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Table 2 Results for Descriptive Statistics
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CEO Narcissism and Auditors Resonance to Audit Risk:
Evidence from CEO Signatures
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2 School of Accounting, Zhongnan University of Economics and Law, Wuhan 430073, China

Abstract: Narcissism has a strong explanatory power in the field of organizational behavior, especially leadership, which has
received wide interest from researchers in many academic disciplines such as psychology and organizational behavior. Re-
cently, based on the upper echelons theory and the attributes of narcissism, a growing body of literature in the domain of stra-
tegic management provides evidences that narcissistic top managers affect firm-related decisions. Specifically, studies have ex-
amined the effect of top managers’ narcissism on corporate investment, M&A and financial fraudulence, and have found some
interesting results that narcissistic managers tend to reinforce the sensitivity to the rewards of risk taking. The firm's external
auditor is an important counter-party, yet little is known about the effects of CEO narcissism on audit engagement teams' risk-
response decisions.

Based on the narcissism theory of psychology, using the data of Chinese A-share listed companies from 2006 to 2017, and
utilizing the size of CEO signatures manually collected in prospectus filings to measure individual narcissism, we study the
mechanism of CEO narcissism affecting auditors’ decisions. We perform a series of sensitivity tests to check the robustness of
our findings by applying methods such as change analysis test, instrumental variable test, and replacing CEO narcissism meas-
ures.

We find that CEO narcissism has an economically and statistically positive effect on modified audit opinion and external
audit fee. Mechanism analysis shows that narcissistic CEOs are associated with higher possibility of penalty for violation of
regulations, and firms headed by narcissistic CEOs experience greater probability of restatements and audit delays. The results
highlight the importance of CEO characteristics in the process of evaluating inherent risk and control risk and hence the audit

effort decision and audit opinion decision. Moreover, we reveal that CEO narcissism is associated with more positive earnings
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management, suggesting that although CPAs increase their audit intensity to detect material misstatements, narcissistic CEOs
are not inclined to accept audit adjustments, which increases the probability of receiving non-standard audit opinions. Exten-
ded analysis shows that under the circumstances of low accounting firm reputation and poor legal environment, accounting
firms with audit clients led by narcissistic CEOs are less likely to resign from their engagements, and these accounting firms
earn higher growth rate of market share. However, when the audit clients are run by narcissistic CEOs, CPAs dismissal is more
frequent, and they prefer to engage the CPAs who have less experience. The findings can explain why accounting firms with
narcissistic CEOs in their audit clients tend to be punished by the regulators.

This study contributes to prior research on the personality traits of CEO, by extending the consequences of the narcissistic
personality characteristics of top managers to the field of audit research. The study also extends the auditing literature by docu-
menting the impacts of CEO characteristics on auditors’ decisions. Our results may help boards of directors realize that it is ne-
cessary to assess the compatibility of top executives with the company’s strategy from the perspectives of personality traits and
construct an appropriate system to encourage the positive effects of top managers’ personality traits. Auditors can use our res-
ults to identify narcissistic CEOs and implement heightened risk assessment and response procedures over their potentially
damaging actions.

Keywords: CEO narcissism; CEO signatures; audit opinion; audit fees; auditor change
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