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The Effect of Changes in Corporate Governance on the Relationship between CEO
Turnover and Earnings Management
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This study investigates CEO turnover and earnings management. Using a sample

of Japanese firms excluding those in the financial sector, | find that income-decreasing earnings
management occurs prior to CEO turnover. After the turnover, for the entire first three fiscal
years, CEOs tend to engage in income-increasing earnings management. Additional analyses suggest
that corporate governance, specifically shareholder structure, influences these results.
Furthermore, in the context of bank CEO turnover, evidence indicates that incoming CEOs engage in
income-increasing earnings management in the second year. This behavior suggests an attempt to
create a positive impression of their own competence through earnings management.
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