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EVE A NI B TS 52—, Ak 2 0 2 I 45 (1 L3, REA8 65 ol 47 S8 1 il 55 00 7 Y % 5%
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HEZRFEPER
- (1) | (2) (3) | 4)
RE
TobinQ
-0.0893 ™ -0.1602 " -0.1634"" -0.1357""
CEO_HICI
(0.0432) (0.0385) (0.0387) (0.0364)
-0.3822" -0.3939 " -0.4834"
Size
(0.0261) (0.0266) (0.0270)
-0.0078 " -0.0074 " -0.0029 ™
Leverage
(0.0012) (0.0012) (0.0011)
0. 0536 ™" 0.0527 ™ 0.0431 "
Age
(0.0054) (0.0053) (0.0051)
0.0977 " 0.1146 ™" 0.1386 ™"
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(0.0436) (0.0435) (0.0509)
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0.0120 ™ 0.0119 ™ 0.0038 "
Indratio
(0.0014) (0.0014) (0.0013)
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(0.0064) (0.0062) (0.0052)
-0.0245"" -0.0224"" -0.0207 ™
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-0.0033™ -0.0034 " -0. 0020
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(0.0015) (0.0015) (0.0015)
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(0.0718) (0.0717) (0.0705)
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(0.1047) (0.1051) (0.0942)
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TotalsalaryCEO
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0.2581"™" 0.1686 "™
OverseaCEO
(0.0881) (0.0788)
0. 0634 -0.0022
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(0.0477) (0.0428)
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Local CEOs and Firm’s Value ; Promoting or Tunneling?
XIE Jia-song', ZHANG Ling’
(1. Lingnan College,Sun Yat-sen University , Guangzhou, Guangdong,510275 , China;
2. School of Economics, Peking University, Beijing,100871 , China)

Abstract ; Informal institution is an important perspective to understand the current economic development of China. In
China, the influence of the relationship network may be more far-reaching. Actually, CEO’s hometown background is an
important indicator to measure informal social relations. This paper identifies the local CEOs of Chinese listed companies
based on the data of CEOs’ home city, and explores the influence of local CEOs on enterprise value in detail.

In fact,local CEOs may have two distinct impacts on firm value. First, the positive effect. Within the firm,local CEOs
are more likely to have a sense of identity with employees,reducing communication and supervision costs. Outside the firm,
local CEOs can also exchange and obtain information frequently through their hometown social networks to reduce
information asymmetry and thus help the firm make more correct decisions. Together, the above two factors have finally
promoted the firm value. Second, the negative tunneling effect. Compared with non-local CEOs, local CEOs have a larger
social network with full information advantages. The “hometown” status with directors, supervisors and senior executives or
local suppliers and investors facilitate the formation of a highly cohesive group. Local CEOs may use their hometown’s social
network to seek rent for themselves and their affiliated groups, which will eventually have a negative impact on the firm
value. It can be seen that the characteristics of hometown background are not only related to the CEO’s personal behavior,
but also inseparable from the firms’ strategic decisions and firm value. Therefore, it is of great theoretical and practical
significance for corporate governance and economic development to answer how local CEOs affect firm value, distinguish
between positive effects and negative tunneling effects,and what factors are playing a role.

The result of this paper shows that local CEOs have a significant negative effect on firm value and this conclusion still
exists after a series of robustness tests. After alleviating the possible endogenous from various perspectives by using the
identification strategies such as Heckman two-step method, PSM, DID, and instrumental variables, it is confirmed that the
negative relationship between local CEOs and enterprise value is a causal effect. Further mechanism analysis shows that
local CEOs reduce firm’s value by influencing various major strategic decisions:increasing information asymmetry between
financial institutions and listed companies,and weakening the supervisory role of the board of directors. This tunneling effect
is more significant when the external regulatory environment is weaker. The local CEOs widely exist in Chinese listed
companies, this paper reveals the impact and mechanism of local CEO on firm’s value,which not only enriches the relevant
research on the impact of executives on firms’ development from the perspective of the informal institution,but also gives an
expanded discussion on the action logic based on geo-social connection.

Compared with the existing literature , the possible contributions of this paper are as follows; First,based on the personal
characteristics of the hometown background of enterprise managers, most of them focus on the decision-making behavior,
investment behavior and tax avoidance behavior. This paper focus on the impact of CEO’s hometown background on firm
value for the first time,which further confirms the applicability of Upper Echelons Theory in developing countries. Second,
the CEO’s hometown background represents a unique social network based on geography. In the past,the definition of CEO’s
hometown characteristics was mostly based on the provincial level,and it was impossible to deeply explore the group identity
relationship within the province. This paper identifies the local CEO background from the city level. Third, this paper
supplements and enriches the relevant channels of informal institutions affecting firm value from the perspective of social
relations. And also expands the research in the field of corporate governance. Through detailed demonstration of the internal
mechanism of the influence of local CEOs on firm value, it provides new empirical evidence and management inspiration for
understanding the governance and development of Chinese enterprises.
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