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Table 4 Regression Results for Executives’ Hometown Identity and Inefficient Investment
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Table S Test Results for the Moderating Effects of Regional Heterogeneity, Property Right and Internal Control Quality
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Table 6 Results for Regression after Changing the Measurement Method for Main Variables
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Table 8 Influencing Mechanism Test Results for

Overconfidence and Agency Cost
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Executives’ Hometown Identity and Overinvestment:
Inhibition or Promotion

HUANG Zhen', BU Guoling
1 School of Management, Northwestern Polytechnical University, Xi'an 710072, China
2 School of Management, Zhejiang University, Hangzhou 310058, China

Abstract: Executives with hometown identity are facing the dual tests of both hometown emotion and corporation responsibil-
ity. When there is an interest conflict between hometown and the corporation served, investment activities can reflect the exec-
utives’ trade-off between the two above. A major psychological contradiction faced by the executives with hometown identity
is to choose to focus on corporate interests or to overinvest in return for their hometown. However, the previous research does
not pay enough attention to this psychological contradiction.

Based on behavioral finance and principal-agent theory, this study investigates the investment decisions of executives with
hometown identity under such psychological contradiction. Taking the A-share listed companies in Shanghai and Shenzhen
Stock Exchange from 2008 to 2019 as samples, this research adopts the fixed effect model for regression analysis, and uses the
difference in differences method and the instrumental variable method to mitigate the potential endogenous problems. This re-
search empirically examines the effect and mechanisms of the executives’ hometown identity on corporate overinvestments and
the moderating effects of regional heterogeneity on the above relationship.

Specifically, the results show that: (D executives’ hometown identity can significantly increase the overinvestment behavi-
or of the corporation, which is still valid after the robustness test. (2) This effect of executives’ hometown identity has regional
heterogeneity and is not significant in. The corporations in the West, that is, the Western region can inhibit the overinvestment
behavior caused by executives’ hometown identity. The internal control can also effectively alleviate the overinvestment ef-
fect caused by executives’ hometown identity. (3) There are two main influencing mechanisms of executives’ hometown iden-
tity on overinvestment. First, executives with hometown identity may overestimate their advantages in acquiring information
and resources, resulting in their overconfidence, which leads to overinvestment. Second, executives with hometown identity
usually have the responsibility to benefit their hometown, and lead to the increase of agency cost of hometown return, leading
to overinvestment behavior due to the hometown interests rather than the corporate interests.

The study highlights the executives’ hometown identity caused by the psychological contradiction, reveals the influencing
mechanisms of psychological contradiction on corporate overinvestment, and puts forward hometown return agency cost,
which enriches the agency problems between shareholders and managements, extends the study of the executive characteristic
on corporate financial decision-making. It also provides evidence on the selection of executives and the improvement of cor-
porate investment efficiency in practice.
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