambrick, & Cannella Jr., 2009).  
Similarly, several studies pointed out as strategic changes are essential to survive in tempestuous environments 
(Dunphy & Stace, 1988; Kanter, Stein, & Jick, 1992; Garzella 2005; Dallocchio, Ferri, Tron, & Vizzaccaro, 2020) 
like a turnaround process. As shown by various authors (Lohrke, Bedeian, & Palmer, 2004; Lappalainen & 
Niskanen, 2012; Alipour, 2013; Pham & Nguyen, 2020), top executives are essential figures to promote a new 
organizational structure with a significant impact on corporate performance and hence, we think, their renewal is 
a strategic change, necessary in a turnaround (Pressman, 2007). Indeed, various analyses focus on the impact of 
leadership changes in reverting a corporate crisis, highlighting that the C-level managers changing in declining 
firms is positively related to effective turnarounds (Mueller & Barker III 2002). However, other scholars believe 
that this relation does not exist (Sudarsanam & Lai 2001) or, anyway, is not properly demonstrated (Pitcher, 
Chreim, & Kisfalvi, 2000; Daily & Dalton 1994). For example, Mueller and Barker III (2002) observe that, 
despite the relevance of strategic leadership, a top management team change was not a strong predictor of crisis 
passing.  
Hence, our research aims to empirical proof if the turnover of the board of directors can impact the performance 
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of companies, especially for distressed firms. From the review of prior research, it is clear that the topic is far 
from a new issue, however, previous results are still mixed. Furthermore, the special characteristics of corporate 
governance in Italy (high ownership concentration, governance practices) can create serious agency conflicts, 
especially after the Covid-19 as suggested by Zattoni and Pugliese (2020). Therefore, the analysis of the 
relationship between the replacement of CEO and board of directors’ and companies’ performance for Italy 
provides evidence for this type of context, where overall analysis of this issue is still lacking (Manzaneque et al., 
2016). 
2.1 Hypotheses Development 
Assuming the importance of both board of directors (BoD) members and the CEO on company profitability, 
especially during a corporate turnaround, we want to investigate the following hypotheses:  
HP 1. the renewal of BoD members influences the performance of a company, especially during a turnaround. 
HP 2. the replacement of CEO influences the performance of a company, especially during a turnaround. 
We test these two hypotheses based on a logit model. 
3. Materials and Methods 
3.1 Methodological Approach 
As for the methodology, a binary logistic regression (BLR) model is carried out using Stata (Note 1). The logit 
model allows us to predict the log odds of outcomes of a categorical dependent variable from the set of 
independent variables that may be continuous, discrete, and/or categorical (Hilbe, 2009; King, 2008). 
In this paper, binary logistic regression is used to predict the impact on company performances following the 
renewal of both BoD members and CEO.  
The BLR fits the data of this study because independent variables do not must be normally distributed or have 
equal variance in each group and they do not need to be linearly related with the dependent one and the 
assumption of being homoscedastic (Hilbe, 2015). Furthermore, a binary logistic regression is suitable for 
developing predictive models for financial performance with binary events, such as win/loss and fail/pass 
(Omondi-Ochieng, 2020). 
3.2 Sample 
Thanks to the support of an Italian leading bank, we access to the 2014 database of socalled “unlikely to pay” 
(UTP) positions, listing distressed companies from a bank’s perspective, even though they are not involved in a 
legal state of crisis (e.g., bankruptcy and debt restructuring agreements). This special database details companies 
that show problems in meeting financial obligations contracted with the bank. Therefore, the concept of crisis 
adopted in this paper arises from an unusual approach; the most common definition of corporate crisis 
implemented in literature for empirical studies refers to the state of crisis only from a legal point of view, 
considering when companies access to a “formal procedure” stated by bankruptcy law. Our interpretation, 
instead, is broader and independent from the access to one of the procedures governed by the law. 
Using bank’s information system, from the UTP list of 10,143 entities, related to 2,294 corporate groups, we 
considered only those that concluded a turnaround process, identifying 232 business cases, of which 12 refer to 
foreign companies excluded from our sample. About the remaining 220 Italian corporations, we could 
distinguish two possible outcomes of the financial restructuring process: (i) complete the rehabilitation of a 
company in its capacity to repay debts (“in bonis” status) and (ii) confirm the inability to repay financial 
obligations due to the deep state of crisis (“workout” status). 
The extraction from bank’s information system identified 72 companies (without including the listed ones) with 
“in bonis” status. 
For each of these 72 companies (“restructured companies”), we firstly extracted from the bank’s information 
system both governance and economic-financial data and then integrated the database with data from CERVED 
(for governance data) and from Bureau van Dijk’s AIDA and Amadeus (for economic-financial data). 
Data extraction refers to a ten-year period in which the firm had a “crisis moment” (i.e., the date of recording in 
the Register of UTP). 
After having identified the sample of 72 companies, another sample, through the following process, was 
considered to reach the target of this study: 
1) Starting from the economic-financial data of each entity in our sample, the maximum, minimum, and mean 
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values of the turnover have been considered as an approximation of the company size. 
2) For each company in the sample, the sector of business was identified. 
3) Given the entire population of Italian companies included in the dimensional limits of our sample, only 
companies with the same 2007 ATECO (Note 2) were considered. 
4) Referring to the latter population, using a process of pairwise sampling companies, 72 “healthy” were 
selected. 
Hence, the final sample that allows us to achieve statistically robust results – including the two subsamples – is 
composed of the following 144 companies: 

• 72 companies (called “restructured companies”) that in the period exanimated were able to repay their 
obligations to the bank. 

• 72 companies (called “healthy companies”) that did not be distressed during the period 2007-2016. 
3.3 Model 
We set up a model including both healthy and successfully restructured companies to investigate the impact of 
the renewal of the CEO and board of directors on company performances. 
As an indicator of the firm performance, we use the ROA, which has been used extensively in past corporate 
governance and management research (e.g Terjesen, Couto, & Francisco, 2016; Pèrez-Calero, del Mar Villegas 
& Barroso, 2016; Ben Barka & Legendre, 2016; Scafarto et al., 2017). ROA is calculated as the ratio of net 
income to total assets. According to the research design above, we created a dummy dependent variable: 
companies with an increase in the average ROA from the period 2012-2014 to the period 2014-2016 are coded 1, 
while the remaining ones are coded 0. 
Independent variables are: 

• “Dummy BoD changes” that is a dummy variable coded to 1 if there were changes in the members of 
the BoD during the period 2012-2014; 

• “Interaction Factor Status - BoD changes” that is an interaction factor between the variable Dummy 
BoD changes and the variable Status; 

• “Dummy CEO changes” that is a dummy variable coded to 1 if there was a turnover of the CEO during 
the period 2012-2014; 

• “Interaction Factor Status - CEO changes” that is an interaction factor between the variable Dummy 
CEO changes and the variable Status. 

As a control variable, firm size and leverage, which have been shown to affect the management-performance 
relationship (Dalton, Daily, Ellstrand, & Johnson, 1998), are used: 

• “Dummy Size” measured as the total assets. This is a dummy variable coded to 1 if there was an 
increase in the total assets of the company from the period 2012-2014 to the period 2014-2016; 

• “Dummy Leverage” measured by the ratio of total debt to total assets. This is a dummy variable coded 
to 1 if there was an increase in the leverage of the company from the period 2012-2014 to the period 
2014-2016. 

• “Status” that is a dummy variable coded to 0 for healthy companies and 1 for restructured companies. 
The model used to estimate the binary logistic regression is Logit 
(Pi/1- Pi) = β0 + β1 Dummy BoD changes + β2 Interaction Factor BoD changes + β3 Dummy CEO changes + 
β4 Interaction Factor CEO changes + β5 Dummy Size + β6 Dummy Leverage + β7 Status               (1) 
where β0 is the intercept, β1, β2, β3, β4, β5, β6 and β7 are the regression coefficients of x1, x2, x3, x4, x5, x6 
and x7, respectively, and Logit (Pi/1- Pi) is the logarithm of the ratio between the odd that companies 
successfully overcome a crisis and the odd of not overcoming a crisis. 
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4. Results 
In Table 1 the descriptive statistics is reported. 
 
Table 1. Descriptive statistics 

  N P1 Mean  P50 P99 St. Dev. 
LnROA 144 0.00 0.67 1.00 1.00 0.47 
Status 144 0.00 0.50 0.50 1.00 0.50 
CEO changes 144 0.00 0.35 0.00 3.00 0.76 
BoD changes 144 0.00 1.38 0.00 13.00 2.69 
LnSize 144 -2.51 -0.08 0.01 0.49 0.50 
Leverage 144 -4.09 3.62 0.11 4.97 3.23 

 
In Table 2 the correlation analysis is reported. 
 
Table 2. Correlation analysis 
 Dummy ROA Status Dummy CEO 

changes 
 Dummy BoD 
changes 

Dummy Size Dummy 
Leverage 

Dummy ROA 1.00      
Status 0.25*** 1.00     
Dummy CEO changes 0.07 0.16* 1.00    
Dummy BoD changes -0.05 0.25*** 0.34*** 1.00   
Dummy Size 0.04 -0.38*** -0.07 -0.05 1.00  
Dummy Leverage -0.25*** -0.25*** -0.07 0.15* 0.07 1.00 
Notes. ***, **, and * indicates statistically significant levels of 1%, 5% and 10%, respectively. 
 
The correlation analysis shows a positive and significant relationship between the status of the company and the 
increase of the performance.  
In order to test for multicollinearity, we also performed the VIF test. In any case, the variance inflation factor 
was not higher than two, therefore, we did not have any signs of serious multicollinearity requiring correction. 
Results are reported in Table 3. 
 
Table 3. VIF test 

  VIF Test 

Status 1.36 
Dummy CEO changes 1.16 
Dummy BoD changes 1.27 
Dummy Size 1.17 
Dummy Leverage 1.14 

 
In Table 4 the results of the binary logistic regression are reported.  
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Table 4. Logit results 
Dependent variable Dummy ROA 
Independent variables   
Status 0.88 
 (0.62) 
Dummy CEO changes 0.88 
 (0.79) 
Interaction Factor Status - CEO changes -0.81 
 (1.05) 
 Dummy BoD changes -1.28** 
 (0.63) 
Interaction Factor Status - BoD changes 1.53* 
 (0.89) 
Dummy Size 0.81* 
 (0.46) 
Dummy Leverage -0.90** 
 (0.41) 
Costant 0.29 
 (0.51) 
Observations 144 

Notes. ***, **, and * indicates statistically significant levels of 1%, 5% and 10%, respectively. 

 
As expected, results show that the renewal of the board of directors’ members is statistically significant at 5% 
and, therefore, affects the probability of an increase of the company profitability. However, the sign of the 
coefficient (-1.28) confirms a negative relationship between the turnover of the board of directors and the 
dummy dependent variable. Also, the interaction factor between the BoD and the status of the company is 
statically significant at 10% in the binary logistic regression with a (expected) positive coefficient (+1.53). On 
the contrary, both the CEO turnover and the interaction factor between the CEO and the status of the company 
are not statistically significant. As displayed in Table 4 both control variables are significant. 
Therefore, the results of the model confirm only our second hypothesis. Specifically, according to the logit 
model, the most impacting variable for affecting the company profitability is the renewal of the board of 
directors, however, the results are different for healthy and restructured companies. In particular, for healthy 
companies the BoD turnover has a negative effect on the increase of company profitability, while for restructured 
companies the impact is positive due to the effect of the interaction factor. The negative effects of BoD turnover 
on healthy companies could be explained by the peculiar corporate governance features of Italy. The Italian 
industrial system is characterized by a high percentage of family firms that tend to be more profitable than 
companies owned by diverse shareholders (Lee, 2006). Therefore, since the renewal of the board of directors in 
Italy is typically associated with a change of the ownership of the company (Dallocchio, Lucchin, & Pirrone, 
2021), this could cause, at least in the following three years, a decrease in the company profitability. On the 
contrary, restructured companies with a change in the composition of the BoD have more probability to increase 
their profitability and, thus, of exiting successfully from a turnaround. These results corroborate the thesis of 
existing literature (e.g. Fernando, Li, Hou, & Yang, 2020). On the contrary, the renewal of the CEO is not 
statically significant. Also, in this case, this could be a direct consequence of the fact that Italy is characterized 
by family-owned firms. Therefore, the new CEO is still an expression of the same shareholder without the real 
possibility of introducing or applying new innovative processes. Therefore, since the replacement of this figure is 
just figurative, its impact on the company's profitability is minimal. 
4. Discussion and Conclusion 
Due to the COVID-19, one of the current main concerns of companies around the world, regardless of their size, 
is the restoration of company profitability. Considering that corporate health is relevant for different stakeholders, 
such as investors, managers, policymakers, and industry participants, this is a hot topic. The complexity of the 
decision situation for companies in financial distress – which includes time pressure and short terms targets – 
leads to an increase in the risk of irrational biases in decision-making as compared to regular business situations. 
This is the reason why any action on the variables to bring new directors can have relevant consequences on the 
outcome of the successful turnaround.  
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However, by analyzing the existing literature, it is clear that prior empirical research is focused only on few 
countries (Manzaneque et al., 2016) and, therefore, a structured body of rules regarding this topic is still missing, 
especially after the COVID-19 (Zattoni & Pugliese, 2020).   
Overall, our results seem to support the theoretical proposition that changes in corporate boards (Lambertides, 
2009) likely corresponds to an increase in the company profitability, especially during a turnaround (Elloumi & 
Gueyié, 2001; Fernando et al., 2020). Therefore, for restructured company the quality of management or 
entrepreneurship can serve as a signal about the firm’s viability and prospects to a potential capital-provider. In 
particular, the results of our analysis show that changes in the composition of the board of directors have more 
influence on the increase of profitability if compared to the renewal of the CEO. This situation seems to be the 
direct consequence of the peculiar characteristics of the Italian system, where the change of the CEO does not 
necessarily bring new intellectual capital to the firm, since the CEO is still typically a direct expression of the 
same shareholder, which caused the crisis for restructured companies.  
In conclusion, despite the limitations due to the small size of the sample and its reference to the national context, 
this study may contribute to previous research in several ways. First, the variables used in the quantitative 
analysis demonstrates that the renewal of the board of directors affects the probability of increasing the company 
performance with important and different implications for both healthy and restructured companies. Secondly, 
our study provides empirical evidence, missing in previous analyses, on the relationship between corporate 
governance turnover and profitability increase in the Italian context. Finally, the current research takes a step 
forward compared to the existing literature (Berezinets et al., 2016; Demartini & Beretta, 2020; Martín-de Castro, 
Díez-Vial, & Delgado-Verde, 2019; Santana, Valle, & Galan., 2017), referring to an unusual concept of corporate 
crisis for defining the restructured companies. In fact, while the most common definition for empirical studies in 
literature refers to the access of the firm to a formal procedure, our interpretation is broader and considers the 
UTP positions, even though they are not involved in a legal state of crisis. 
This study could be expanded with constant monitoring of successful remediation cases and furthermore, future 
research on the topic should better identify other contingencies between the structure of the BoD and the CEO 
and the causes of profitability increase using more modern approaches, like machine learning techniques. 
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Notes 
Note 1. Stata is a general-purpose statistical software created by StataCorp. More information can be found on 
the website https://www.stata.com/ 
Note 2. ATECO stands for ATtività ECOnomiche and represents the Italian classification of the economic 
activities. 
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