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Abstract

We examine the pattern of top executive turnover among small non-listed businesses in Japan
using a unique panel data set of about 25,000 firms for 2001-2007 and find the following. First,
the likelihood of a change in top executive among non-listed firms is independent of their
ex-ante performance, especially when the firms are owned by the top executives themselves or
by their relatives. Second, non-listed firms which experienced a top executive turnover saw an
improvement in ex-post performance relative to firms without turnover. The extent of the
improvement is similar between non-listed firms and listed firms. All of the above results
indicate that underperforming non-listed firms do not face disciplinary pressure to replace their
executive, but that once new top executives are in place, they exert high managerial effort and
thus significantly improve their firm’s profitability.
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