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HUMAN RESOURCES TURNOVER AS AN

ASSET ACQUISITION, ACCUMULATION AND DIVESTURE PROCESS

This paper sheds light on the drivers and consequences of turnover in human resources
within a firm. Our perspective is novel and borrows elements from the corporate finance
literature and the Resource-Based View of the firm which deal with the purchase, sale
and improvement of assets. The analysis employs an event study using daily panel data
from a group of listed clubs in the UK soccer industry. Our results suggest asymmetric
wealth effects of human resources turnover: the acquisition of soccer players is associated
with negative abnormal club stock returns while player sales and loans have an opposite

effect.



INTRODUCTION

The ability of a firm to recognize and manage its intangible assets constitutes a major
source of competitive advantage and success. Within the global knowledge economy, it is
human resources which constitute the most important and critical of all the intangibles
within organizations. Accordingly, firms and management scholars have become
increasingly aware of the need to evaluate human resources and their effects within
organizations. These efforts are limited by the very nature of human resources which
represent skills, knowledge, personal attributes, problem solving, decision-making and
learning, all of which are notoriously difficult to isolate, define and measure.
Notwithstanding, the literature has shown that various aspects of human resources can be
associated with superior performance at both the employee and the firm level.'
Unfortunately, researchers have not agreed yet upon why exactly firms continuously
change their human capital and, more importantly, what are the wealth effects of this

turnover process. Our paper is an effort in this direction.

We attempt to enrich the literature by adopting a novel theoretical perspective
coupled with a comprehensive empirical study. In particular, we consider that the drivers
and consequences of human resources turnover are relevant to those underlying the more
general process of corporate asset divesture, acquisition and accumulation. In building
our research framework we borrow ideas and theories from the literature in corporate
finance and the Resource-Based View (RBV) of the firm, respectively. Following a
longstanding tradition amongst management researchers since Grusky (1963), we use
data from the professional sports industry in our empirical analysis. Rather than
concentrating as previous studies only on changes in top management, our dataset allows
us to investigate other critical elements of the human capital mix. Specifically, we study

15 UK listed football clubs in order to assess the effect on shareholder wealth of the

! See, for example, the arguments and papers cited by Davidson, Worrell and Fox (1996), Panayotopoulou,
Bourantas & Papalexandris (2003), and Pfeffer (1996). Most empirical research has concentrated on the
effect of human resource aspects that can be easily measured, such as formal education, training, labor
quality, managerial skills, satisfaction, eg., see Edmans (2007), Griliches and Regev (1995), Hitt, Bierman,
Shimizu & Kochhar (2001), Lynch and Black (1995) and Ton and Huckman (2008). Research on the
effects of human capital on equity value has been very limited (see Abdel-khalik, 2003, inter alia).



purchase, sale and lending of players. In examining our hypotheses we undertake an
event study using a panel regression approach which controls for market and sporty
performance along with coach turnover. Our methodology is robust to commonly
encountered econometric problems in event studies with respect to heteroscedasticity,
autocorrelation and cross-sectional dependence. Overall, the empirical results indicate
that the acquisition of soccer players is associated with negative abnormal club stock

returns around the date of the event while player sales and loans have the opposite effect.

Our paper makes a number of important contributions. First, in the context of the
corporate finance literature, our findings imply that wealth creation may not be the prime
objective behind the human resources turnover in the firms studied and that
nonsynergetic-theory explanations, eg., management empire building, entrenchment and
hubris, may be more appropriate. Second, it is shown explicitly for the first time that
investors may have a significant reaction to specific changes in human resources, even
when these are outside the top echelon. Third, from a RBV perspective, our results
suggest that shareholders may have a myopic behavior with respect to critical human
resources and may consider them as overpriced in the strategic factor markets for sports
labor. Fourth, in line with RBV theorists, we confirm empirically for the first time that
human resource training and improvement, in our case through player loans, is positively
perceived by shareholders. Finally, from an accounting viewpoint, our findings validate
some recent regulatory changes in accounting standards suggesting that player transfer

fees should be capitalized and amortized rather than expensed.

The remainder of the paper is organized as follows. The next section discusses
some of the relevant literature and frames our hypotheses. Section 3 describes the dataset

and methodology used along with the empirical results. The final section concludes the

paper.



CAUSES AND EFFECTS OF TURNOVER IN HUMAN RESOURCES

The literature examining the links between human resources turnover and firm
performance is vast, spanning across fields such as economics, management, strategy,
psychology, sociology, etc. In this section we provide a selective overview of this

literature in order to motivate our perspective and derive our hypotheses.

The first source of motivation for our perspective in the present paper originates
in the corporate finance literature. In particular, we view turnover in human resources as
part of the more general process within a firm for asset acquisition and divesture. The
idea of human resources as a corporate asset which can be valued using financial
concepts and tools is certainly not new (see, for example, Weisbrod, 1961). From a
strictly accounting perspective, there is a significant interest nowadays in measuring and
reporting human resources along with other intangible assets (see Lajili and Zéghal,
2006). This is highly justified in today’s knowledge economies where human resources
are becoming increasingly important compared to physical assets (see Pfeffer, 1996;
Zingales, 2000). However, the treatment of human resources as an asset per se has not
received attention yet by financial researchers in the corporate finance literature.
Research has concentrated up to now on voluntarily or involuntary divestures of
corporate divisions or of specific business units. In particular, it has studied the motives
and effects of actions such as, for example, sell-offs, spin-offs, equity carve-outs and
management buyouts (MBOs). In our context, laying-off (hiring) an employee can be
considered in analogy to the divestment (acquisition) of a tangible corporate asset. In
some industries, such as professional sports, such divestments of human resources are
typically voluntary for a firm and are done in exchange for some payment in the form of

cash and securities.

The research on voluntary, intercorporate asset divestures and acquisitions can be
placed within the much broader and extensive literature on mergers and acquisitions
(M&As, for reviews see Jarrell, Brickley and Netter, 1988, and, Jensen and Ruback,

1983; an extensive meta-analysis of 93 empirical studies is King, Dalton, Daily & Covin,



2004). Although these two issues have been treated separately in the literature, with an
emphasis on M&As, some authors have analyzed both as part of an overall market for
firm assets (eg., see Maksimovic and Phillips, 2001). In general, the reasons behind the
purchase or sale can be grouped under the so-called nonsynergetic and synergetic
theories, respectively (see, for example, Mulherin and Boone, 2000). In the first group,
restructuring is thought to be the undertaken for reasons other than wealth creation and
stems from managerial motives such as, for example, empire building, entrenchment and
hubris (see Roll, 1986; Jensen, 1986; Shleifer and Vishny, 1989). These theories predict
that acquisitions and divestures have an asymmetric effect on the wealth of participating
firms. Specifically, divesting firms gain wealth by better specialization and agency cost
reduction while acquiring firms loose wealth by loosening focus and management
protection, respectively. Synergistic theories argue that restructuring aims at wealth
creation and is due to reasons such as shifts in technology and the efficient size of the
firm, changes in transaction costs of specialized assets and the emergence of profit
opportunities as the economy evolves (see, for example, Bradley, Desai & Kim, 1988;
Coase 1937; Klein, Crawford and Alchian, 1978). These theories postulate that the
“synergies” between transacting firms will symmetrically create wealth for both divesting
and acquitting firms. A handful of studies have concentrated on explaining the reasons
underlying the decision of a firm to buy or sell a specific asset. Most of these assume that
firms are driven by efficient investment considerations and under the previous
classification would be characterized as synergetic theories. More specifically, as
discussed by Schlingemann, Stulz & Walkling (2002), these explanations can be grouped
in three main categories. Focusing explanations put more weight on the efforts of the firm
to reduce diversification and concentrate on core activities (see Berger and Ofek, 1999;
John and Ofek, 1995). Efficiency explanations suggest that this decision is the result of
efforts to allocate assets to those firms that can operate them in the most efficient manner
(see Hite, Owers & Rogers, 1987; Jain, 1985; Maksimovic and Phillips, 2001). Finally, it
has been also proposed that the divesture of assets is undertaken in order to reduce the
financial leverage and credit pressure within a firm (see Afshar, Taffler and
Sundarsanam, 1992; Lang, Poulsen & Stulz, 1995; Lasfer, Sudarsanam & Taffler, 1996;
Shleifer and Vishny, 1997).



In the present paper we shall attempt to explain the changes in human resources
on the basis of non-synergetic theories. The first reason for this is that the majority of
empirical research, especially in the M&A literature, show that acquisitions are
associated with negative, or at best insignificant, abnormal returns for the acquiring firms
(see King et al., 2004). The second reason is that the motivations behind synergetic
theories, e.g., changes in technology, firm efficient size and transaction costs, do not
seem to be relevant in the case of human resources turnover. The asymmetric shareholder
wealth effects predicted by the favored non-synergetic theories lead to two testable

hypotheses:

Hypothesis 1: Acquisition of human resources decreases shareholder wealth

Hypothesis 2: Divestment of human resources increases shareholder wealth

The effects of human resource acquisition and divestment have been extensively
discussed at a theoretical level in the literature related to the RBV. As within the
corporate finance literature, insightful explanations exist for both positive and
asymmetric effects on shareholder wealth and firm performance. However, as will be
outlined in the remainder of the section, the RBV literature allows us also to form an
additional hypothesis concerning the effect of human resource accumulation or

improvement.

The RBV approach places emphasis on resource endowments, and especially on
intangible ones, e.g., human capital, skills, capabilities, in order to explain differences in
corporate performance across firms. For example, Barney (1991) argued that it is the
intangible, valuable, unique, idiosyncratic, inimitable and non-substitutable resources that
constitute the source of sustainable competitive advantage for a firm. Within this line of
reasoning, human resource systems, as bundles of practices, policies and decisions, can

be strategic assets and therefore can create value, as they cannot be easily imitated due to



their causal ambiguity and path dependency. However, it is also possible that due to
repeated shortfalls in the production process, the dysfunctional side of human resources
unfold so that core capabilities turn into core rigidities. Irrespective of the hypothesized
effect of human resources under the RBV, empirical studies in this area have been very

sparse, probably due to the lack of necessary data.

In direct relevance to our paper, authors such as Sirmon, Hitt & Ireland (2007),
among others, have claimed that value creation does not only require the possession of
valuable and distinctive resources but also the restructuring - acquiring, accumulating and
divesting - of a firm’s portfolio of resources so that these are reallocated more efficiently.
In other words, the architecture of human resources management practices is built on
“make-or buy” decisions (see Lepak and Snell, 1999; Miles and Snow, 1984). Acquiring
or buying refers to the purchasing of resources from so-called strategic factor markets
(see Barney, 1986). These resources include, for example, commodity-like goods,
intangibles and sets of tangible and intangible assets which are obtained via mergers and
acquisitions. The wealth effect of acquisition depends largely on the price paid for the
resource. Some authors have argued that factor markets are efficient and give rise to
prices which reflect true values, meaning that the acquisition will have a marginal wealth
effect if any (Barney, 1986). Others have argued that these markets cannot always
accurately price resources, especially intangible ones, so that opportunities may exist
which lead to increases in wealth for some transacting party (Denrell, Fang & Winter,
2003). Divesting involves shedding of those firm resources that are unlikely to contribute
towards developing, expanding or preserving some competitive advantage. This could
include, for example, liquidation of some fixed asset, spinning off a business line or

laying off employees.

The most interesting aspect of the RBV for the purposes of the present paper is
the treatment of accumulating (improvement or making) human resources. For example,
Hitt, Bierman, Shimizu & Kochhar (2001) argue that the acquisition of human resources
may have a curvilinear (U-shaped) effect on firm performance if this investment involves
substantial costs which at an early stage are higher than the benefits. As acquired human

resources are improved, for example through training, and become integrated within the



organization, they start to bring increasingly higher returns which overcome the costs.
Accumulating refers to the internal development of resources, eg., the development of
intellectual capital through training. As Huselid (1995) points out, human capital
development though the provision of formal and informal training, such as learning-by-
doing, basic skills development, coaching, mentoring etc. has direct positive influence on
firm performance as it enhances individual employee skills and motivation. Since,
accumulation is likely to increase a firm’s potential for value creation (see Huselid, 1995;
Lepak and Snell, 1999; Sirmon et al., 2007, inter alia),” the final hypothesis in our paper

is the following:

Hypothesis 3: Accumulation of human resources increases shareholder wealth

EMPIRICAL APPLICATION

In our empirical analysis, we employ data from listed UK football clubs that participate
either in the English or the Scottish Premiership. The professional sports industry is well
suited for the purposes of our study, since it involves a human capital pool which may not
be easily imitated or replaced and can contribute significantly to firm performance
(Wright, Smart & McMaham, 1995). In particular, the UK football industry offers a

number of advantages for our study:*

i.  Itis alabor-intensive, mature, homogeneous and largely commercialized industry.
The success of a team depends principally on its coach and players. Moreover, it
costs money and time for football clubs to change their resource endowments.
Controlling for firm characteristics is not necessary since we focus on a single

industry.

? The positive impact of training on shareholder wealth has been implicitly discussed in the literature by
Lajili and Zéghal (2006).

3 For a comprehensive discussion of the football industry see Dobson and Goddard (2001). An up-to-date
overview of the football labour market is given by Frick (2007).



il.

1il.

10

It is an exceptional industry in that human capital is valued competitively and
monitored in a direct and regulated basis on a liquid market. Liquidity is
important since it means that there is no ‘liquidity discount’ and that assets are
priced efficiently (see Schlingemann, Stulz & Walkling, 2002). Players are treated
as balance-sheet items, they are valued in monetary terms and they constitute the
most expensive asset of football clubs (see Amir and Livne, 2005). The so-called
transfer system under which the buying and selling of players is possible was first
introduced to English football in 1891. Ever since, it has operated with variations
throughout the world (see the ‘Regulations governing the status and Transfer of
Football Players’ by FIFA).

Turnover in players receives wide publicity and relevant data is readily available.

On the basis of the above we expect a strong informational efficiency with respect to

human resources turnover. Football players are the key ingredient of the human capital

pool in a football team and are also critically related to performance on the field. For the

purposes of our paper, the following human resource turnover events will be considered:

Acquisition of a Player (PIN), Divestment of a Player through Sale (POUT) and
Release of a Player due to the expiration of his contract (PREL). Turnover in players
prior to the end of an employment contract is voluntary for a club and is accompanied
by an often significant cash payment, i.e., clubs purchase and sell players in exchange
for a payment as they would do with any other asset.

Loan of a Player (PLOUT) and Return of a Player back from loan (PLIN). Loans of
players between clubs constitute an interesting and widespread training practice.
These loans have relatively small financial implications and are used to build up
experience in junior players which cannot be used in the team. They can be broadly
considered in analogy to resource accumulation or improvement and to popular
human resource management practices such as employer secondment, dispatching

and rotation.
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Some preliminary evidence exists by Amir and Livne (2005) on the effect of turnover
events in sports team players on club performance and wealth. However, our paper takes
a completely different perspective and offers a substantial extension both in scope and
depth. Specifically, the authors found that aggregate club investments in players are
positively associated on an annual basis with share prices for UK football clubs. The
authors find no association between these investments and accounting performance
measures. Our paper is a significant extension since we study individual turnover events
using daily data. Moreover, as suggested by the discussion from Forker (2005), we
undertake an event study and address the problems related to the lack of controls for

fixed effects across time.

In our analysis we shall also control for events of coach turnover and sports
performance since these may also have an important effect on wealth and performance.
Firstly, the coach constitutes the second basic ingredient of the human capital mix in a
football team and can be broadly thought of as representing the top executive manager.”
His decisions are crucial for sporty performance and the subsequent ranking of the team.
Since we do not have detailed data on the specific reasons behind changes in team
coaches, we will group them all under the same category (Hiring of Coach, CIN)). This
may not be that problematic since it has been argued in the literature that the distinction
between quits and layoffs is unclear, e.g., when an employee expects to be fired, the fear
of the associated stigma may motivate him to leave voluntarily. Moreover, some
empirical evidence exists suggesting that this distinction may not be that important in the
case of coach turnover in UK football (see Audas, Dobson & Goddard, 2002). A number
of previous studies have examined empirically the links between coach turnover and

sports performance with mixed results (e.g., see Audas et al., 2002; Bruinshoofd and ter

* This analogy has been noted by Fama (1980, p. 292), among others, in explaining the effectiveness of the
managerial labor market in disciplining managers: “The manager of a firm, like the coach of any team, may
not suffer any immediate gain or loss in current wages from the current performance of his team, but the
success or failure of the team impacts his future wages, and this gives the manager a stake in the success of
the team”. It is interesting to point out here that most of the research on human resources turnover and its
links to firm performance has concentrated on the role of top management (for a review see Brickley, 2003;
a recent application is Brookman and Thistle, 2009). The emphasis on this particular type of resource stems
probably from the abundance of detailed data. Also, top managers often receive much media attention and
are considered to significantly influence firm value. A variety of theories have been proposed in order to
explain the causes and effects of turnover in the top managers within a firm. However, and despite over
four decades of research, evidence is still largely inconclusive.
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Weel, 2003; Tena and Forest, 2007). Although some causality can be expected to run
between performance on the field and shareholder wealth (see Pinnuck and Potter, 2006),
the specific effect that turnover in coaches may have on club stock prices has not yet been
studied. Secondly, since the performance on the field has also been found to affect
shareholder wealth (rational explanations of this link are discussed by, for example,
Dobson and Goddard, 2001; Palomino, Renneboog & Zhang, 2009; Stadtmann, 2006; for
a behavioral explanation see Edmans, Garcia & Norli, 2007), we control for match
outcome in our analysis. Specifically, we take into consideration announcements for

victory, defeat and draw (WIN, LOSE, and DRAW, respectively).

The data used in the present paper concern the 15 UK football teams which were
listed during the seven-season period from May 7" 1997 to June 1% 2004. Daily club
stock closing prices adjusted for dividends were acquired from Datastream. Prices for the
FTSE All Shares index (FTA) were also collected as a proxy for the market portfolio.
Data on the nine events mentioned previously were acquired from the website

www.soccerbase.com. We identify as event date the day at which the change took place,

otherwise the next working day closest to the event. Data was also collected with respect
to the transfer fees for the acquisition and sale of each player for the period under study
(PINREV and POUTREYV, respectively). All clubs participate either in the English or
Scottish Premiership ensuring high publicity of events, are listed in the London Stock
Exchange, either in the LSE or in the Alternative Investment Market and have at least
seven seasons of continuous trading. For the period under investigation, all clubs, except
for Manchester United, exhibited negative annualized returns ranging between about -6%
to -38%.
Insert Table 1 about here

As shown in Table 1, we have a total of 51 events for coach turnover, 2,774 events for
player turnover and 4,793 events for sporty performance announcements. Two clubs,
Manchester United and Charlton Athletic, did not change their coaches throughout the
period under study. With respect to player turnover, the most often occurring events are
related to the lending of players to other teams (680) and their return back (601). As far

as match results announcements are concerned, the most often occurring event is WIN


http://www.soccerbase.com/
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(2,167 or 45.3% of all matches), something that is expected since the data includes some
of the largest of most successful clubs in UK football. Finally, player acquisition costs
exceed sale revenues by over £267 million in total. Only for 5 clubs do player turnover
revenues exceed costs. Two clubs stand out in terms of investments in new players:
Newcastle United with £128.2 million (z-score = 2.11) and Manchester United with
£103.9 million (z-score = 1.49).

In order to examine the impact of the turnover in human resources on stock
prices, an event-study was undertaken. Traditional approaches that are based on “Mean
Adjusted” and “Risk-Adjusted” returns were not used since they are known to suffer
from a number of severe limitations. Firstly, serial correlations in stock returns due to
thin trading are likely to induce a bias in the returns. Despite the fact that adjusted betas
can be used to estimate abnormal returns, as Henderson (1990) points out, the
aforementioned procedure does not eliminate the autocorrelation in event-study residuals,
and does not improve the power of event-studies in simulation studies. Secondly, since
prediction errors are estimated over an estimation window, where the market is distressed
there will be a correlation between residuals and market returns. Conditional expectations
of returns will then be misspecified, which will be induced into the abnormal returns
estimation. Finally, event clustering poses the biggest limitation that further stresses the
need for more sophisticated models. When events occur around the same point in time,
residuals over time and between teams may not be cross-sectionally (spatially)
independent. If this spatial dependence is not taken into account, the estimates of the
standard errors will be mispecified (see Driscoll and Kraay, 1998; Hoechle, 2007).
Traditional event study approaches try to handle spatial dependence by modification of
the standard parametric test statistic.

Given the nature of our data and the abovementioned limitations of traditional
event-study methodologies, a panel regression approach was considered (for a description
see Pynnonen, 2005). First, we estimated a fixed within-effect panel regression model of
returns () for each club. This configuration was used in order to control for possible
fixed, unobserved individual characteristics reflecting heterogeneity across clubs. Given

that the number of fixed effect dummies to be computed was large, we used the within-
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effect model, which employs deviations from group means. The general form of the

regression estimated is the following:

by

9
ne=atp+Bom o+ D y D 4, (1)

Jj=1 =4, ;

where i=1, 2,..., 15 1is the number of clubs, t=1, 2, ..., 1,844 is the number of days for

each stock, a is the constant, g, is the fixed-effects coefficient for team i, S is the beta
coefficient, m, are returns on the FTA market index, j=1,2,...,9 represents each type of

event under study and y; is the abnormal average marginal return for eventj. D, is the

dummy variable for event j which takes the value of 1 over the event window and zero
otherwise. The event window spans from ¢;; to #,; Event window size was set to 5 days
after match announcements. For the coach and player turnover events the window was set
at £20 days around the event dates in order to capture the possibility that information

may be known or expected prior to the official announcement, e.g., due to leakage,

rumors, etc. Finally, the regression error term is v,, ~ IID(0, O'VZ) . Within this setup, event
J has a significant impact on stock returns if y; is found to be statistically different than

Zero.

In order to test the presence of cross-sectional dependence in the residuals of the
fixed effect model, Pesaran’s (2004) CD test was undertaken. The null hypothesis, i.e.,
that residuals are cross-sectionally independent, was rejected at the 95% confidence level
for all models considered (CD test statistic = 23.01, p < 0.01). To test the hypothesis that
all fixed effect coefficients are zero, we performed an F-test, which did not reject the null
hypothesis at the 95% confidence level. An insignificant F-statistic was obtained with a
value of 1.00 (critical F14, 27635, 950% = 1.65, p=0.44). Therefore, we concluded that an OLS
pooled model may be more appropriate. On the basis of these results, we estimated a
pooled regression model using Driscoll-Kraay (1998) standard errors in order to control
for spatial correlation between clubs. The standard errors in this model are robust to
heteroscedasticity, autocorrelation and to cross-sectional dependence, even when the time

dimension is large.
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Insert Table 2 about here

The event regression estimation outcome is presented in Table 2. A highly significant F-
statistic was obtained with a value of 14.68 (F'j¢ 14, 95% = 2.60, p< 0.01). As expected, the
results show that the market return accounts for a large portion in the variation of stock
returns. The beta coefficient is positive but has a small value due to the fact that we are
using daily data (see Markellos and Mills, 2003). Using lagged market returns did not
significantly change the results. In line with previous findings in the literature (see
Edmans et al., 2007; Palomino et al., 2009) we find that only victories are favored by the
market, while losses and draws are penalized by subsequent return declines. However,
only victories and losses have a statistically significant effect on returns for the first five
days following the match. Coach changes tend to be followed by positive abnormal
returns, although the effect is not statistically significant. Turning now to the other human
resource turnover events, we can observe that player sales seem to be accompanied by
positive abnormal returns with high statistical significance. The opposite effect was
observed for the acquisition of players although the relevant coefficient was significant
now only at the 8% level.” The release of a player at the end of his contract had no
significant effect. It is interesting that the departure of players on a loan to another team
(PLOUT) is associated with significantly positive abnormal returns. However, the return
of a player from a loan (PLIN) is not significantly related to stock returns. Finally, it can
be mentioned that we experimented with alternative event window sizes and reached at
comparable results in terms of the sign and statistical significance of the coefficients

estimated.

Within the context of the previous literature and our perspective, a number of useful
interpretations can be drawn from our empirical results. First, coach turnover does not
appear to have any statistically significant effect on the shareholder wealth of the football
clubs under study. This result is consistent with some of the previous findings in the CEO

turnover literature, which regards managerial change simply as a kind of “ritual

> The size of the transfer fee was not found to significantly affect the results with respect to the turnover of
players. Results are available upon request from the authors.
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scapegoating” process which has no significant impact. In this respect, Reinganum
(1985), for example, found no significant market reaction to management change, except
for the case of external appointments in small firms, in which the successor’s
announcement date is the same with the predecessor’s announcement date. To the extent
that football clubs are focused rather than diversified firms, our results are also in line
with the view of Berry, Bizjak, Lemmon and Naveen (2006) who show that CEO
turnover, succession patterns and effects vary with firm complexity. This is explained by
the fact that manager replacement costs are relatively small in focused firms because a
large pool of potential candidates exists or because entrenchment is more unlikely. This
in turn implies that replacements can be made easily and without substantial success costs
so that subsequent performance will not be significantly affected. Second, it appears that
player divestures have a significant positive impact on a shareholder wealth around the
announcement date. An opposite, yet less significant effect can be observed when a firm
acquires a player. This asymmetric impact points towards a non-synergetic explanation of
the human resources turnover process. For example, coaches may pursue their own
personal goals and ambitions rather than the maximisation of shareholder wealth.
Moreover, it could be that shareholders perceive that there is an information asymmetry
in the team restructuring process and that the acquiring team is in a disadvantageous
position at judging critical properties of a player such as, for example, sports form,
physical condition, team spirit, injuries, etc. As a result, the sale of a player could appear
to be a negative signal for potential buyers. One could imagine that similar information
asymmetries could arise in the process of intangible asset turnover for any firm. This is
due to the fact that intangibles are inherently difficult to measure and evaluate. Our
results with respect to the asymmetric impact of the acquisition and divesture of players
are in line with the majority of empirical findings in the M&A literature. However, the
results are in contrast with the findings from the literature dealing with the purchase and
sale of corporate assets. More specifically, we observe positive wealth effects only for the
divesting firm. Turning now to the RBV perspective, the proposition of Sirmon et al.
(2007) with respect to the positive impact of human resource acquisition is not fully
confirmed in our sample. However, we find empirical support for the other two

propositions with respect to divesture and accumulation, respectively. A possible
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explanation for this inconsistency could be that shareholders consider that markets for
coaches and players are not fully efficient and that these markets tend to overprice the
actual value of the underlying assets. Moreover, as argued by Hitt et al. (2001) it could be
that the acquisition of human resources has a curvilinear effect on performance. In this
sense, investors may be myopic and take into account only the short-term negative impact
on performance and ignore any long term net gains. Finally, the results in this paper are
in line with the recent regulatory changes in accounting standards (eg., FRS 10, IAS 38,
SFAS 142) which require that player transfer fees should be capitalized and amortized
rather than expensed. The fact that we observe statistically significant abnormal returns
during the “player acquisition” event window means that this is considered as an event
with long-term consequences on firm value. This is partly inconsistent with Amir and
Livne (2005) who found using annual data that although aggregate investment in players
is positively related to shareholder wealth, it is uncorrelated to club accounting

performance beyond a two year period.

CONCLUSIONS

In this paper we considered turnover in human resources as part of the overall process for
corporate asset divesture, acquisition and accumulation. Our empirical analysis used data
from the UK football industry and focused on the impact on club stock prices of changes
in players. In line with the corporate finance literature, we found that shareholders react
significantly to changes in human resources. Specifically, sales (acquisitions) of players
have a positive (negative) effect on stock prices after the announcement period. These
findings are largely in line with the M&A literature and point towards nonsynergetic
theories in explaining the motives behind human resources turnover in our sample. Our
results, offer partial support to RBV propositions since we find that only human resource
divesture and accumulation have a positive wealth effect. The negative effect of
acquisition can be explained if we assume that shareholders consider that strategic factor
markets for sports labor overprice assets. Another explanation is that shareholders are
myopic and believe that new employees have a curvilinear effect on firm performance

which is negative at early stages.
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Our empirical analysis demonstrates clearly that investors care significantly about
the announcements of restructuring in the human resources of the firm. We showed that
useful arguments and perspectives can be borrowed from the extensive relevant literature
on corporate finance and the RBV. Despite the advantages of analyzing specifically the
sports industry, more research is necessary in order to see if comparable results can be
obtained in other industries or on the basis of alternative firm performance metrics,
respectively. Moreover, along the lines of Clayton, Hartzell & Rosenberg (2005), it
would be instructive to investigate the impact of human resources turnover on stock price

volatility. These will be the objectives of future research.



19

REFERENCES

Abdel-khalik, A. R. 2003. Self-sorting, incentive compensation and human-capital assets.
European Accounting Review, 12: 661-697.

Afshar, K. A., Taffler, R. J.,, & Sundarsanam, P. S. 1992. The effect of corporate
divestments on shareholder wealth: UK experience. Journal of Banking and
Finance, 16: 115-35.

Amir, E., & Livne, G. 2005. Accounting, Valuation and Duration of Football Player

Contracts. Journal of Business Finance and Accounting, 32;549-586.

Audas, R., Dobson, S., & Goddard, J. 2002. Impact of Managerial Change on Team
Performance in Professional Sports. Journal of Economics and Business, 54:
633-650.

Barney, J. 1991. Firm resources and sustained competitive advantage. Journal of

Management, 17: 99—-120.

Barney, J. B. 1986. Strategic factor markets: Expectations, luck, and business strategy.

Management Science, 32:1231-1241.

Berger, G. P., & Ofek, E. 1999. Causes and consequences of corporate refocusing
programs. Review of Financial Studies, 12: 311-45.

Berry, T. K., Bizjak, J.M., Lemmon, M. L., & Naveen, L. 2006. Organizational
complexity and CEO labor markets: Evidence from diversified firms. Journal of
Corporate Finance, 12: 797-817.



20

Bradley, M., Desai, A., & Kim, E. H. 1988. Synergistic gains from corporate acquisitions
and their division between the stockholders of target and acquiring firms. Journal

of Financial Economics, 21: 3—40.

Brickley, J. A. 2003. Empirical research on CEO turnover and firm-performance: a

discussion. Journal of Accounting and Economics, 36: 227-233.

Brookman, J., & Thistle, P. D. 2009. CEO Tenure, the Risk of Termination and Firm

Value. Paper forthcoming in the Journal of Corporate Finance.

Bruinshoofd, A., & Weel, B. Ter. 2003. Manager to go? Performance dips reconsidered
with evidence from Dutch football. European Journal of Operational Research,
148: 233-246.

Clayton, M. C., Hartzell, J. C., & Rosenberg, J. 2005. The Impact of CEO Turnover on
Equity Volatility. Journal of Business, 78: 1779—1808.

Coase, R. H. 1937. The nature of the firm. Economica, 4: 386—405.

Davidson, W. N., Worrell, D. L., and Fox, J. B. 1996. Early Retirement Programs and

Firm Performance. Academy of Management Journal, 39: 970-984.

Denrell, J., Fang, C., & Winter, S. G. 2003. The economics of strategic opportunity.
Strategic Management Journal, 24: 977-990.

Dios Tena, de, J., & Forrest, D. 2007. Within-season dismissal of football coaches:
Statistical analysis of causes and consequences. European Journal of
Operational Research, 181: 362-373.

Dobson, S., & Goddard, J. 2001. The economics of football. Cambridge: Cambridge

University Press.



21

Driscoll, J. C., & Kraay, A. C. 1998. Consistent Covariance Matrix Estimation with
Spatially Dependent Panel Data. Review of Economics and Statistics, 80: 549—
560.

Edmans, A. 2007. Does the Stock Market Misvalue Intangibles? Employee Satisfaction
and Equity Prices. Working Paper, MIT Sloan School of Management.

Edmans, A., Garcia, D., & Norli, O. 2007. Sports sentiment and stock returns. Journal of
Finance, 62: 1967—-1998.

Fama, E. F. 1980. Agency problems and the theory of the firm. Journal of Political.
Economy, 88(2): 288-307.

Forker, J. 2005. Discussion of Accounting, Valuation and Duration of Football Player

Contracts. Journal of Business Finance and Accounting, 32: 587-598.

Frick, B. 2007. The Football Players’ Labor Market: Empirical Evidence from the Major
European Leagues. Scottish Journal of Political Economy, 54: 422-446.

Griliches, Z., & Regev, H. 1995. Firm productivity in Israeli industry 1979-1988.

Journal of Econometrics, 65: 175-203.

Grusky, O. 1963. Managerial Succession and Organizational Effectiveness. American
Journal of Sociology, 69: 21-31.

Henderson, G. V. 1990. Problems and Solutions in Conducting Event Studies. Journal
of Risk and Insurance, 57: 282-306.

Hite, L. G., Owers, J. E., & Rogers, R. C. 1987. The market for interfirm asset sales:
partial sell offs and total liquidations. Journal of Financial Economics, 18: 229—
252.

Hitt, M. A., Bierman, L., Shimizu, K., & Kochhar, R. 2001. Direct and Moderating

Effects of Human Capital on Strategy and Performance in Professional Service



22

Firms: A Resource-Based Perspective. Academy of Management Journal, 44:
13-28.

Hoechle, D. 2007. Robust Standard Errors with Cross-Sectional Dependence. Stata
Journal, 7: 1-31.

Huselid, M. A. 1995. The Impact of Human Resource Management Practices on
Turnover, Productivity, and Corporate Financial Performance. Academy of

Management Journal, 38(3): 635-672.

Jain, P. 1985. The effects of voluntary sell off announcements on shareholder wealth.

Journal of Finance, 40: 209-24.

Jarrell, G. A., Brickley, J. A., & Netter, J.M. 1988. The market for corporate control: the

empirical evidence since 1980. Journal of Economic Perspectives, 2: 49—68.

Jensen, M. C. 1986. Agency costs of free cash flow, corporate finance, and takeovers.

American Economic Review, 76: 323-329.

Jensen, M. C., & Ruback, R. S. 1983. The market for corporate control: the scientific

evidence. Journal of Financial Economics, 11: 5-50.

John, K., & Ofek, E. 1995. Asset sales and increases in focus. Journal of Financial
Economics, 37: 105-126.

King, D. R., Dalton, D. R., Daily, C. M., & Covin, J. G., 2004. Meta-Analyses of Post-
Acquisition Performance: Indicators of Unidentified Moderators. Strategic

Management Journal, 25: 187-200.

Klein, B., Crawford, R. G., & Alchian, A. A. 1978. Vertical integration, appropriable
rents, and the competitive contracting process. Journal of Law and Economics,
21:297-326.



23

Lajili, K., & Zéghal, D. 2006. Market performance impacts of human capital disclosures.
Journal of Accounting and Public Policy, 25: 171-194.

Lang, L., Poulsen, A., & Stulz, R. 1995. Asset sales, firm performance, and the agency

costs of managerial discretion. Journal of Financial Economics, 37: 3-37.

Lasfer, A., Sudarsanam P. S. & Taffler, R. J. 1996. Financial distress, asset sales, and

lender monitoring. Financial Management, 25: 57-66.

Leonard-Barton, D. 1992. Core capabilities and core rigidities: a paradox in managing

new product development. Strategic Management Journal, 13: 111-125.

Lepak, D. P., & Snell, S. A. 1999. The human resource architecture: toward a theory of
human capital allocation and development. Academy of Management Review, 24
(1): 31-48.

Lynch, L., & Black, S. 1995. Beyond the incidence of training: evidence from a national

employers survey. NBER Working Papers Series, no. 5231, Cambridge MA.

Maksimovic, V., & Phillips, G. 2001. The market for corporate assets: who engages in

mergers and asset sales and are there gains? Journal of Finance, 56: 2019-65.

Markellos, R. N., & Mills, T. C. 2003. Asset Pricing Dynamics. European Journal of
Finance, 9: 533-556.

Miles, R., & Snow, C. C. 1984. Designing strategic human resource systems.

Organizational Dynamics, 13: 36-52.

Mulherin, J. H., & Boone, A. L. (2000). Comparing acquisitions and divestitures.

Journal of Corporate Finance, 6: 117-139.

Palomino, P., Renneboog, R., & Zhang, C. 2009. Information Salience, Investor
Sentiment, and Stock Returns: the Case of British Soccer Betting. Paper

forthcoming in the Journal of Corporate Finance.



24

Panayotopoulou, L., Bourantas, D., & Papalexandris, N. 2003. Strategic human resource
management and its effects on firm performance: an implementation of the
competing values framework. International Journal of Human Resource
Management, 14: 680—699.

Pesaran, M. 2004. General Diagnostic Tests for Cross Section Dependence in Panels.
Cambridge Working Papers in Economics, no. 0435, Faculty of Economics,

University of Cambridge.

Pfau, B., & Kay, 1. 2002. The Human Capital Edge, McGraw-Hill.

Pfeffer, J. 1996. Competitive Advantage Through People: Unleashing the Power of the

Work Force. Harvard Business School Press, Cambridge

Pinnuck, M., & Potter, B. 2006. Impact of on-field football success on the off-field

financial performance. Accounting and Finance, 46: 499-517.

Pynnénen, S. 2005. On regression based event study. In Erkki K. Laitinen and Teija
Laitinen (eds.) Contributions to Accounting, Finance, and Management
Science. Essays in Honor of Professor Timo Salmi. Acta Wasaensia, 143: 327—
354.

Reinganum, M. R. 1985. The Effect of Executive Succession on Shareholder Wealth.
Administrative Science Quarterly, 30: 46—60.

Roll, R. 1986. The Hubris theory of corporate takeovers. Journal of Business, 59: 197—
216.

Schlingemann, F. P., Stulz, R. M., & Walkling, R. A. 2002. Divestitures and the liquidity
of the market for corporate assets. Journal of Financial Economics, 64: 117-44.

Shleifer, A., & Vishny, R. W. 1989. Managerial entrenchment: the case of manager-

specific investments. Journal of Financial Economics, 25: 123-139.



25

Shleifer, A., & Vishny, R. W. 1997. Liquidation values and debt capacity: a market
equilibrium approach. Journal of Finance, 47: 1343-1366.

Sirmon, D. G., Hitt, M. A., & Ireland, R. D. 2007. Managing Firm Resources in Dynamic
Environments to create value: Looking inside the black box. Academy of
Management Review, 32: 273-292.

Stadtmann, G. 2006. Frequent News and Pure Signals: The Case of a Publicly Traded
Football Club. Scottish Journal of Political Economy, 53: 485-504.

Ton, Z., & Huckman, R. S. 2008. Managing the Impact of Employee Turnover on
Performance: The Role of Process Conformance. Organization Science, 19: 56—
68.

Weisbrod, B. A. 1961. The Valuation of Human Capital. Journal of Political Economy,
69: 425-436.

Wright, P. M., Smart, D. L., & McMaham, G. C. 1995. Matches between Human
Resources and Strategy among NCAA Basketball Teams. Academy of
Management Journal, 38: 1052—-1074.

Zingales, L. 2000. In Search of New Foundations. Journal of Finance, 55: 1623-1653.



26

TABLE 1
Turnover and control events for listed UK soccer clubs (07/05/97-01/06/04) @

Teams CIN PIN POUT PLOUT PLIN PREL WIN LOSE DRAW Total PINCOST POUTREV
Aston Villa 4 33 51 46 40 6 129 112 86 507 74.1 38.6
Birmimghan City 2 33 41 38 35 24 144 98 &3 498 27.3 34
Celtic 3 25 37 28 21 12 221 47 37 431 51.1 13.5
Charlton Athletic 0 38 40 40 41 27 119 101 78 484 32.0 19.5
Heart of Midlothian 2 29 36 36 29 15 115 84 63 409 1.6 6.2
Leeds United 4 27 47 50 48 18 149 110 76 529 73.5 90.0
Manchester United 0 19 39 62 55 15 240 73 85 588 103.9 56.8
Millwal Holdings 5 40 33 26 17 26 150 111 85 493 2.0 4.8
Newcastle United 2 50 60 62 50 18 154 102 88 586 128.2 64.3
Preston North End 3 30 30 33 28 14 142 96 75 451 5.7 9.5
Sheffield United 7 61 63 53 48 37 152 109 99 629 6.8 13.3
Southampton 6 46 52 52 50 24 104 123 69 526 359 30.9
Sunderland 2 37 56 74 70 17 140 99 82 577 46.9 35.7
Tottenham Hotspur 6 38 55 47 40 15 125 120 71 517 80.0 18.4
West Bromwich Albion 5 35 32 33 29 12 &3 96 68 393 15.5 12.4
Total 51 541 672 680 601 280 2,167 1,481 1,145 7,618 684.5 417.3

* CIN: Hiring of coach; PIN: Player acquisition, POUT: Player sale, PLOUT: Loan of a player, PLIN: Player return back from loan,
PREL: Player release; WIN: Victory, LOSE: Defeat, DRAW: Draw; PINREV: Cost of player acquisition (in millions of sterling),
POUTREYV: Player sale revenues (in millions of sterling).
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Pooled OLS results using Driscoll-Kraay (1998) standard errors

Variable

Constant

Market

WIN

LOSE

DRAW

CIN

PIN

POUT

PREL

PLIN

PLOUT

* p<0.10 ** p<0.05

Window

+5
+5
+5
+ 20
+ 20
+ 20
+ 20
+ 20

+20

8% n<0.01

Coefficient (%)
-0.16%**
11.29%**
(0.23%**

-0.04

0.06

-0.06*

0.09%**

-0.02

-0.01

0.08%**



