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Table 2 Results for Descriptive Statistics
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Table 4 CEOs’ Hometown Identity, Marketization Process and Owner-Manager Agency Costs
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Table 6 Sensitivity Test Using Different Measures of CEOs’ Hometown Identity
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Table 7 Regression Results for
Propensity Score Matching Approach
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Table 9 Heterogeneity Test Results
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Effects of CEOs' Hometown Identity on
Owner-Manager Agency Costs

DU Xinggiang, LIN Qiao
School of Management, Xiamen University, Xiamen 361005, China

Abstract: Owner-manager agency conflict is an important issue in corporate governance. Plenty of studies have examined the
determinants of owner-manager agency costs from external supervision and formal institutions, and a few studies have paid at-
tention to the effects of informal institutions on agency costs. As an important dimension of informal institutions, hometown
identity can significantly affect CEO behavior and corporate decisions. However, prior studies have paid little attention to
whether CEOs’ hometown identity affects owner-manager agency costs.

Using a sample of Chinese listed firms from 2003 to 2020 and hand-collected data of CEOs’ birthplace, the study exam-
ines the impact of CEOs’ hometown identity on owner-manager agency costs and the moderating role of marketization, and fur-
ther investigates the asymmetric effects based on firm-specific and individual-specific heterogeneities, employing the OLS re-
gression, propensity score matching (PSM) method and the Heckman two-stage regression procedures.

The findings show a significant negative effect of CEOs’ hometown identity on expense ratio, suggesting that CEOs con-
straint their unethical behaviors and reduce agency costs when they work in the hometown. Moreover, marketization reinforces
the negative association between CEOs’ hometown identity and expense ratio. These results hold after a variety of robustness
checks and endogenous tests. Furthermore, the negative effect of CEOs’ hometown identity on owner-manager agency costs is
more pronounced in non-state-owned enterprises, firms with smaller size, firms with weak external monitoring and firms em-
ploying CEOs with overseas education experiences.

By theoretical deduction and empirical tests, the results enrich the influencing factors of owner-manager agency costs,
providing a new perspective for further research about the relation between informal institutions and owner-manager agency
costs. Also, the study extends economic consequences of CEOs’ hometown identity and contributes to a more comprehensive
understanding of advantages and disadvantages of managers working in their hometowns. Our findings motivate regulators and
investors to pay attention to the impact of informal institutions on corporate governance, which also provide important refer-
ence for local governments to make talent policy.

Keywords: CEOs’ hometown identity; CEOs’ birthplace; informal institutions; owner-manager agency costs; marketization
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