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     Do CEOs matter? The first Keio Business School Special Lecture will address this rather 
large theme.  

     As a research topic, my motivation with CEOs goes back a long time and stems from my 
belief that CEOs have a significant effect on a company’s success.  
CEO importance may be hard to grasp due to its vast scope. Thus, we will focus on the degree 
to which any particular CEO can explain differences in company behavior and company 
performance. Can it really be assumed without question that a company is achieving good 
results because of the CEO that happens to be at the helm?  

    First, let’s consider the question: Has CEO importance increased in recent years? In 
attempting to address this query, we will look at how circumstances surrounding CEOs of U.S. 
companies have changed over the past 50 years.  
The compensation of U.S. company CEOs has trended at about one million USD since 1936. Yet, 
since the 1980s, compensation has increased rapidly. Today, it is common for a CEO of a major 
U.S. company to be earning ten million USD annually. Compensation has skyrocketed since the 
one million dollar mark pre 1980s.  
The biggest factor for the explosive increase in CEO compensation is the issuance of stock 
options. Jensen and Murphy (1990) argued that the incentive structure of U.S. company CEOs 
was problematic, citing how compensation rose a mere $3.25 regardless of a stock price increase 
of $1,000. This research garnered considerable attention, introducing the idea that CEOs should 
be incentivized to increase the market value of the company. The provision of stock options 
became the means to create this incentive.  
The result was an increase in US CEO compensation. Yet it is misguided to assume that the 
compensation of all top management increased in the same way. When comparing CEO 
compensation increases to that of other management positions, we see that all have shown 
increases, but that the rise in the CEO’s compensation is considerably larger. The compensation 
of other top management pales in comparison Cleary, the CEO is the run-away winner in recent 
executive compensation growth.  
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     Next, we will compare CEO compensation to the average employee’s salary. In the 1960s, 
it was typical for a CEO to earn approximately 20 to 30 times more than the average employee. 
However this ratio has changed dramatically since the 1980s. U.S. CEOs today receive a 
compensation that is upward of 100 times the average employee.  
 
     Keeping CEO compensation in mind, let’s shift our focus to CEO career background. In 
the 1950s through the 1970s, the likelihood of a U.S. company CEO to relocate from one 
company to another was rare. In other words, it was typical to continue working at the company 
that the CEO first joined as a new graduate out of school. 80% of CEOs reached their position 
by moving up the ranks of the company that first employed them. However, from the 70s and 
onward, the rate of staying at one company decreases precipitously. Currently, the rate of 
moving up the hierarchy from the bottom and becoming CEO is 30%. That is, out of ten CEOs, 
three reached the level of CEO by working continuously at the same company that they were 
first hired in. On the other hand, seven out of ten left their first company, and perhaps their 
second and third company as well, eventually becoming CEO after repeated company transfers. 
This indicates that it is increasingly common for CEOs to have worked in multiple companies.   
 
     Next, we will look at how the educational background of American CEOs has changed. In 
the past, CEOs that held a Master’s degree were few. However, there has been a marked 
increase in CEOs with a Master’s from the 1960s to the 2000s. Currently, 70% of CEOs have 
completed a Master’s degree. It is evident that it is those with Master’s and PHD degrees that 
are becoming CEOs.  
 
     Why is this happening? One explanation is that many CEO candidates have been earning 
MBAs. When taking a look at the change in degree type, we see that engineering degrees were 
widespread up until the 1990s. Since then, degrees in engineering have decreased, being 
replaced by degrees in business administration. CEOs with MBA degrees have increased 
substantially. Presently, 60% of CEOs are MBA holders.  
In the past, it was customary for undergraduate degree holders to join a company right out of 
school and continue working at the same company for the rest of their careers. Since then, there 
has been a noticeable change in the increase of those who change companies and those who are 
MBA holders.  
 
      We have touched upon the academic background of CEOs. Now let’s focus on how the 
corporate structure has changed.  
In the past, companies that had attained a certain scale with multiple divisions would be led by 
a CEO, followed by a CAO (Chief Administrative Officer) and COO (Chief Operating Officer). 
Then the CFO (Chief Financial Officer) fell under them as a functional manager, followed by 
division managers and regional managers. This was the general organizational structure.  
However, we no longer hear of a CAO in U.S. companies, and the number of COOs are also on 
the decline. These managerial positions have been disappearing. Today, the CEO has a direct 
line of communication with the CFO. In this way, it is becoming common for functional 
managers, division managers, and group managers to have direct access to the CEO. 
Organizations are becoming flat. In the recent past, there existed functions such as the CAO 
and COO hedged between functional managers, but this is less and less the case, with 
organizational structures that place the CEO in direct communication with managers becoming 
common.  
When the number of managers who report directly to the CEO—otherwise known as the CEO’s 
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Span of Control—is considered, we see that 4.7 people reported directly to the CEO from 1986 
to about 1990. This has been increasing steadily, up to 5.3 people, then 6.5 people, and most 
recently to 9.8 people. The increasing Span of Control indicates that the number of decisions 
that the CEO is directly involved in is also on the rise. Furthermore, although the management 
structure from the General Manager to the CEO has not changed, the report line to the CEO 
from functional managers, such as the CFO, has increased rapidly.  
We see that compensation plans for CEO, educational background of CEO and organizational 
structure has changed significantly, especially when the longer 50 year time-frame is assessed. 
 
     What can be gleaned from these changes? One hypothesis is that the importance of the 
CEO is increasing. To explain, among all managers, only the CEO’s compensation has increased 
sharply. The CEO’s Span of Control is also increasing, resulting in a greater range of issues that 
the CEO must make decisions on. The implication is that the burden of U.S. company CEOs is 
increasing, translating to an increase in CEO importance.  
     Another noteworthy trend shown by data is that general management ability is a quality 
that is increasingly sought after. In the past, as a company grew, an employee who was groomed 
inside the company, who knew the company well, would become the CEO. However, the number 
of employees who change employers have been on the rise, which is true for CEOs as well. The 
expectation is that the CEO who transferred from one company will deliver high performance 
at the next company as well.  Movement from one company to another can be interpreted as a 
sign that the value of CEOs who possess general management abilities is in demand.  
 
     Rising CEO compensation is commonly met with a negative opinion, yet among economists, 
more than a few maintain that the increase is rational. Gabaix and Landier (2008) hold such a 
position. According to their research, when the importance of a CEO’s management ability 
increases, the competition over securing good CEOs intensifies. Up until recently, CEOs were 
those who rose up the ranks within the company, making such competition unheard of. This 
translated to lower CEO compensation. However, with more CEOs moving between companies, 
competition for the best is growing. Accordingly the compensation must be sufficient to secure 
CEOs with high general ability, resulting in an increase in CEO compensation. 
When viewed in this way, it is apparent that expectations of U.S. company CEOs are changing 
and their importance to the company is increasing.  
 
     What is the case at Japanese firms? Do Japanese CEOs equally matter?  
     First, compensation of Japanese CEOs is strikingly low when compared to global levels. 
Most are aware that CEO compensation at U.S. firms are high, but CEO compensation at top 
European companies are not much different from their U.S. counterparts. Conversely, CEO 
compensation at major Japanese companies are approximately 100 million yen, or one-tenth of 
a U.S. CEO.  
 
     Let’s look at how the compensation of Japanese company CEOs has changed over time. 
Chart one shows CEO compensation at Japanese companies since 1977. At this time, CEO 
compensation was not disclosed publicly, and so various assumptions are made in the 
calculations. However, we see that there has been very little change. Even after stock options 
became available to CEOs, inflation adjusted compensation went up a mere 10 million yen to 
40 million yen. In the same time-frame CEOs of U.S. firms saw a ten fold increase in their 
compensation.  
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     Next, a more direct indicator of CEO importance will be considered; the cause in profit 
difference among companies. As shown in chart two, the bottom of the bar graph represents 
macroeconomic effects on the profitability of Japanese companies. We see that if there is a 
profitability variance of 100, then 10% can be explained by macroeconomic factors. On the other 
hand, in U.S. and German companies, macroeconomic factors explain 3.6%, and 1.4% of 
profitability variance respectively.   
 
     Next on the bar graph is the effect of industry condition on company performance. In Japan, 
industry effects explain 5.9% of company performance variance while in the U.S. and Germany, 
the effect is 11.8% and 9% respectively.  
 
     Now, we will consider the extent to which the CEO affects the company’s profitability 
variance.  In Japan 4.6% of corporate profit variance is explained by the CEO, while it is 13.4% 
for the U.S. and 9.4% for Germany. Japanese company CEOs contribute only a third in terms of 
performance compared to U.S. CEOs and half compared to German CEOs.  
  



 5 / 11 

 

 
     The results suggest that the influence of Japanese company CEOs on corporate 
performance is lower compared to other countries.  
 
     Why do such differences emerge?  
One possible explanation is the quality of the Japanese CEO. Though, before any assumptions 
are made, a factor that should not be neglected is the position assumed by CEOs of Japanese 
companies. Arguably, the CEO’s position within the Japanese company contributes to the 
problem.  
The CEO is the company’s final decision maker. Decisions on the company’s direction will be 
made by the CEO in accordance with the discretion that is granted. From the stand point of the 
position in the company, the CEOs of Japanese firms have little discretion compared to CEOs of 
other countries, resulting in less opportunity to take credit for exercising authority, which 
contributes to a lower importance placed on Japanese CEOs.   
 
     Why do CEOs of Japanese firms have little discretion? There are many factors that 
determine the extent of discretion granted to the CEO. Of course, there is the country’s culture 
and history, legal system, and the individual character of the CEO, which all have an effect on 
the level of discretion.  
Among these factors, corporate governance has a large influence on discretion levels. As is 
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commonly known, maximizing shareholder value is an overriding goal for most U.S. companies. 
Accordingly, U.S. corporate governance can be characterized as aligned with the objective of 
increasing shareholder value. In contrast, few Japanese companies operate under the strict idea 
of increased shareholder value as the ultimate objective. A common refrain among Japanese 
companies is to be considerate of all company stakeholders, including employees, main bank, 
the community, and customers, with shareholders being one stakeholder among the many. This 
has been the customary guiding principle that has shaped corporate governance for many 
Japanese companies. 
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     In 2012, a survey was conducted by the Research Institute of Economy, Trade and 

Industry together with Professor Hideaki Miyajima of Waseda University on all listed 

Japanese companies. One of the questions on the survey was: Whose company is it? The 

largest response was shareholders. Yet, employees received almost equal importance, followed 

by customers, the community, and the main bank, all receiving significant recognition. 

Another question on the survey: If the company’s performance fell, would you place more 

importance on maintaining job security or dividends? 10% of Japanese companies answered 

dividends while the remaining 90% responded that they would prioritize keeping employees 

on payroll.  

 
     How does corporate governance grounded in such values influence the CEO of Japanese 
firms? 
     In terms of corporate governance, a U.S. CEO must think about how to maximize 
shareholder value. This is the guiding principle when making decisions. Likewise, to knowingly 
act in a way that decreases shareholder profit or causes the market value to drop is not 
acceptable. Top priority on shareholder interest provides the CEO with a base premise for 
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grounding his or her reasoning when making a decision.  
On the other hand, many Japanese firms place importance on all stakeholders, which proves to 
be extremely challenging. As the CEO of a Japanese company, decisions that decrease 
shareholder profit must be avoided, as well as decreasing the profit of the creditor (main bank) 
and the employees. Although respecting all stakeholders sounds noble, by pursuing this ideal, 
the things that the CEO can accomplish are constrained, which negatively affects performance, 
thus resulting in a diluted importance of the CEO.  
 
      Let’s shift our focus to the types of incentives that influence a Japanese company CEO. 
Of course, one type of incentive is monetary, though we mustn’t forget the penalty as well.  
     One important penalty is termination, which may have a similar affect as monetary 
incentives. Motivation is heightened when it is clear that hard work followed by increased 
performance will be rewarded with added compensation. On the other hand, the possibility of 
being fired if a mistake is made also has a powerful effect on motivation. That is, if a mistake 
may lead to being dismissed, then the CEO will be motivated to work hard.  
 
     What are the incentives of a Japanese company CEO? The chart shows the number of CEO 
dismissals at Japanese companies, categorized by performance in the indicated time-frame. As 
the chart shows, the x-axis moves from terrible performance to good performance. The y-axis is 
the number of CEO dismissal in a given period. Only cases where the CEO was fired have been 
included to remove instances where the CEO was merely promoted to a Chairperson within the 
company.  
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     As can be seen, CEO dismissals are extremely frequent when company performance is bad. 
Noteworthy is that as we progress from the earlier time-frame (1985 to 1991) on to the later 
time-frames (1992 to 1999, and 2000 to 2007) that the probability of dismissal increases in times 
of bad performance. In other words, bad performance is increasingly leading to CEOs being let 
go, which can be interpreted as a firmer application of incentives to work hard.  
In fact, the probability of being fired as a CEO of a Japanese firm is practically equal to that of 
a CEO of a U.S. company.  
 
     As to monetary incentives, we can look at how compensation changes in relation to the 
company’s stock price. The x-axis of chart six shows increasing performance from left to right.  
 
 



 10 / 11 

 

 
 
     At a Japanese company, a 15% stock rise is accompanied by a meager 4 million yen 
increase in the CEO’s compensation. In contrast, when the stock price increases 15% at a U.S. 
company, the CEO’s compensation increases by 200 million yen. The stock options held by the 
U.S. CEO increases in price, pushing up compensation tremendously. U.S. companies provide 
strong incentives. Japanese companies simply don’t compare.  
Sympathy goes out to CEOs of Japanese companies. Even when they succeed, there is little 
reward of increased compensation. Conversely, when they underperform, the possibility of being 
fired are just as high as companies of other countries. CEOs of Japanese firms face dismissal in 
times of bad performance, and receive little extra in times of good performance. The Japanese 
company CEO concludes that with a harsh penalty with no upside, that maintaining the status 
quo is the best course.  
Of course, there are various other types of incentives for CEOs of Japanese companies. Yet, 
when it comes to monetary and penalty incentives, CEOs of Japanese firms face this reality.  
After considering the challenges of CEO position and incentives, it can be concluded that 
Japanese companies create an incentive structure that institutionalizes risk-averse, that 
encourages no action over action and change.  
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