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1. Introduction 
 

The emerging role of institutional ownership in corporate governance has become 

a widely-discussed topic in studying investor behavior in recent decades as 

institutions have become the majority owner of US corporations. Our research 

report an average institutional ownership between 70 and 80 percent of US stock 

listed corporations. (Denis, Denis, & Sarin, 1997) report that this growing 

presence of outside institutional blockholders increase the likelihood of an 

executive turnover to appear. Similarly, (Parrino, Sias, & Starks, 2003) report that 

institutions on average decrease their holdings prior to forced CEO-turnovers with 

the greatest sell-off appearing in the four quarter immediately prior to forced 

turnover. They investigate how institutional ownership fractions change in firms 

where CEO is forced from position compared with voluntary CEO turnover. “The 

wall street walk”, “the wall street rule” or as the paper is titled, “Voting with their 

feet”, are all common expressions for investor`s behavior for selling off shares 

when they are dissatisfied with a firm`s performance or as an act of governance. 

 We seek to replicate part of the study by Parrino et al., (2003)  to 

investigate if there is still a trend among intuitional investors to “vote with their 

feet”, using more recent available data from 2010-2015. We will examine whether 

institutions sell their holdings leading up to forced CEO-turnover and why they 

might sell by studying institutional ownership fractions in the two years prior to 

forced CEO-turnover and using voluntary turnovers as a benchmark. We 

investigate three possible hypotheses on why institutional investors might choose 

to sell prior to forced CEO-turnover: 

H1:   Abnormal returns tend to be negative in the years leading up to forced 

CEO turnover and institutional investors are momentum traders. 

H2:   Institutions abandon securities that subsequently force their CEO from 

office because institutions favor more prudent securities and shares of such 

firms become less prudent in the years prior to forced CEO turnover. 

H3:   Institutions are better informed and thus can choose to sell their shares 

prior to forced turnover in anticipation of negative abnormal returns. 

Our examination of institutional ownership around forced CEO-turnover provide  

interesting insight with respect to institutional investor`s behavior. As tested for, 

we find that institutional shareholders on average decrease their holdings by 
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6,22% in the two years prior to forced CEO-turnover. This decrease is statistically 

significantly more negative than in firms experiencing voluntary CEO-turnover. 

However, we find weak significant differences between control firms and forced 

turnover firms, indicating that some of the decrease could be explained by the 

industry movements. Further, we find that these firms suffer a negative market-

adjusted abnormal return of 22,90% in the same two years. We establish a 

significant positive relationship between change in institutional ownership and 

return, supporting H1 that institutions are momentum traders. However, large 

differences between abnormal and nominal change in institutional ownership 

reflects that this relationship cannot fully explain the institutional selling. Also, 

while the overall institutional ownership fraction decreases in the years leading up 

to forced CEO-turnover, the amount of institutions holding shares remain 

somewhat constant. We test for window-dressing and find some evidence to 

support for this phenomenon.  

We find some support for H2 that institutions favor more prudent stocks. 

Specifically, forced turnover firms have significantly lower performance than 

voluntary turnover firms and control firms in the two years prior to turnover. In 

addition, we find these firms more volatile in daily return preceding turnover. 

Within these firms, we observe that dividend paying firms perform better than 

non-dividend paying firms but we find no evidence that non-dividend paying 

firms experience more negative fraction change of institutional shareholders prior 

to forced turnover than dividend paying firms.    

Without further empirically investigation of H3 that institutional shareholders are 

better informed, we do a qualitative examination of change in number of 

institutional investors and find results which implies institutional investors are 

better informed than individual investors and that large institutional stakeholders 

are better informed than smaller institutional stakeholders.  

 The remainder of the paper is organized as follows. Section 2 present 

earlier research within institutional activism. Section 3 describes the data. Section 

4 examine the institutional ownership and the change in ownership composition 

prior to forced turnover. Section 5 investigate hypothesizes why institutional 

investors might choose to sell. Section 6 conclusion.  
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2. Prior research on institutional shareholder’s activism 
 
In theory, the relationship between management and shareholders is commonly 

known as principal agent theory (Ross, 1973). The agent makes decisions on 

behalf of the principal. Our research concerns the governance issue of institutional 

shareholders and their indirect activism through selling large position of shares 

when dissatisfied with management.  

  Lowenstein, (1988) is cited in numerous research within the discussed 

field and has played a central role in the agenda of emerging role of institutional 

shareholders suggesting that there is a conflict of interest in the investment time 

horizon between long-term management and short-term institutional shareholders.  

  Edmans & Manso, (2011) discuss shareholder’s tendency of competing in 

trading more than private benefit, meaning competing in trade profits before 

governing own firms. Nofsinger & Sias, (1999) contributed important evidence 

that institutional investors’ trading or herding, impact share prices more than 

individual investors. They find a positive relationship between the fraction of 

institutional shareholders and the share price supporting the suggestion made by 

Lowenstein, (1988).   

  With respect to institution`s governance technique, McCahrey, Sautner, & 

Starks, (2016) report that almost 50% of their respondents had exited their 

holdings in firms as a governance mechanism. Support for this research, Levit, 

(2014) claims that activist investors lose credibility and the ability to influence 

managers if influence is attempted public. Further support that investors prefer to 

influence change behind the scenes (Carleton, Nelson, & Weisbach, 1998) and 

(Becht, Franks, Mayer, & Rossi, 2009). Companies might prefer to influence 

behind the curtain because publicly trying to engage in change-making activities 

might give signals to other investors that there is a problem in the firm and thus 

result in reduced share prices, inflicting losses on the initiating investor (Keasey, 

Thompson, & Wright, 2005).  

Asymmetric information is believed to be substantial between small and 

large shareholders. Ali, Klasa, & Zhen Li, (2008) find support for this hypothesis 

that lager institutional stakeholders are better informed than smaller institutional 

stakeholders prior to earnings announcements. 
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3. Data  
 
Challenger, Gray & Christmas, Inc has provided us with data containing all CEO 

turnovers in the US from 2010 to 2016. The data contains dates of CEO 

departures, the name of the firm in which the turnover appears and the reason for 

the departure. To sort the turnovers reported by Challenger, Gray & Christmas Inc 

to fit with our research we apply some restrictions on which companies we choose 

to involve: 

1) The turnover must occur between 2012-2015 

2) The companies must be listed on NYSE or NASDAQ. 

Most of the data are sorted by Challenger, Gray and Christmas Inc but we also 

apply the same classification criteria suggested by (Parrino et al., 2003) to classify 

a turnover into forced or voluntary in order to further validate which category a 

turnover should be in. We require a wall street newspaper to either: 

1) report that the CEO is fired or forced from position. 

2)  not report the reason for the departure. 

3)  not report the retiring of the CEO at least six months before the turnover. 

For those turnovers that cannot be proven to be forced per one or more of these 

criteria will be excluded from the forced turnover sample. The turnovers that are 

not classified as forced are assumed voluntary. The voluntary turnovers sample 

will, in the empirical analysis, serve as a benchmark when examining the change 

in institutional ownership structure. Institutional ownership data is gathered from 

Bloomberg Terminal database as we find their data more accurate than the 

Thomson Reuters database which in many cases reported institutional ownership 

levels far above 100%. This has been attributed by Thompson Reuters to short 

selling and differences in the dates ownership is reported by investors. 

Institutional ownership data from Bloomberg Terminal only goes back to 2010 

and allow us only to use turnover samples between 2012 and 2015, which have 

limited the timespan of this research somewhat, in order to gather data two years 

prior and two years post turnover. Out of 197 turnovers in this time range, we 

obtain 47 forced and 151 voluntary turnovers. 

To account for industry trends, we create a control sample containing the nearest 

comparable firms by industry and market capitalization to the forced turnover 

sample that has not experienced any CEO-turnover in the event-window. There 

were some cases where we did not find a control firm. Out of 47 forced turnover 
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firms, we are left with 41 control firms. For all firms in the forced, voluntary and 

control sample we gather quarterly and daily returns, dividend payout history, 

quarterly reported fraction of institutional ownership and number of institutional 

shareholders. All variables for every firms in our samples are gathered from 

Bloomberg L.P. database. Institutional investors are classified as those investors 

being required to file F-13 forms. 

 

 

4. Examination of institutional ownership 
 
We begin our empirical analysis by examining the institutional ownership in the 

two years prior to turnover. We apply the same methodology as (Parrino et al., 

2003). 

4.1 Ownership levels  

Table 1, reports the mean and median number institutional shareholders, the 

percentage ownership held by institutional shareholders and market capitalization 

in the two years prior to turnover for the forced, voluntary and control sample. 

Neither the fraction nor the number of institutional shareholders differ 

significantly between any of the samples. The forced turnover sample has actually 

more number of institutional shareholders than the voluntary sample which was 

different from expected. However, voluntary turnover firms have on average 

significantly higher fraction of institutional ownership. The raw material does not 

give significant result besides that those firms experiencing forced CEO turnover 

tend to occur in smaller firms than in the voluntary sample by market 

capitalization. Point to remember is that when examining raw data, differences 

can be due to biased population samples. However, examining changes in 

institutional ownership, reported in Table 2, provide more useful insight.  
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4.2 Changes in institutional ownership 

Table 2 reports the quarterly percentage change in mean market-adjusted 

compounded abnormal return, institutional ownership fraction and raw number 

change in number institutional shareholders in the four years surrounding 

turnover. We calculate mean-market adjusted compounded abnormal return four 

years surrounding turnover by applying the CAPM-model and use of industry-

adjusted beta-values for every firm provided by Bloomberg Terminal databases. 

The results are reported in Table 2, Panel A. Reported t-statistics in parenthesis is 

from the null hypothesis that the means do not differ from zero. The last two rows 

in Panel A report t-statistics from equality test with the null hypothesis that forced 

turnover sample does not differs significantly from voluntary sample or control 

sample in means. Quarter 0 is the quarter of the turnover event. In the two years 

prior to forced CEO turnover, firms experience an average decrease in mean 

market-adjusted compounded abnormal return of -21,9%. The change in market-

adjusted compounded abnormal return does not start trending negatively until in 

the last year prior to turnover. This is different from (Parrino et al., 2003) that 

reported negative change in abnormal return in both two years prior to forced 

turnover. T-statistics from equality tests show strong evidence that forced turnover 

firms suffer a more negatively change in market-adjusted compounded abnormal 

return in the year prior to and in the immediate quarters after turnover. Panel B, in 

Table 2 reports the percentage change in institutional ownership fraction. 

Significant evidence show that firms lose fractions of institutional ownership in 

the two years prior to forced turnover to a greater extent than firms with voluntary 

turnovers. Forced CEO turnover firms experience on average 6,22% decrease in 

institutional ownership fraction in the two years prior to turnover with the greatest 

decrease appearing in the quarters immediate prior to turnover. T-statistics show 

that this decrease is significantly more negative than the change of voluntary 

sample. There is weak evidence of difference between the forced and the control 

sample indicating 
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 that changes can be due to industry movements.  

Panel C reports the change in number institutional shareholders and no 

statistically evidence show that firms experience any particular changes in the two 

years prior to forced turnover. In contrast, sample of control and voluntary 

turnovers experience a significant increase in all quarters resulting in an equality 

test showing a strong significant difference between forced and voluntary, and 

forced and control sample in both two years prior to turnover and in the quarters 

immediate after to turnover.  

  From Table 2, we see that institutional investors sell shares prior to forced 

turnover to a greater extent than voluntary turnovers. They also experience 

significant decrease in market performance. Number institutional shareholders are 

on a steady level prior to forced turnover, that can be caused by a combination of 

reluctant new institutional investors and institutional selling without selling off.  

  

5. Possible reasons why institutional shareholders sell 
 

We have introduced three possible hypotheses why institutional 

shareholders sell shares prior to forced turnover (momentum trading, favor of 

more prudent securities and better information). We also check for window 

dressing. 

5.1 Momentum trading 
We test whether there exists evidence of momentum trading prior to forced 

turnover beyond the level of general market trends by examining abnormal 

changes in institutional ownership. We estimate abnormal changes in institutional 

fraction and abnormal change in number institutional shareholders for each firm-

specific quarter, using S&P 500 in the respective quarters as a benchmark. To 

create a benchmark, we run the following cross-sectional panel regression for 

S&P 500 with ∆ indicating change: 

∆ 𝑖𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛𝑎𝑙 𝑜𝑤𝑛𝑒𝑟𝑠ℎ𝑖𝑝𝑖,𝑡 =  𝛼𝑡 +  𝛽𝑡(𝑟𝑒𝑡𝑢𝑟𝑛𝑖,𝑡) + 𝜀𝑖,𝑡   

The change in number institutional investors on the quarterly return and the 

change in institutional ownership fraction on the quarterly return for the respective 

quarters. We run this regression for every 16 quarters and use the average 

intercept and slope coefficient to further calculate the estimated abnormal change 

in institutional ownership. In these regressions, the average intercept represents 

09902900944157GRA 19502
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the general market-change in institutional ownership, both by the number of 

investors and by fraction of shares held by institutions. The average slope 

coefficient represents the general relationship between quarterly changes in 

institutional ownership and contemporaneous return. The average coefficients 

from the cross-sectional panel regressions are found in Table 3, Panel A.  

  We calculate the estimated change in institutional ownership for the 

forced, voluntary and control turnover sample by applying the same regression for 

these samples and the results from Panel A. The residuals are used as a measure of 

quarterly abnormal change in institutional ownership and are summed to reflect 

longer time-periods. Panel B and C, in Table 3 report the mean residuals from the 

regression above for the forced turnover sample, the voluntary turnover sample 

and the control sample, and constitutes the mean abnormal change in institutional 

ownership. In Panel B, we find that the forced turnover sample experience 

significant negative abnormal change throughout the 4-year period we examine 

around turnovers, with a highly significant (1% level) -22,91% abnormal change 

in number of institutional investors in the quarters preceding CEO turnover. In 

contrast, the control sample shows no abnormal change except being slightly 

positive. The voluntary turnover sample exhibits a slight negative abnormal 

change before turnover, but not close to the levels observed in the forced sample. 

For the voluntary sample we see no abnormal change prior to turnover. 

  In Panel C, we find the same trend as in Panel B for forced sample, with 

negative mean abnormal change in institutional ownership two years prior to 

turnover. In contrast, the negative trend in institutional ownership for the 

voluntary turnover sample is much more similar to forced turnover.  

When we compare the mean abnormal changes in ownership in Table 3 to the 

nominal change we observed in Table 2, we find that for the forced turnover 

sample there is a big difference in the change in number of institutional investors, 

-1,15% in nominal change against -22,91% in abnormal change in the quarter 

prior to turnover. 

The difference also holds true when examining institutional ownership fractions, 

only reverse from number institutions, nominal change in fraction show larger 

change than abnormal change.  
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These results suggest that the relationship between returns and changes in 

institutional ownership have a lesser effect than the general increase in 

institutional ownership. In other words, the intercept value is larger than the 

product of the coefficients and respective quarterly returns. 

Positive relationship between institutional ownership and return suggest that there 

is a level of momentum trading in institutions. Some institutions sell off their 

positions in these firms because of poor performance, which can somewhat be 

explained by momentum trading. The same seems to be true of companies who 

experience voluntary turnovers but to a lesser degree. This evidence support H1, 

that institutions are momentum traders. However, large differences between 

abnormal change and nominal change in institutional ownership reflects that this 

relationship cannot fully explain the institutional selling.  

5.2 Window dressing  

Bildersee & Kahn, (1987) proposes “window-dressing” as an explanation for 

institutional selling. They suggest that buy and sell decisions are affected by end-

of quarter reporting requirement. Applying the same methodology as (Parrino et 

al., 2003), we test for the possibility of window dressing as an explanation for 

institutional trading. We test the null hypothesis that the three first quarters equals 

the end quarter for all three samples and find low significant results that there 

exist any differences. Appendix 1, report significant difference in the change in 

institutional ownership between the end-quarter and the three first quarters for 

forced sample as the only result supporting the hypothesis. No variables in the 

voluntary or control sample showed any support of “window-dressing”. However, 

we know from previous results that forced turnover firms suffer more from bad 

performance than voluntary and control samples and would subsequently become 

a more likely subject of “window-dressing”. These findings indicate that 

institutions sell shares of forced turnover firms to a greater extent in the end-

quarter than in the three first quarters and give some support of the hypothesis.    

5.3 Desire to hold more prudent stocks 

We test H2, that institutions sell prior to forced turnover because they favor more 

prudent securities by examining dividends and volatility in share prices. We test 

whether firms who pay dividends experience less institutional selloffs than firms 
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who do not pay dividends. Some institutions have restrictions on firms they are 

allowed to invest in based on the dividend policy of those firms, or rather whether 

or not they pay dividends. These restrictions are usually based on the institutions 

own investment policy. To uncover whether firms with dividend payments 

experience fewer selloffs, we separated the dividend paying firms from the non-

dividend paying ones. Next, we compare the aggregate changes in institutional 

ownership over the year directly preceding the turnover date between dividend 

paying and non-dividend paying firms. The results are reported in Table 4. Panel 

A reports the average market adjusted abnormal return for each sample preceding 

turnover. The last two rows show the null hypothesis that the forced and control 

sample and the forced and voluntary sample have equal means. The last column 

show the t-values for a t-test of differences in mean for the null hypothesis that the 

mean for dividend paying firms are equal to the means of non-dividend paying 

firms. 

Table 4      
Institutional ownership changes in the year preceding turnover sorted by if the company pays 
dividends or not. T-statistics form the null-hypothesis that the mean equal zero is reported in 
parenthesis. T-statistics from the equality test that dividend paying firms equals no dividend 
paying firms are shown under t-statistics in the right column. For forced turnover sample, 
there are 18 dividend-paying firms and 32 non-dividend paying firms. For voluntary turnover 
sample, there are 69 dividend paying firms and 56 non-dividend paying firms, and for control 
sample there are 17 and 16 respectively.   

 
Panel A: mean market-adjusted compounded abnormal return 
 Dividend No Dividend t-statistic H0: dividend = no 

dividend 

Forced -3,28 
(-2,07)* 

-6,37 
(-3,68)*** 

1,21 

Control 1,65 
(1,41) 

-1,05 
(-0,63) 

1,32 

Voluntary -0,12 
(-0,17) 

-2,95 
(-1,76)* 

1,67* 

H0: forced=control -2,50** -2,09**   

H0: forced=voluntary -1,94** -1,31   

 

 
Panel B: mean change in number of institutional investors holding shares 
 Dividend No Dividend t-statistic H0: dividend = no 

dividend 

Forced -8,36 
(-1,41) 

5,82 
(1,53) 

-2,10** 

Control 10,63 
(2,77)** 

8,17 
(2,75)** 

0,51 

Voluntary 7,96 
(4,93)*** 

3,36 
(1,84)* 

1,89* 

H0: forced=control -2,70** -0,42   

H0: forced=voluntary -3,75*** 0,65   
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Panel C: mean percentage change in institutional ownership fraction 
 Dividend No Dividend t-statistic H0: dividend = no 

dividend 

Forced -0,33 
(-0,66) 

0,79 
(1,20) 

-1,35 

Control 0,33 
(0,96) 

1,03 
(0,98) 

-0,63 

Voluntary 0,12 
(0,47) 

0,64 
(1,38) 

-1,03 

H0: forced=control -1,09 -0,22   

H0: forced=voluntary -0,80 0,20   

     

 
Panel D: mean abnormal change in number institutional investors 
 Dividend No Dividend t-statistic H0: dividend = no 

dividend 

Forced -14,64 
(-2,57)** 

-3,86 
(-1,97)* 

-2,16** 

Control 10,63 
(2,66)** 

7,82 
(2,55)** 

0,55 

Voluntary 1,29 
(0,81) 

-3,27 
(-1,84)* 

1,92* 

H0: forced=control -3,59*** -3,32***   

H0: forced=voluntary -3,77*** -0,21   

     

 
Panel E: mean abnormal changes institutional ownership fraction 

 Dividend No Dividend t-statistic H0: dividend = no 
dividend 

Forced -1,03 
(-1,99)* 

0,02 
(0,03) 

-1,26 

Control 0,04 
(0,06) 

1,25 
(1,09) 

-0,88 

Voluntary -0,49 
(-2,02)** 

-0,23 
(-0,47) 

-0,51 

H0: forced=control -1,17 -1,10   

H0: forced=voluntary -0,97 0,32   

* indicates statistically significant at the 10% level; ** at the 5% level and *** at the 1% level 

 

The forced samples have significantly lower performance than the control sample 

(5% level) but we only register significant lower performance against the 

voluntary for the dividend paying group. We register significant difference 

between dividend paying and non-dividend paying groups in the voluntary sample 

but not in the forced or control samples. This might be due to a low number of 

dividend paying firms. Panel B and C, in Table 4 report the raw number change in 

number institutional shareholders and the percentage change in institutional 
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ownership fraction respectively. We observe a difference in that dividend paying 

firms have a significantly higher degree of institutional selloffs than can be 

observed in the non-dividend paying firms in the forced sample. The same is true 

of the mean abnormal changes in number institutional shareholders in Panel D 

and E. We find no indication that the is a difference in either nominal or abnormal 

change of institutional fraction between dividend and no-dividend paying firms. In 

the voluntary turnover sample, the effect of dividends appears to be the reverse 

from what we found in the forced sample, but also significant although the 

difference between forced and voluntary samples are only significant for dividend 

paying group. Between the forced and control samples the difference in abnormal 

change in number of institutional owners are highly significant while only 

significant for the dividend paying group when estimating raw change in the 

number of institutional shareholders. These results show scant indications and 

provide poor evidence of non-dividend paying firms experience more selling than 

dividend-paying firms to support for H2. As another test for H2, we test 

differences in volatility of daily returns.   

  Table 5 reports the standard deviation of daily return for each quarter in 

the two years prior and after turnover. In the two last columns is the t-statistics 

from the null hypothesis that the forced turnover sample equals voluntary and 

control sample in means. The forced turnover sample experience significantly 

more volatile share prices than voluntary and control sample. The volatility in the 

forced turnover date increase along as time approaches turnover date, followed by  

Table 5 
Standard deviation of daily return. We compute standard deviation of daily return for each 
quarter. The three first columns reports the mean standard deviation for each sample. The 
two last columns report the t-statistics from the null hypothesis that the forced turnover 
sample, control and voluntary sample respectively differ in means.    

Quarter Forced  
N = 37 

Control 
N=35 

Voluntary 
N=120 

H0: forced = 
control 

H0: forced = 
voluntary 

t = - 7 2,52 1,77 1,70 1,94* 3,28*** 
t = - 6 2,46 1,73 1,79 2,43** 2,53** 
t = - 5 2,03 1,53 1,75 2,08** 1,32 
t = - 4 2,24 1,72 1,83 1,77* 1,70* 
t = - 3 2,24 1,83 1,84 1,70* 1,91* 
t = - 2 2,62 1,63 1,73 2,60** 2,91*** 
t = - 1 2,23 1,63 1,60 2,84*** 3,65*** 
t = 0 2,70 1,89 1,73 2,25** 4,04*** 
t = 1 2,17 1,59 1,80 2,40** 1,54 
t = 2 2,07 1,74 1,63 1,46 2,02** 
t = 3 2,50 1,90 1,73 2,08** 3,56*** 
t = 4 2,57 1,64 1,56 2,75*** 4,46*** 
t = 5 2,38 1,79 1,62 1,99** 3,27*** 
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t = 6 2,40 1,76 1,65 2,45** 3,10*** 
t = 7 2,19 1,55 1,80 2,27** 1,09 
t = 8 2,16 1,56 1,77 2,66*** 1,05 
      

* indicates statistically significant at the 10% level; ** at the 5% level and *** at the 1% level 

 

decrease in volatility in the quarters after. Quarter 0, the quarter that the turnover 

appears, is the quarter with highest volatility in the event window. These findings 

support the previously discussed results with strong negative movements in 

market-adjusted compounded abnormal return.  This also lends some support to 

the hypothesis that some institutional investors sell because they prefer holding 

more prudent securities. 

5.4 Institutional investors are better informed  

(Parrino et al., 2003) report evidence that the share of institutions who decrease 

their holdings, differ between type and size of institutions and find evidence that 

large institutions sell to a greater degree than small institutions. They use these 

findings to support the information-hypothesis on why institutions sell. We cannot 

conduct empirical test for different types of investors because of limited 

availability of necessary data. However, without further evidence, we discuss the 

hypothesis that institutional investors are better informed by examining the 

number change of institutional investors.  

From previous reporting, we showed that the institutional ownership 

fraction decreases in the two years prior to forced turnover, and the opposite that 

individual or private ownership fraction increase in the same period. This, 

followed by a three-year period of negative abnormal return suggests that 

institutions are better informed than individual investors. In addition, as the total 

number institutional investors increase prior to forced turnover, the institutional 

ownership fraction declines. If H3 are accurate, that institutional investors sell 

because they are better informed, this relationship would imply that there also 

exist differences in information between types of institutional stakeholders. In 

appendix 2, we have gathered results from Table 2 and combined it with mean net 

existing institutional buyers and sellers to better illustrate the reasoning. Mean net 

existing institutional buyers and sellers is simply calculated by taking the 

difference between existing institutional shareholders that increase their holdings 

and institutional investors that reduce their holdings without selling off. We see 

that the net number of existing institutional investors that change position is 

09902900944157GRA 19502



 

20 

 

heavily negative compared to the slightly positive change in total number 

institutional shareholders prior to forced turnover. This, while the overall 

institutional ownership fraction decrease, would imply that larger positions are 

reduced and that there is an increase of institutions holding smaller sakes in forced 

turnover firms prior to turnover. This relationship, followed by negative abnormal 

return, indicate that institutional investors that hold large stakes in forced turnover 

firms are better informed than those institutions that hold small stakes. However, 

we cannot from this reasoning prove support that there exist any informational 

differences between institutional investors, but relationships between fraction and 

number institutions points to this suggestion. This reasoning is supported by (Ali, 

Klasa, & Zhen Li, 2008) which suggest that institutional investors with medium 

stakes are better informed than institutions holding smaller stakes around earning 

announcements because they have higher incentives to develop private 

predisclosure information and trade on it. They suggest medium institutional 

stakeholders to account for better informed trades because holding large positions 

follow restrictions against trading on this type of information.   

5.5 Explanatory power 

Finally, we run a simple OLS regression in the two years prior to CEO-turnover, 

using the explanatory variables we have previously tested, with nominal and 

abnormal change in institutional ownership (both change in the number of 

institutional and the change in ownership fraction) to check the explanatory power 

of these variables. The results are reported in Table 6. The explanatory variables 

we use in the regression are company size (log of market capitalization), abnormal 

return and whether the sample firms pay dividends (dummy variable that is 1 if 

the company pays dividends, 0 otherwise). Included are also dummy variables for 

the control sample and voluntary CEO turnover sample (1 if the company in 

question is from the control sample, 0 otherwise). The same goes for the voluntary 

turnover sample. If these two dummy variables are significant, it indicates that the 

explanatory variables we use in the OLS regression cannot fully explain the 

change in institutional ownership. Since we include a number of variables, we will 

measure explanatory power by adjusted 𝑅2
. As seen in Table 6, we have no 

significant results when running the regression against nominal change in 

institutional ownership fraction and we also observe a very low adjusted 𝑅2
, 

below 1%. When running against abnormal change in ownership fraction we 

09902900944157GRA 19502



 

21 

 

observe significant values for the control dummy variable and the abnormal 

return. We also have a much higher 𝑅2
 of 4%. For both nominal and abnormal 

change in the number of institutional investors we observe highly significant 

results for the control dummy variable 13,47 (2,55) and 20,34 (3,81) respectively. 

The voluntary dummy variable shows significant results for the abnormal change 

but not for the nominal change. The abnormal change also shows significant 

values for its constant. The last significant variable we find is abnormal return 

with highly significant values of 29,79 (4,56) and 21,89 (3,34) for nominal and 

abnormal change respectively. For these two dependent variables we have, for 

nominal change, 11,27% adjusted 𝑅2
, and for abnormal change 10,52% adjusted 

𝑅2
. 

 

Table 6 
Here we run four simple OLS regression in the two years prior to CEO turnover with the 
dependent variables being nominal and abnormal change in number of institutional shareholders 
and ownership fraction. The independent variables are log of market capitalization, abnormal 
return, a dummy for dividend paying companies, a dummy for each of the control and voluntary 
samples. 

Explanatory 
variable 

Dependent variable 

 Change in 
number 
institutional 
shareholders 

Change in 
institutional 
ownership 
fraction 

Abnormal 
change in 
number 
institutional 
shareholders 

Abnormal 
change in 
institutional 
ownership 
fraction 

Constant -2,91 
(-0,42 

0,09 
(0,88) 

-11,47* 
(-1,66) 

-0,01 
(-0,66) 

Control sample 
dummy 

13,47** 
(2,55) 

0,05 
(0,64) 

20,34*** 
(3,81) 

0,03** 
(2,17) 

Voluntary sample 
dummy 

6,6 
(1,61) 

0,06 
(0,94) 

7,08* 
(1,72) 

0,01 
(1,08) 

Log Market cap 0,59 
(0,3) 

-0,08 
(-1,05) 

0,95 
(0,48) 

-0,01 
(-0,5) 

Dividend paying 
dummy 

-0,99 
(-0,25) 

-0,01 
(-0,25) 

-2,07 
(-0,52) 

0,01 
(0,45) 

Abnormal return 29,79*** 
(4,56) 

-0,02 
(-0,25) 

21,89*** 
(3,34) 

0,051*** 
(2,66) 

N 206 206 206 206 
Adjusted 𝑅2 0,1127 -0,0092 0,1052 0,0401 
     

* indicates statistically significant at the 10% level; ** at the 5% level and *** at the 1% level 

 

The results of these regression support earlier findings that abnormal return has 

positively impact on nominal and abnormal change in institutional ownership. It 

strongly supports the hypothesis that institutions are momentum traders and is 

consistent with Lowenstein, (1988) suggesting that institutions are short-term 
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investors. We have significant values for the control and voluntary dummies 

indicating that abnormal return alone (or with the other variables as well) cannot 

fully explain the change in institutional ownership. The significant control dummy 

capture that forced turnover firms suffer more decline or not as much increase in 

institutional ownership than its industry does. In addition, voluntary dummy 

variable indicates that there is a difference in change of number institutional 

shareholders holding the security prior to CEO-turnover in which case the 

turnover is voluntary. That is, voluntary turnover firms experience higher positive 

number change in number institutional shareholders than forced turnover firms do 

prior to CEO-turnover. 

 

6. Conclusion 
 

We investigate whether institutions sell their holdings leading up to forced CEO-

turnover and why they might sell by studying institutional ownership around 

forced CEO-turnover. There is some evidence to support the theory that 

institutional investors sell when dissatisfied with management of companies they 

hold positions in. We find evidence of institutional investors engaging in 

momentum trading selling to private investors, institutional investors favor more 

prudent stocks in terms of avoiding securities suffering from poor performance 

and high volatility in share prices, and indications that some of this ownership 

change can be due to better information. The results show a shift in shareholder 

composition, lessening institutional ownership prior to forced turnover in favor of 

non-institutional investors. 

09902900944157GRA 19502



i 
 

 

References 
 

Ali, A., Klasa, S., & Zhen Li, O. (2008). Institutional stakeholdings and better-

informed traders at earnings announcements. Journal of Accounting and 

Economics, 46(1), 47–61. https://doi.org/10.1016/j.jacceco.2008.06.001 

Becht, M., Franks, J., Mayer, C., & Rossi, S. (2009). Returns to Shareholder 

Activism: Evidence from a Clinical Study of the Hermes UK Focus Fund. 

The Review of Financial Studies, 22(8), 3093–3129. 

https://doi.org/10.1093/rfs/hhn054 

Bildersee, J., & Kahn, N. (1987). A Preliminary Test of the Presence of Window 

Dressing: Evidence from Institutional Stock Trading. Journal of 

Accounting, Auditing & Finance, 2(3), 239–256. 

Carleton, W. T., Nelson, J. M., & Weisbach, M. S. (1998). The Influence of 

Institutions on Corporate Governance through Private Negotiations: 

Evidence from TIAA-CREF. The Journal of Finance, 53(4), 1335–1362. 

https://doi.org/10.1111/0022-1082.00055 

Denis, D. J., Denis, D. K., & Sarin, A. (1997). Ownership structure and top 

executive turnover. Journal of Financial Economics, 45(2), 193–221. 

https://doi.org/10.1016/S0304-405X(97)00016-0 

Edmans, A., & Manso, G. (2011). Governance Through Trading and Intervention: 

A Theory of Multiple Blockholders. The Review of Financial Studies, 

24(7), 2395–2428. https://doi.org/10.1093/rfs/hhq145 

Keasey, K., Thompson, S., & Wright, M. (2005). Corporate Governance: 

Accountability, Enterprise and International Comparisons. John Wiley & 

Sons. 

09902900944157GRA 19502



 

ii 

 

Levit, D. (2014). Soft Shareholder Activism (SSRN Scholarly Paper No. ID 

2081859). Rochester, NY: Social Science Research Network. Retrieved 

from https://papers.ssrn.com/abstract=2081859 

Lowenstein, L. (1988b). What’s wrong with Wall Street: short-term gain and the 

absentee share holder. Reading, Mass: Addison-Wesley. 

McCAHERY, J. A., Sautner, Z., & Starks, L. T. (2016). Behind the Scenes: The 

Corporate Governance Preferences of Institutional Investors. The Journal 

of Finance, 71(6), 2905–2932. https://doi.org/10.1111/jofi.12393 

Nofsinger, J. R., & Sias, R. W. (1999). Herding and Feedback Trading by 

Institutional and Individual Investors. The Journal of Finance, 54(6), 

2263–2295. https://doi.org/10.1111/0022-1082.00188 

Parrino, R., Sias, R. W., & Starks, L. T. (2003). Voting with their feet: 

institutional ownership changes around forced CEO turnover. Journal of 

Financial Economics, 68(1), 3–46. https://doi.org/10.1016/S0304-

405X(02)00247-7 

Ross, S. A. (1973). The Economic Theory of Agency: The Principal’s Problem. 

American Economic Review, 63(2), 134–139. 

 

09902900944157GRA 19502



iii 
 

 

appendix  

A
p

p
en

d
ix

 
A

p
p

en
d

ix
 1

  
A

p
p

en
d

ix
 1

 r
ep

o
rt

s 
ab

n
o

rm
al

 r
et

u
rn

, c
h

an
ge

 in
 in

st
it

u
ti

o
n

al
 o

w
n

er
sh

ip
 f

ra
ct

io
n

 a
n

d
 a

b
n

o
rm

al
 c

h
an

ge
 in

 in
st

it
u

ti
o

n
al

 o
w

n
er

sh
ip

, c
h

an
ge

 in
 n

u
m

b
er

 in
st

it
u

ti
o

n
s 

an
d

 
ab

n
o

rm
al

 c
h

an
ge

 in
 n

u
m

b
er

 in
st

it
u

ti
o

n
s 

fo
r 

fo
rc

ed
 t

u
rn

o
ve

r 
sa

m
p

le
. I

n
 f

o
rc

ed
 t

u
rn

o
ve

r 
sa

m
p

le
 t

h
er

e 
is

 4
 t

u
rn

o
ve

rs
 in

 t
h

e 
fi

rs
t 

q
u

ar
te

r,
 1

6
 in

 t
h

e 
se

co
n

d
, 1

7
 in

 t
h

e 
th

ir
d

 a
n

d
 

1
5

 in
 t

h
e 

la
st

 q
u

ar
te

r 
o

f 
th

e 
fi

sc
al

 y
ea

r.
 T

h
e 

fi
rs

t 
th

re
e 

q
u

ar
te

rs
 is

 c
al

cu
la

te
d

 b
y 

ta
ki

n
g 

th
e 

av
er

ag
e 

ch
an

ge
 o

f 
th

re
e 

fi
rs

t 
q

u
ar

te
rs

 a
n

d
 e

n
d

-q
u

ar
te

r 
is

 c
al

cu
la

te
d

 t
ak

in
g 

th
e 

av
er

ag
e 

ch
an

ge
 a

cc
ru

in
g 

in
 e

n
d

-q
u

ar
te

r.
 T

h
e 

la
st

 c
o

lu
m

n
 r

ep
o

rt
s 

th
e 

n
u

ll 
h

yp
o

th
es

is
 t

h
at

 t
h

e 
fi

rs
t 

th
re

e 
q

u
ar

te
rs

 a
n

d
 t

h
e 

en
d

 q
u

ar
te

r 
h

av
e 

eq
u

al
 m

ea
n

s.
 F

o
r 

vo
lu

n
ta

ry
 a

n
d

 
co

n
tr

o
l s

am
p

le
, w

e 
fi

n
d

 n
o

 s
ig

n
if

ic
an

t 
re

su
lt

s 
an

d
 is

 n
o

t 
re

p
o

rt
ed

. 

 
 

 
 

Fo
rc

ed
 N

=5
2

 
Fi

rs
t 

th
re

e 
q

u
ar

te
rs

. 
En

d
-q

u
ar

te
r 

𝐻
0

: E
n

d
-q

u
ar

te
r 

= 
Fi

rs
t 

th
re

e 
q

u
ar

te
r 

A
b

n
o

rm
al

 r
et

u
rn

 (
%

) 
-6

,6
 

-8
,5

2
 

0
,5

4
 

C
h

an
ge

 in
 n

u
m

b
er

 in
st

it
u

ti
o

n
s.

 
1

,5
2

 
-6

,4
1

 
-1

,1
7

 

A
b

n
o

rm
al

 c
h

an
ge

 in
 n

u
m

b
.in

st
. 

-7
,7

0
 

-9
,3

6
 

-0
26

 
C

h
an

ge
 in

 in
st

. O
w

n
er

sh
ip

 (
%

) 
0

,7
4

 
-0

,8
1

 
-1

,6
8

*
 

A
b

n
o

rm
al

 c
h

an
ge

 in
 in

st
.o

w
n

. (
%

) 
-0

,0
8

 
-1

,0
6

 
-0

,7
0

 
 

 
 

 

 
 

 
 

 
 

 
 

 
 

 
 

A
p

p
en

d
ix

 2
 

A
p

p
en

d
ix

 2
 r

ep
o

rt
s 

ch
an

ge
 in

 t
o

ta
l n

u
m

b
er

 in
st

it
u

ti
o

n
al

 s
h

ar
eh

o
ld

er
s,

 m
ea

n
 n

et
 e

xi
st

in
g 

b
u

ye
rs

 a
n

d
 s

el
le

rs
, c

h
an

ge
 in

 in
st

it
u

ti
o

n
al

 o
w

n
er

sh
ip

 f
ra

ct
io

n
 f

ro
m

 T
ab

le
 2

, P
an

el
 B

 
an

d
 a

b
n

o
rm

al
 r

et
u

rn
 f

ro
m

 T
ab

le
 2

, P
an

el
 A

 f
o

r 
fo

rc
ed

 t
u

rn
o

ve
r 

sa
m

p
le

. M
ea

n
 n

et
 e

xi
st

in
g 

b
u

ye
rs

 a
n

d
 s

el
le

rs
 is

 t
h

e 
n

et
 o

f 
ex

is
ti

n
g 

in
st

it
u

ti
o

n
al

 in
ve

st
o

rs
 t

h
at

 in
cr

ea
se

 t
h

ei
r 

ex
is

ti
n

g 
h

o
ld

in
gs

 a
n

d
 in

st
it

u
ti

o
n

s 
th

at
 r

ed
u

ce
 t

h
ei

r 
h

o
ld

in
g 

w
it

h
o

u
t 

se
lli

n
g 

o
ff

 a
ll 

th
ei

r 
sh

ar
es

. T
h

e 
la

st
 t

w
o

 v
ar

ia
b

le
s 

ar
e

 d
es

cr
ib

ed
 p

re
vi

o
u

s 
in

 t
h

e 
th

es
is

 in
 T

ab
le

 2
.  

 

N
u

m
b

er
 o

b
se

rv
at

io
n

s 
36

 
30

 
45

 
48

 
49

 
46

 
45

 
46

 
33

 
P

er
io

d
s 

-7
 t

h
ru

 0
 

-7
 t

h
ru

 -
4

 
-3

 t
h

ru
 -

2
 

-1
 t

h
ru

 0
 

1
 t

h
ru

 2
 

3
 t

h
ru

 4
 

5
 t

h
ru

 8
 

1
 t

h
ru

 8
 

-7
 t

h
ru

 8
 

C
h

an
ge

 in
 n

u
m

b
er

 in
st

it
u

ti
o

n
al

 s
h

ar
eh

o
ld

er
s 

1
,3

3
 

4
,1

1
 

2
,4

3
 

-1
,1

5
 

0
,6

8
 

-2
,4

2
 

4
,6

9
 

1
,5

7
 

1
,9

3
 

M
ea

n
 n

et
 e

xi
st

in
g 

b
u

ye
rs

 a
n

d
 s

el
le

rs
 

-2
3

,5
0

 
-2

3
,5

0
 

-1
8

,4
8

 
-2

8
,5

2
 

-2
4

,1
2

 
-1

6
,5

6
 

-1
6

,2
5

 
-1

8
,4

3
 

-2
0

,8
8

 

In
st

it
u

ti
o

n
al

 o
w

n
er

sh
ip

 (
%

) 
-6

,2
2

 
-4

,0
4

 
-4

,4
1

 
0

,3
7

 
-1

,7
5

 
0

,7
7

 
-1

,3
1

 
-1

,0
5

 
-3

,8
1

 

A
b

n
o

rm
al

 r
et

u
rn

 
-2

1
,9

0
 

1
0

,0
3

 
-9

,8
1

 
-1

2
,2

0
 

-9
,8

3
 

-6
,2

0
 

-7
,4

9
 

-2
0

,9
6

 
-2

1
,9

4
 

 

09902900944157GRA 19502


