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< Abstract >

CEO Tenure and Performance in Korea's Securities Industry

A chief executive officer (CEO) is a firm's ultimate decision
maker and i1s responsible for developing and executing corporate
strategy and allocating resources consistent with strategic direction.
In addition, the CEO acts as an agent for shareholders, the
principals of the firm, with the authority to make decisions that are
in the best interests of shareholders. Therefore, it is one of the
most crucial decision in a firm as well as the core duties of the
firm's controlling shareholder and board of directors to appoint a
competent CEO who can develop and implement the right strategy
for the firm, to timely replace an incompetent CEO, and to provide

reasonable remuneration.

The importance of the CEO is no exception to the securities
industry. In order for Korea's securities industry to advance to a
higher level with global competitiveness, it is essential to have a
CEO who can establish a management strategy to achieve the
vision of the firm and consistently pursue the strategy over a long

period of time.

Based on this motivation, this report is prepared with the
following objectives. First, in order to obtain accurate description
of CEO appointment, tenure and turnover (replacement) in Korea's
securities industry, we collect and analyze related statistics.
Second, we analyze the relationship between CEO tenure and
performance. Third, we examine the efficiency of CEO selection
and turnover in domestic securities firms, ie, whether a competent

CEO 1is appointed, and whether CEO turnover reflects management
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performance. And we draw some implications from these results.

The 'two to three year tenure' of professional CEOs (those who
are not controlling shareholders) appears to be the norm in the
domestic securities industry, and this tenure is shorter than that of
major investment banks and securities firms CEOs in the US and
Japan. However, while short-tenure CEOs with two to three year
tenure account for a large proportion, at the same time, there are

some long-tenure CEOs with tenure longer than six years as well.

Long-tenure CEOs generally showed better performance than
short or mid-tenure CEOs, and their performance improved steadily
as the vyear progressed. In addition, the effect of long-term
management performance on CEO turnover decision was not
significant. This suggests that CEO turnover in domestic securities
industry does not have the effect as discipline (corporate
governance) mechanism. And the week relationship between
management performance and CEO turnover decision is more
apparent in securities firms whose controlling shareholders also
have a significant stake in other industry (securities firms belonged
to business groups, for instance). This suggests that group
situations other than CEOs’ management performance may have
been taken into consideration in CEO turnover decision in those

securities firms.

The results of this report provide some implications for the
tenure, appointment and turnover of CEOs of domestic securities
firms. First, the rigid framework of 'two to three year tenure’
causes some problems. At present, many CEOs of securities firms
have to leave the CEO position before producing visible results
from their own management strategy reflecting their vision and

philosophy due to their short tenure, and their successor must start

- xil -




again from the scratch. The absence of investment for long-term
capacity accumulation such as differentiated services or networks
of securities firms is likely due to the short tenure of the CEO.
The unique capacity of a securities firm to differentiate itself from
other firms can be achieved when a consistent management
strategy is pursued over a long period of time. Therefore, the
practice of replacing CEOs every two or three years needs to be

changed.

The superior performance of long—tenure CEOs can be attributed
to the fact that a good candidate with excellent management
expertise has been appointed to the CEO and that controlling
shareholders gave him trust and opportunity. In other words, an
effective CEO selection process is an important precondition for

producing a successful long—tenure CEO.

During two to three years immediately after the CEO is
appointed, the performance of the CEO may be influenced by the
legacy of his predecessor, including the management activities and
organizational structure. In addition, it takes time for new
management strategies to be recognized in the market. For this
reason, it may be very difficult or even undesirable to evaluate the
CEO with the performance of two or three year period right after
his appointment. At the same time, however, the CEO turnover
policy is an important discipline mechanism that induces the CEQO's
best efforts. In summary, securities firms should wait patiently
during the early period of their CEOs’ tenure, and after that, they
should establish a solid CEO turnover policy based on their

performance and encourage CEOs to exert their full potential.
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14) CEO9] w7 Ay B $93F o|fFrEA wr7|dAF9(short-termism)e] A7}
Ao, FaA2YS HIES vm 7|geA AHAH R A A o] gt Azt A=
2008 F§A712 2D A0l stz WAATIE ARSIE ol
gy v= 7199 A @7I94FY7E CEO9 AR AR w@rAde wE
A7k opel Ao WAARS Eraks ARED el g
A (Asker et al., 2015; Bernstein, 2015; Ferreira et al., 2014)% 3}o}% 11
Sith= AelA S FAYIE okrel Aol7t 2l
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Aol A 7Hg diaEA Q1 m e A4 AdA] et & 5 AT

2 Ao M= B AA AR 723 AR ERE FAFEReturn on
Assets: ROA)T} 7] A=) & (Return on Equity: ROE)S, A7 ol 7] %3k
AR EEE 2 SUIAE T 2 FA Y FYES ARSI 2 Ao #A2
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E l-1> 3 SAHS|AI M F CEO Me7|z7HE
=X ROA / =3 ROE &=
(291 %)

D E R EE
Lt -0.33 0.03 0.27
2 Ak -9.31 -7.33 -5.79
9%k -0.18 0.01 -0.01
Holwk 5.31 9.69 4.97
Ext 1.70 2.19 2.25
1t 0.16 0.61
H 7k -6.31 -4.62
9%k -0.06 0.62
F o 3k 3.96 6.54
XAzt 1.60 2.06
it 1.54
H 2k -1.70
9%k 0.96
H ol #k 6.44
X+t 1.89
H -1.11 0.16 2.43
Ak -28.02 -16.70 -17.30
Rk -0.27 -0.05 0.80
H gk 15.02 24.31 17.27
XA} 6.51 6.05 8.86
Lt 0.24 3.87
H a gk -23.07 -9.55
=91 %k 0.36 0.96
= o ¢k 9.15 36.79
XAt 5.36 9.79
Lt 3.51
H 23k -4.53
T4 2.29
= o ¢k 23.76
Fxa4 5.76
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TFAA R A i i SHSALY] AR T2 E(Rate of
Return: RET)S H-f7]7H=25(buy—and-hold return)oll 2]3}e] AAka}bar,
g FASA FAGFEY FH(EAY REDS AHtste] ‘24 RET'E
Tt aglal § A=Y 24 RET CEO9 w2 <o =74
ROA / 27 ROE &A1 eA 9} vp7kA &2 1 3|AAE 5 CEO Ad7]|1ke]
97 o] dRIA ] ARE V|FEO R o]Fo| AL

GE M-2>+ <F -3 vz 2 4 g% CEOE A olAF-H
g7 9] AQ)7Izke] 3y o3kl F (1A 39 Z23~6d o]3dl
OFEFE7IAY), 69S xoete] AlQdetal v IE(EVIAID SR UL,
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A FE3AFe] =4 RET B¥E HojFa it}

%74 ROA / 24 ROE #412 A7k @7 B943 11 #AE
F= W, 24 RET 48 CEOZF Z714 4 &8 x4 -9l
.

o}
o 52 aaHoR FAsEAd e Ao Bhe
% v

M

o S

Bl WA= Qs HoFErh CEO7E @] A 401] Az okaL
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7t el gD skl & J1zkel7] By Aow
AZrEY,

<E llI-2> 34 ZHSA

(291 %)

o) A 71 A Y 71 A

H+t 0.0 6.9 2.1

. éji%} -61.1 -49.7 -56.9
1~343 ki) -2.4 1.2 -2.8
Holwk 75.2 123.8 65.3

FFAx} 23.6 28.6 33.1

Bt 2.5 10.8

49! éji%} -59.4 -85.8
465 ERuki) -3.3 1.2
o ¢k 72.6 182.7

FF=Ax} 23.4 44.3

At 15.5

. A24l =

- 5 .

TAAECIF 113.2
XA} 32.8

w3 AY7Ibe] Aeha4s 47149 CE0Sl 24 RET/E 342 =
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Aol 743t U—}E‘r CEO<] Oﬂa‘ﬁol X*XPE CEWW 7“3 defol M <]
| Al ket Aol wek A5 G488 717 571l
s 7] M Aes ®Bld g o= A7|AY CEOE°] &7]4
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CEO2] A|A717t} g2} 7he] Aol gt dRigFitAol o]o] o]&
Ho} AAIA R AuRrT] fste] & - AR S|
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0o] & fupAgo|t}, w72 ‘T [A7] 1 AY

A Az o] = %%Hﬂ%“rﬂ HdA

7144k CEO7} 7+ A

A ke AH9-old Q0] H= E%Dlﬁﬂfrom.
<E M-3>& =4 ROAFY (2)9} %A ROE(EHu bH= SAHE 49

At gk AR AYE HoFTh 3

ROE°l| o3&+ F

AJAA71E g dze] EA tial] A<



N 7Y CEOB] H°1 1~3dxke] FAAGTE 0.818%,
4~6kj;‘<} 9 733} o]3o] EAASTE 1.040%9 1.850%% urEMu}
¢ CEO¢] A4 1~ 3qu} %7 ROAOI tju|gk zfo]& HoF

=5 é 719 CEOS] 7zt o] %9 x4 ROAE ©7]A¢ CEOA
1~3dx}e] 24 ROART HH2 o= 1.850% =S AL on|sit},
3 24 ROEY st BT Aol BE A7 1~5% $-30A]
SAHOE Fogt H+)Y s ZHET) ol 316}04 %7111101 CEO°l
Bl

ﬂd
b
oy
2
0o
2
2
i
AN
3
2
2
1o,
o
o2l
g

rir
02 2
s
Lo
g“r
S

9,

O
_L

o
X

Y

AR Ak olq A% B A9E Aues 3
o2 37149 CEO 1§ A 2713 g pol, ol@

ofete] CRORTH $4:8 7o
Sl Bam 1 A9 AE BARE A5 A5 e
CEONT} $-53 Z943E @ & dgde Aow Ang,

Z7 ROAS 79, AY7IE ¢ CEOS 54 ¥ FolA] A3 ¥
g g AS7 Eﬁlmi freld F)el k—% 2 Ao R ey,
olgle] WEARE Hehli= MRS % S HehlE s
(SAEDA e FAA7= fFreleolA @kt 18]l 24 ROES] 45
CEO9| ¢1%, Wisxl, TdFA Mol et F475s e A
TAA o #A Gk aokshd CEOS dde] Bess Wl 4
BRI Tk oo CEO7F SAEAA 9 of fuf 531917 <]

AR A DHF WAS nmolX gk,



44 = $8<¢ CEO M”77k 2
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7}

<E I-3> =4 SAH2AL BE CEO Mg7|ztat

z=3d ROA / =3 ROE

(a) 24 ROA

CEICRE

=2 (D 2y (2) 2y (3)
o 0.053" 0.042" 0.082"
1l o
(2.172) (1.810) (1.814)
e 0.191 0.206 0361
e (0.946) (1.076) (-1.030)
o 0.197 ~0.364 0.009
oo =4
(~0.839) (~1.596) (0.026)
0.007
=N
log(R}F7] AF-) 0.074)
20.007
o] e} H] =
A= e (~0.609)
] 0.029™
=40 =
A e (2.422)
AR/ A W)E oo
] 0.386 0.357 0.195
—=. o) - 3
S 1-3dA (1.555) (1.566) (0.605)
] 0.818" 0.780" 1.159°
J o] 1~34
BAD 1-39% (1.804) (1.730) (1.845)
] 0431 0.318 0.014
= o] _ ﬂ
S 461 (1.586) (1.310) 0.041)
] 1.040° 0.856" 1.241°
=} ol 4~f4
$71A% 4-6A (2.854) (2.349) (1.973)
1.850° 1.606° 1.648°
2} o) =] 35
§71A A el (5.519) (4.454) (2.942)
o “3.245" 2501 ~4.554°
(~2.459) (-1.647) (-1.927)
EELE) waf
A 397 397 397
R 0.092 0.201 0.070
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