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This study proposes an internal labor market hypothesis of equity carve-out
by examining the functions of dual directors who serve simultaneously on the parent as well as
subsidiary boards. We find evidence that the Japanese stock market reacts positively to the presence

of dual directors who hold CEO positions in carve-out subsidiaries, especially in the case of
younger directors. We also find that the carve-out subsidiaries led by young dual directors tend to
outperform their matched counterparts in the long run. In contrast, when dual directors do not hold
the CEO position, we find no evidence that the stock market reacts positively to them. The results
of this study suggest that dual directors can enhance shareholder wealth when the internal labor
market discipline works well.
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Equity carve-outs, dual directors, and internal labor markets






