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Abstract
The dissertation examines how the chief executive officer (CEO) personality traits have
implications for the firm’s strategy. The first chapter discusses the relationship between CEO Big
Five personality traits and corporate social responsibility (CSR). The next chapter is on CEO Big
Five and equity analyst forecasts. The final chapter deals with how CEO personality traits relate

to corporate governance aspects such as board independence and board diversity.
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L. INTRODUCTION
The chief executive officer (CEO) and top management team’s values and cognitive base
determine how they perceive their environment which has a bearing on organization strategy
(Hambrick & Mason, 1984). The CEO in particular is responsible for strategic choices made by
the firm (Hambrick, 2007).

Despite the CEO’s substantial influence on firm strategy, there are few studies on their
influence as an individual. It becomes pertinent to study the individual level influence of CEOs.
CEOs subjectively view strategic choices available for their firms and decide on the course of
action depending on their own psychological attributes (Chatterjee & Hambrick, 2007). Upper
echelons theory posits a three step process to choose among strategic alternatives (Finkelstein,
Hambrick & Cannella, 1996) which depends on psychological attributes such as personality.
First, CEOs acquire or share information to form their field of vision. Second, CEOs selectively
consider or ignore information from their field of vision. Finally, they interpret the selectively
perceived information to evaluate and choose among strategic alternatives. Hence, it is relevant
to study how CEO personality can impact the firm’s strategic decisions (Peterson, Smith,
Martorana & Owens, 2003).

Initial studies were on the relationship between discrete personality traits such as
narcissism or hubris and firm’s strategic outcomes aspects such as acquisitions (Chatterjee &
Hambrick, 2007). Recent studies have started to consider broad personality traits such as the Big
Five personality traits and their relationships with firm outcomes (Colbert, Barrick & Bradley,

2014). A linguistic measure using machine learning techniques finds positive effect of CEO



openness to experience and negative effect of agreeableness on strategic change (Harrison,
Thurgood, Boivie & Pfarrer, 2019). Such measures have enabled studying personality traitamong
a firm’s upper echelons where it was hitherto not feasible to measure personality. With
personality measures at disposal and the increasing focus on examining how individual attributes
in the firm’s upper echelons relate to its strategic actions, this dissertation explores the
relationship between firm’s few strategic actions and individual level attributes in the upper
echelons, especially in the CEO’s case.

A brief review of personality research will facilitate better understanding of the basic
concepts. It will also help to set the context for exploring the research questions in this
dissertation.

Personality

Personality is an individual’s characteristics which can predict his or her behavior
(Roberts, 2006). It is abstract in nature, only identified through explicit or implicit individual
behavior and relatively time invariant (McCrae & Costa, 1997).

The Big Five Model is a widely accepted theoretical basis for personality because the five
dimensions capture most personality measures (Judge, Higgins, Thoresen & Barrick, 1999). The
model is based on the factor analysis of personality ratings accumulated over 75 years (Hogan &
Holland, 2003). The five factors are robust measures of personality traits because they are valid
across various cultural contexts making them more generalizable and are consistent across
multiple time periods which makes them relatively stable (Costa & McCrae, 1992).

The Big Five model consists of five dimensions of personality which are
conscientiousness, extraversion, openness to experience, emotional stability and agreeableness

(Goldberg, 1990). Conscientiousness pertains to hardworking nature, prudence, persistence and



methodical nature due to which individuals are perceived to be reliable and able to achieve
results (Salgado, 1997). Emotional stability is the ability to deal with anxiety, hostility,
depression and vulnerability and enables individuals to ensure their own well-being (Costa &
McCrae, 1992). Extraversion is about being sociable, dominant and ambitious which drives
individuals to take up leadership roles (Watson & Clark, 1997) and better communicate or
verbally present their ideas (Chiaburu, Oh, Berry, Li & Gardner, 2011). Openness to experience
relates to creativity, curiosity, variety and enables individuals to come up with ideas of
constructive change in an organizational context (Judge et al., 1999). Agreeableness makes
individuals cooperative, engage in quality social interactions and act as good team players
(Chiaburu et al., 2011).
Personality and Job Performance

Among the Big Five dimensions, conscientiousness and emotional stability are the most
relevant for predicting job performance (Hurtz & Donovan, 2000). The authors argue that
conscientious individuals are relatively more diligent and reliable which makes them better
performers at the workplace. They also show that emotionally stable individuals will show better
job performance because individuals who are less nervous or anxious among others, have less
constraints in performing at the workplace. Agreeableness and extraversion are relevant
predictors for performance when the job involves interpersonal interaction, and openness to
experience better predicts training proficiency because it endows an individual with curiosity and
intelligence essential for learning (Barrick & Mount, 1991).

CEO Personality in Organizational Context
As I consider the relationship between an individual’s personality traits and job

performance, it would be pertinent to explore the impact of personality traits for key decision



makers in an organization such as the chief executive officer (CEO). In this study, I explore
whether Big Five personality traits predict the CEOs’ ability to manage stakeholders through
their involvement in CSR. Next, I evaluate how CEOs’ personality traits influence analysts’
estimates about their respective firms. Finally, I also study whether Big Five traits influence how
CEOs cope with mechanisms such as board independence that curtail their power or autonomy.
Further, how do Big Five traits influence how they deal with ideas and individuals of different
hues manifested in board diversity.

Through this empirical study, I contribute to our knowledge of how CEO personality
traits impact the engagement with firm stakeholders in general. Next, I contribute to the study of
how CEO personality traits relate to the engagement with an external monitoring mechanism
(equity analysts) that primary serve the shareholders. In the final part, I add to our knowledge of
how CEO personality impacts board structure and composition which are geared to monitor the
agent (top management including the CEO) from within the firm and on behalf of the principal
(shareholders).

The rest of the dissertation is structured as follows. The first chapter discusses the
relationship between CEO personality traits and corporate social responsibility (CSR). The next
chapter is on CEO personality traits and equity analyst forecasts. The final chapter is about how
CEOQ personality traits relate to corporate governance aspects such as board independence and

board diversity.



II. CHAPTER 1: HOW CEO PERSONALITY TRAITS RELATE TO CORPORATE
SOCIAL RESPONSIBILITY
Introduction

The firm’s strategic decisions bear the imprint of the CEO’s values, cognitions and
dispositions (Chatterjee & Hambrick, 2007). This is because personality traits influence how I
habitually think, feel, and act (Saucier & Goldberg, 2001). CEOs’ personality traits determine
how they interpret the environment, what strategic choices they decide to roll out and eventually
their overall impact on firm performance (Hambrick, 2007). Consequently, there is growing
interest to know how CEO personality traits influence different aspects of firm strategy and
outcomes (Chatterjee & Hambrick, 2011).

Empirical research shows that CEO personality traits play a role in the firm’s strategic
actions (Miller & Toulouse, 1986; Nadkarni & Herrmann, 2010). Among the strategic actions,
stakeholder strategy is important for firms to deal with a multitude of stakeholders beyond their
direct business interests or as required by law (McWilliams & Siegel, 2001). Corporate social
responsibility (CSR) is a means to engage with those stakeholders who can influence firm
outcomes (Freeman, 1984). Few studies within extant research consider CSR to have any
meaningful relation with CEO personality. In fact, drivers internal to the firm such as personal
characteristics of decision makers (Chin, Hambrick & Trevino, 2013) have received less focus.
Rather, the emphasis has been on external drivers of CSR such as stakeholder activism (David,
Bloom & Hillman, 2007) or institutional pressure (Matten & Moon, 2008). CSR is concerned

with creating societal value due to which values deemed important by stakeholders or the



institutional environment become relevant and research tends to deal more with these external
factors (Petrenko, Aime, Ridge & Hill, 2016). The lack of focus especially on CEO’s broad
personal attributes, is noteworthy considering how upper echelons research focuses on the
relationship between executive’s personality and firm’s strategic decisions (Finkelstein,
Hambrick & Cannella, 1996).

CSR engagement enables firms to differentiate themselves (McWilliams, Siegel &
Wright, 2006). CSR helps to build competitive advantage for the firm and comes within the
ambit of firm strategy (Hart, 1995). Since CEOs have authority to decide on discretionary
activities such as CSR engagement, CEOs’ personal attributes guide their CSR decisions (Tang,
Qian, Chen & Shen , 2015). CEO personality traits relate to organizational effectiveness and
performance (Colbert, Barrick & Bradley, 2014). To expand our knowledge of the relationship
between CEO personality traits and firm’s strategic actions, I explore how it relates to one
particular aspect of strategy - CSR engagement.

Studies on CEO personality have considered distinct personality traits like narcissism
(Chatterjee & Hambrick, 2007), locus of control (Miller & Toulouse, 1986). Recent studies have
looked at CEO personality through a comprehensive framework such as the Big Five, possible
largely due to a new linguistic measure of CEO personality (Harrison, Thurgood, Boivie &
Pfarrer, 2019). The same study analyzes how CEO comprehensive personality traits relate to
strategic change in the firm. I study whether Big Five traits predict the CEOs’ ability to manage
stakeholders. Accordingly, I explore how CEQ’s Big Five traits influence the firm’s propensity
for CSR with munificence as a contingent factor for this relationship.

I make two important theoretical contributions through this study. First, I link CEO broad

personality traits with the firm’s stakeholder engagement (McWilliams et al., 2006). Stakeholder



theory provides an ethical as well as business justification for CSR (Donaldson & Preston, 1995),
and our approach enables me to expand the micro-foundations of this theory. Engaging with
stakeholders is essential for the firm to uphold its responsibilities of creating value from its
business and catering to the needs of society at large. The CEO in particular decides on the
engagement with stakeholders. These decisions depend on the CEO’s personality attributes
similar to other strategic decisions. By relating CEO personality traits to CSR, I explore the
individual level attributes that contribute to CSR strategy. Second, I contribute to upper echelons
research by demonstrating how broad personality traits can influence firm strategy pertaining to
stakeholders. The study is the first to explore the differential relationship between broad
personality traits such as Big Five and CSR and the contingency mechanisms that bear on this
relationship.
Theoretical Background

Firm activities reflect the values and cognitive base of their key decision makers
(Hambrick & Mason, 1984). Among the key decision makers, CEO is influential in deciding
firm strategy (Busenbark, Krause, Boivie & Graftin, 2016). CEOs, like any other individual, are
constrained by cognitive capacity and simplify decision making through cognitive heuristics
(Weber & Milliman, 1997). They perceive a part of the stimuli they are exposed to, with stimuli
selection depending on their psychological attributes (Finkelstein, Hambrick & Cannella, 1996).
Hence, CEOs’ personality and other psychological characteristics therefore determine how they
interpret situations and challenges faced by their firms (Finkelstein, Hambrick & Cannella,
2009). Based on their own interpretation, CEOs decide on strategic choices for their firms

(Hambrick, 2007).



CSR has become an important component of firm strategy due to stakeholder salience for
business to gain legitimacy (Carroll, 1979), firm’s obligation to uphold business ethics (Freeman,
1994), and its contribution towards achieving the firm’s economic objectives (McWilliams &
Siegel, 2001). CSR is “context-specific organizational actions and policies that take into account
stakeholder expectations and the triple bottom line of economic, social and environmental
performance (Aguinis 2011, p. 855). Through CSR, firms fulfill their obligations towards
internal as well as external stakeholders (Carroll, 1991). CSR activities target communities and
environments beyond the ambit of a firm’s core business responsibilities and facilitates trust
between the firm and its stakeholders (Bansal & Roth, 2000).

CSR involves decisions that are intangible and outcomes that are not easily calculable,
and managers exercise discretion to plan the firm’s CSR involvement (Margolis & Walsh, 2003).
These decisions depend more on the CEO characteristics such as their personality traits
(Chatterjee & Hambrick, 2007).

Narcissism drives a CEO’s need for attention and positive image building (Chatterjee &
Hambrick, 2011). Since CSR initiatives portray firms to be doing beneficial work for the society,
it enables CEOs to show that they are leading their firms to do morally desirable behaviors
(Petrenko et al., 2016). Consequently, this study finds CSR to be positively related to CEO
narcissism. Hubris leads CEOs to overestimate their own capabilities and downplay the risks
involved in their decisions (Hiller & Hambrick, 2005). They also underestimate the firm’s
dependence for resources on external stakeholders (Malmendier & Tate, 2005). CSR is a hedge
against negative fallout from the firm’s risks and also enables the firm to engage with
stakeholders for securing access to vital, external resources (Godfrey, 2005). But the overly

positive self-assessment of hubristic CEOs drives them to see less merit in CSR leading to a



negative relationship between CEO hubris and CSR (Tang et al., 2015). Machiavellianism
reflects a tendency for self-interest and cynical attitude towards others (Mudrack, 2007). An
individual endowed with this trait perceives CSR to be fraudulent, hypocritical (Friedman, 1970)
and is less inclined to pursue CSR. Extant research shows that specific CEO personality traits
influence a firm’s CSR activities. Some of these specific traits demonstrate a positive influence
while others have a negative influence on a firm’s CSR.

There are studies on the relationship between CEQO’s specific personality traits and CSR.
But comprehensive personality traits are relatively less studied. They are relevant to understand
how CEOs perceive CSR to benefit their firms and frame their strategy accordingly. Since CSR
involves intangible decisions and uncertain outcomes, I expect CEQ’s personality traits to play a
role in perceiving the benefits of CSR. The widely accepted and commonly used Big Five
framework capture personality traits (Goldberg, 1990). The Big Five dimensions help me to
know how CEOs perceive CSR. This enables me to explore how different personality
dimensions for the CEO relate to the firm’s CSR propensity.

Hypotheses Development

Instrumental Approach to CSR

Stakeholders are entities with legitimate interests associated with the firm and their
interests are of intrinsic value to the firm (Donaldson & Preston, 1995). Firms have a fiduciary
responsibility to these stakeholders such as customers, suppliers, community etc. which can be
fulfilled through CSR (Freeman, 1984). CSR is a mechanism for a firm to discharge its
economic, legal and ethical responsibilities (Carroll, 1991). In this regard, a firm’s key decision
makers including the CEO have to engage with a wide range of stakeholders, manage their often

competing interests and meet societal expectations (Carroll, 1979).



Instrumental approach for CSR enables me to understand how CSR is beneficial to the
firm (Garriga & Mele, 2004). The instrumental approach considers CSR as a source of
competitive advantage which contributes to superior firm performance while taking care of
societal interests (Porter & Kramer, 2006). Firms demonstrate socially responsible behavior to
build their reputation and trust among stakeholders. It attracts ethical investors (Baron &
Diermeier, 2007), socially conscious customers (Varadarajan & Menon, 1988) who start to
transact with the firm. Business practices can be for improving socio-economic conditions of
certain sections of society who gradually become customer segments and a source of competitive
advantage for the firm (Prahalad & Hammond, 2002). Eventually, business grows through CSR
engagement and creates more shareholder value (McWilliams & Siegel, 2011). Thus, CSR
becomes an instrument to pursue long term shareholder maximization while also taking into
account other stakeholder interests (Jensen, 2000).

The Big Five dimensions of conscientiousness can parse out the relationship between
CEOQ personality and firm’s CSR propensity. Conscientiousness drives CEOs to follow rules and
norms for achieving goals (Peterson et al., 2003). In this regard, CEOs consider it their
responsibility to create value for the firm. CSR being an instrument for value creation, I expect
conscientiousness to be related to CSR engagement. CSR engagement provides avenues for new
experience beyond firm level responsibilities (Garriga & Mele, 2004). Openness to experience
drives CEOs to employ CSR and experiment with new ideas to maximize firm value.
Extraversion motivates CEOs to communicate and interact with others to implement ideas that
generate (O’Reilly, Caldwell, Chatman & Doerr, 2014). CSR provides such an opportunity
especially with stakeholders. CSR also exposes CEOs to the conflicting demands of different

stakeholder groups. I expect emotional stability to enable CEOs to maintain composure and work

10



towards reconciling conflicting expectations through CSR activities (Colbert et al., 2014).
Agreeableness motivates CEOs to be helpful and willing to accommodate others (O’Reilly et al.,
2014). Agreeable CEOs are inclined to engage in CSR to do good to the stakeholders and society
at large. Since industry munificence enables more resources to be available to the firm
(Castrogiovanni, 1991) and latitude to invest in non-market strategies (Goll & Rasheed, 2004), I
consider munificence as a contingent factor for the relationship between CEO personality and
firm’s CSR activities. If I consider the expected relationships as mentioned above, it becomes
pertinent to explore how the CEO’s broad personality traits relate with the firm’s CSR
propensity.

Conscientiousness. Conscientiousness is the tendency to be achievement oriented and
dependable (McCrae & Costa, 1997). Conscientious individuals are dependable because they
follow rules and established norms, and are scrupulous while taking decisions (Costa & McCrae,
1992). Conscientious CEOs possess a strong urge to have control over their prevailing situations
in order to achieve their goals (Judge & Bono, 2000). Conscientiousness positively relates to
perceptions of strong leadership and positive team dynamics such as greater cooperation and
cohesion (LePine & Van Dyne, 2001). Highly conscientious leaders also tend to exhibit high
integrity, and foster work climates that are perceived as just (Goldberg, 1990). They demonstrate
a tendency for upholding legal and ethical standards (Costa & McCrae, 1988).

A firm has multiple stakeholders whose interests are intertwined with that of the firm
(Freeman, 1984). As per stakeholder theory, the firm has to consider the interests of multiple
stakeholders because it can be instrumental in maximizing the firm’s value creation (Waddock &
Graves, 1997). CSR is a mechanism through which the firm can engage with multiple

stakeholders and look after their interests (Carroll & Buchholtz, 2014). CSR also enables CEOs

11



to face less disruption while dealing with stakeholders and satisfy their need to control their
business environment (Pearce & Manz, 2011).

Conscientious CEOs are more inclined to manage stakeholders because they want to
ensure continuity and less disruption in their firms’ business (Peterson et al., 2003). CSR
enables such CEOs to maintain control of their environment by engaging with stakeholders
(Thauer, 2014) and achieve their firm’s business objectives. CSR improves firms’ reputation as
reliable and honest entities (McWilliams & Siegel, 2001) because it has the potential to improve
the socio-economic conditions of stakeholders, thereby creating competitive advantage for firms
(Prahalad & Hammond, 2002). CSR becomes an instrument to preempt disruption in the
business environment and create value for their own firms (Gond, Akremi, Swaen & Babu,
2017). Conscientious CEOs tend to uphold norms that help to improve the firm’s financial
outcomes. CSR enables firms to take into account stakeholder concerns while maximizing
shareholder value. Thus, conscientious CEOs prefer to adopt CSR.

H1: CEO conscientiousness is positively related to the firm’s corporate social responsibility

Extraversion. Extraverted individuals are assertive, capable of effectively
communicating their opinion and ideas, and able to exert influence over others (Costa &
McCrae, 1996). When in leadership positions, they are willing to challenge the status quo
because they enjoy being part of change (Bono & Judge, 2004). Extraversion enables business
leaders to persuade other decision makers in their firms and concur on value creating strategies
(Peterson et al., 2003). Extraverted CEOs develop extensive networks within and outside the
firm by virtue of their ability to form relationships in social settings (McDonald & Westphal,

2003).
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Extraversion captures individuals' ambition and salience of gain outcomes (Judge &
Cable, 1997). Extraverted CEOs are more inclined to challenge the status quo and initiate new
strategic initiatives that contribute to better financial outcomes (Benischke, Martin & Glaser,
2019). It takes the form of CSR engagement when dealing with stakeholders. Stakeholder theory
implies that firms fulfill their responsibility towards stakeholders by attempting to bring about
positive change for them (Carroll, 1999). CSR not only caters to stakeholders but also becomes
an important component of firm strategy to avail new opportunities or build competitive
advantage (Porter & Kramer, 2006).

CSR as an instrument of change provides extraverted CEOs an opportunity to
communicate with and influence others to garner support for their strategic initiatives (Gupta,
Nadkarni & Mariam, 2019). The ability to build networks within and outside their firms enables
extraverted CEOs to involve others and reduce resistance towards their initiatives (Nadkarni &
Hermann, 2010). Therefore, extraverted CEOs have a propensity for CSR engagement in order to
take care of stakeholders as well as their own firms.

H2: CEO extraversion is positively related to the firm’s corporate social responsibility

Emotional Stability. Emotionally stable CEOs are endowed with higher levels of self-
confidence and more capability for emotional adjustment (Nadkarni & Hermann, 2010). As
individuals in leadership positions, they are less prone to anxiety and insecurity (Giberson et al.,
2009). They are creative and motivated enough to manage strategic initiatives (Judge, Erez &
Bono, 1998) so that their subordinate teams work towards the firm’s benefit (Peterson et al.,
2003).

CEOs have to manage multiple stakeholders especially outside their firms because firms

gain legitimacy when they fulfill stakeholder expectations (Carroll, 1979). Stakeholders
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increasingly hold firms accountable for their actions and expect them to be socially responsible
(Garriga & Mele, 2004). For firms, CSR becomes a mechanism to integrate stakeholders with
their business so that it benefits both of them (Orlitzky, 2013). Since CSR has expanded to
include wider range of issues and firms have gradually coupled CSR with their business, it has
made both CSR and business strategy more complex and demanding to manage (Carroll, 2008).

Emotionally stable CEOs are able to handle strategies that involve a multitude of options
including product choice, R&D, production planning, marketing plan and more (Miller &
Toulouse, 1986). They are adaptable and are more likely to remain composed when faced with
new scenarios (McCrae & Costa, 1997) that strategic initiatives such as CSR engagement may
entail. They have the confidence to foster activities and behaviors essential to fulfill the firm’s
business objectives (Colbert, Barrick & Bradley, 2014). They take into account stakeholder as
well as business concerns to fulfill the firms’ social and economic responsibility (Carroll, 1991).
The ability to balance priorities and coordinate enables emotionally stable CEOs to better
integrate stakeholders with their firms’ strategic decisions and secure the firm’s legitimacy.
H3: CEO emotional stability is positively related to the firm’s corporate social responsibility

Openness to experience. Individuals endowed with openness to experience are
imaginative, receptive to new ideas and challenge existing beliefs and traditions (McCrae &
Costa, 1987). They seek out change by gathering new information and coming up with novel
solutions to tackle problems (Goldberg, 1990). As CEOs, they encourage their subordinates to
question established, taken for granted practices and come up with new ideas to innovate
(Benischke et al., 2019).

Firms need to be accountable to the stakeholders in association with whom they are

operating (Carroll, 1999). Thus, CEOs engage with their firms’ stakeholders to respond to their
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concerns because it can eventually improve firm outcomes such as profitability, reputation and
more (Garriga & Mele, 2004). Firms fulfill their obligation to stakeholders by providing new
interventions and improving their wellbeing through CSR (Donaldson & Dunfee, 1999).

CSR provides an opportunity to develop new interventions to address stakeholders’
demands (McWilliams & Siegel, 2001). CEOs high on openness to experience are adaptive and
less risk averse when it comes to rolling out new initiatives (Giberson et al., 2009). They are able
to foster innovative and creative solutions (Colbert, Barrick & Bradley, 2014). CSR improves the
firm’s legitimacy and accrues competitive advantage to the firm (Porter & Kramer, 2006). CSR
acts as an insurance against reputation loss due to socially irresponsible action (Flammer, 2013).
Since CSR provides legitimacy to potentially make up for deviance in future, it positively
influences managerial risk taking (Ayadi et al., 2015). Therefore, CEOs endowed with openness
to experience view CSR as a medium to devise novel methods and serve their firm’s
stakeholders.

H4: CEO openness to experience is positively related to the firm’s corporate social
responsibility

Agreeableness. Agreeable CEOs demonstrate tendencies of altruism, empathy and
kindness (Hermann & Nadkarni, 2014). They engender a culture of cooperation and trust within
their firms (Judge & Bono, 2000). They prefer to share power in order to decentralize decision
making (Giberson et al., 2009). They are able to build good relationships with others in the top
management and also facilitate good relationships among them (Peterson et al., 2003). They
prefer a collaborative to a combative work environment so that team members don’t feel left

behind and contribute more effectively to their firms (Bono & Judge, 2004).
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CEOs have to determine their firms’ strategic course while keeping in mind the
stakeholders’ interests so that they can also benefit from the firms (Freeman, 1994). Stakeholder
theory implies that the main driver to consider stakeholders is their interests being legitimate and
deserving attention (Donaldson & Preston, 1995). CEOs employ CSR to fulfill fiduciary
responsibility towards stakeholders and ensure that firms act in ways that eventually benefit the
society (Freeman, 1984).

CSR enables the CEOs to demonstrate their concern towards others (Rupp & Mallory,
2015). CSR is a medium to express concern for the environment and the society (Gond et al.,
2017). CSR caters to their higher order needs to do something benevolent for the society
(Glavas, 2016). Agreeable CEOs being concerned about their relationships with others (Hogan &
Hogan, 1995), see merit in employing CSR to engage with stakeholders and contribute to their
wellbeing.

H5: CEO agreeableness is positively related to the firm’s corporate social responsibility
Moderation effect

Environmental munificence. Environmental munificence makes more resources
available to the firm (Castrogiovanni, 1991). It ensures more opportunities for the firm to grow
within the business environment (Aldrich, 1979). When more resources are available, firms not
only focus on their core business activities but also allocate resources to activities like CSR
which are less proximal to their core business functions (Goll & Rasheed, 2004). Managers also
have more discretion about their actions due to which their preferences for investment will be on
display when the environment permits more latitude for action (Shen & Cho, 2005)

More investment in CSR benefits stakeholders more and further enhances the firms’

legitimacy among the stakeholders (Orlitzky, 2013). In a munificent environment, CEOs have
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the latitude to allocate more resources to CSR and accrue more benefits to their firms (Goll &
Rasheed, 1997). There is be less motivation to conserve resources in a munificent environment,
rather there would be more propensity to allocate to CSR (Staw & Swajkowksi, 1975).

Investments in CSR is discretionary but contributes to superior financial outcomes such
as reduced cost of capital (Sharfman & Fernando, 2008). Conscientious CEOs are motivated to
achieve their firms’ business goals and adhere to norms that enable them to do so (Peterson et al.,
2003). With access to more resources in a munificent environment, conscientious CEOs are more
inclined to invest in CSR to benefit stakeholders and eventually their own firms.

Extraverted CEOs are ambitious to succeed in managing their firms and want to roll out
new initiatives to realize their goals (Gow et al., 2017). CSR is an instrument for new ways to
engage with stakeholders and maximize value for shareholders (McWilliams & Siegel, 2011). A
munificent environment provides more discretion to invest in CSR activities (Goll & Rasheed,
2004). Extraverted CEOs utilize this opportunity to invest more in CSR to benefit both
stakeholders and firms.

Emotionally stable CEOs adapt to new situations or handle complexities better
(Benischke et al., 2019). CSR is a source of competitive advantage for shareholder value creation
(Jensen, 2000) even though it involves engaging more with stakeholders and balancing their
interests. Emotionally stable CEOs are able to better deal with such demands and willing to
deploy more readily available resources in a munificent environment towards CSR.

Firms get involved in CSR to cater to stakeholder interests while accruing favorable
outcomes for their business (McWilliams & Siegel, 2001). It includes access to ethical investors
(Baron & Diermeier, 2007) or socially conscious customers (Varadarajan & Menon, 1988) that

influences firm performance positively. Openness to experience enables CEOs to better deal with

17



all these stakeholders because they understand and adapt better to other’s perspectives (Colbert
et al., 2014). Such CEOs will invest more in CSR when munificent environment provides them
the latitude and create a win-win situation.

CSR involvement projects a sense of trust, collaboration and moral stature about the firm
(Shea & Hawn, 2019). Agreeable CEOs foster cooperative culture within their firms to take
everyone along due to their sense of empathy and kindness (Herrmann & Nadkarni, 2014). CSR
becomes an instrument to extend their sense of altruism when engaging with stakeholders (Gond
et al., 2017). In a munificent environment with ample discretionary resources, agreeable CEOs
invest them in CSR to fulfill their sense of responsibility towards stakeholders.

The individual level drivers of CSR propensity such as the CEO’s personality would be
more pronounced with more resources at disposal. Therefore, CEO’s broad personality traits
such as Big Five would have a stronger association with the firm’s CSR.

Ho6a: Environmental munificence moderates the relation between CEQ conscientiousness and
firm’s corporate social responsibility with higher levels of munificence strengthening the positive
relationship between them.

Ho6b: Environmental munificence moderates the relation between CEQ extraversion and firm’s
corporate social responsibility with higher levels of munificence strengthening the positive
relationship between them.

Ho6c: Environmental munificence moderates the relation between CEO emotional stability and
firm’s corporate social responsibility with higher levels of munificence strengthening the positive

relationship between them.
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Ho6d: Environmental munificence moderates the relation between CEQ openness to experience
and firm’s corporate social responsibility with higher levels of munificence strengthening the
positive relationship between them.
Ho6e: Environmental munificence moderates the relation between CEO agreeableness and firm’s
corporate social responsibility with higher levels of munificence strengthening the positive
relationship between them.
Methods

Sample and Data Collection

The sample for this study covers CEOs of S&P 500 firms. A novel linguistic tool
analyzes transcripts of quarterly earnings calls to measure CEO personality traits (Harrison et al.,
2019). The period covered in the study is from 2000 to 2017. CSR data is from Kinder,
Lydenberg, Domini & Co (KLD) ratings in the MSCI ESG database. It provides comprehensive
firm level CSR measures and is commonly used in CSR research (Waddock & Graves, 1997).
Financial data is mainly in the form of firm level control variables and is available in the
COMPUSTAT database. CEO level control variables are based on CEO level data from the
Execucomp database.
Independent Variables

CEQ Personality. | measure CEO personality using the Open Language Chief Executive
Personality Tool (OLCPT) (Harrison et al., 2019). The linguistic tool relies on CEO’s spoken
language during quarterly earnings calls. There are other measurement techniques for personality
traits. They are based on samples of undergraduate students and are not easily generalizable to
diverse populations such as CEOs which makes this tool relevant (Harrison et al., 2020). The

linguistic tool analyzes CEOs’ responses to unscripted questions posed by analysts during the
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question and answer (Q&A) section of quarterly earnings calls. CEOs’ responses during this
section are in their own words and are not scripted making them a good source of information
about CEO personality (Malhotra, Reus, Zhu & Roelofsen, 2018).

The measures pertain to the Big Five traits of conscientiousness, extraversion, emotional
stability, openness to experience and agreeableness. They are based on the observed personality
traits and are on a 7-point scale (Harrison et al., 2019).

Environmental munificence. Environmental munificence is the moderator in this model.
It is the ability of a business environment to support an organization’s growth (Aldrich, 1979). I
operationalize this variable as the growth rate in five year trailing sales and measure it as the
regression coefficient of sales on time during the same period (Dess & Beard, 1984).

Firm specific financial information required to calculate is environmental munificence is
available from COMPUSTAT database.

Dependent Variable

CSR. 1use KLD ratings as a measure for firm level corporate social responsibility. KLD
data is widely used in CSR research because it has good empirical reliability, has less
subjectivity and is more representative of firm level CSR (Choi & Wang, 2009). The data is
based on ratings by independent analysts on CSR categories such as community, diversity,
environment, human rights, corporate governance, employee relations and product quality
(Hillman & Keim, 2001).

I follow the commonly used approach in literature and operationalize CSR as the
aggregate score of strengths and concerns on the seven dimensions in year (t+1) (Graves &
Waddock, 1994). KLD ratings are available in the MSCI ESG database. The aggregate of net

CSR scores ensures parsimony during analysis and is in line with the use of composite CSR
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scores in practice (Chatterji, Durand, Levine & Touboul, 2016). KLLD data are less problematic
and less subjective than other available metrics (Wong, Ormiston, and Tetlock, 2011). Empirical
tests on reliability and validity of KLD ratings have been generally yielded supportive results
(Sharfman, 1996). KLD ratings are used extensively by institutional and individual social
investors which corroborates their perceived meaningfulness (Chin, Hambrick & Trevino, 2013).
Control Variables

I control for possible confounding effects at the CEO, firm and industry levels.

CEOQO level. 1 control for CEO age and CEO gender (coded as 1 if female, 0 if male) as
CSR propensity varies with them (Gupta, Briscoe & Hambrick, 2017). I consider CEO’s power
within the boardroom (Shen & Cannella, 2002) which might influence the CEO’s ability to
invest in CSR. CEO duality coded as 1 if CEO is also the board chair, 0 otherwise (Petrenko et
al., 2016). The model also includes CEO compensation as the total compensation (Serfling,
2014). The relevant information to calculate the CEO level control variables are included in the
Execucomp and COMPUSTAT databases.

Firm level. Firm specific conditions influence CSR propensity. I control for Firm
performance in year (t-1) as the return on assets (RoA) and Firm size as the natural log of
employee count all of which may relate to the firm’s ability to invest in CSR (Bushee & Miller,
2012). Financial information relevant for firm level variables is in the COMPUSTAT database. I
account for the differences in firms’ operating strategy through R&D intensity as R&D expenses
by sales, and Capex intensity as capital expenditure by sales (Hubbard, Christensen & Graffin,
2017). I calculate the ratios with firm level financial data from COMPUSTAT database.

Industry level. 1 control for industry effects in the model through an industry level

dummy for two digit SIC codes (Tang et al., 2015). Firms in dynamic industry are subject to
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more potential risks or returns which may influence their CSR engagement (Goll & Rasheed,
2004). The model also includes industry dynamism as the standard error of regression coefficient
of sales on time by the industry mean for the period 2001-2017 (Dess & Beard, 1984). Industry
level control variables require firm level financial information which is present in the
COMPUSTAT database.
Model and Estimation

Model analysis utilizes generalized estimating equations (GEE) in line with previous
research on relatively stable personality traits such as narcissism (Chatterjee & Hambrick, 2007).
GEE derives maximum likelihood estimates and accommodates non-independent observations
which makes it suitable when using panel data (Liang and Zeger, 1986). I do not use a fixed-
effects model because it is not appropriate when models include time invariant variables (such as
CEOQ personality). I use the xtgee command in Stata 14.0 to fit general linear models for the
panel data (StataCorp, 2009). Inclusion of robust variance estimator in the model ensures
heteroscedasticity-robust estimation method (White, 1980).

Results

Table 2.1 is for correlations of all variables which are part of the regression model for
CSR. I check for any potential multicollinearity issues in the model. The mean variance inflation
factor (VIF) of the model is 1.33 with no VIF for individual variables exceeding 3.0. Thus,

results show that the model does not have any substantial issues of multicollinearity.
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Table 2.1. Summary statistics

Variables Mean SD @) ) 3) “ ®) ©6) ™ ®) (O] (10) (1) (12) a3 14 (15 16
(1) CSR 0.40 2.58 1.00
(2) Conscientiousness 5.15 0.52 0.05 1.00
(3) Extraversion 475 0.78 0.12 0.23 1.00
s (4) Agreeableness 4.07 0.74 0.14 0.40 0.30 1.00
(5) Neuroticism 3.33 0.64 -0.09 -031 -0.50 -0.45 1.00
(6) Openness 4.68 0.57 0.14 055 047 065 -0.53 1.00
(7) Environmental Munificence  31489.41  58203.24 0.06 0.04 -0.02 -0.11 0.03 -0.03 1.00
(8) CEO age 55.46 7.17 0.00 -0.03 -0.06 -0.11 0.03 -0.11  0.01 1.00
(9) CEO gender 0.03 0.18 0.11 0.09 002 0.08 -0.06 009 -0.03 -0.05 1.00
(10) CEO duality 0.54 0.50 002 001 0.03 -0.06 000 -0.05 000 027 -0.06 1.00
(11) CEO compensation 5502.70  10060.44 0.14 000 0.04 0.03 -0.01 0.04 0.03 003 0.00 0.09 1.00
(12) Firm size 8.31 2.00 022 006 016 0.01 -0.08 0.00 -0.07 0.10 0.02 0.20 0.23 1.00
(13) Firm performance 0.03 0.34 0.06 004 003 003 -0.02 0.03 -007 0.02 001 0.03 0.04  0.08 1.00
(14) R&D Intensity 0.12 403 -0.01 0.01 001 0.06 -005 0.03 001 001 0.00 -0.03  -0.01 -0.07 -0.09 1.00
(15) Capex Intensity 2.01 5678  -0.01 0.00 -0.04 -0.02 0.02 -001 0.03 0.00 0.00 -0.02  -0.01 -0.08 -0.03 0.17 1.00
(16) Industry Dynamism 0.01 002 -0.05 -0.02 0.01 -003 0.01 -0.05 -0.14 -0.03 0.00 0.01 0.00 006 002 -0.01 -0.02 1.00
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Table 2.2 includes the results of panel data regression for CSR with CEO personality
traits. I initiate the analysis by introducing the control variables in Model 1. Next, I add the
independent variables in Model 2. I use this model to interpret the main effects of CEO
personality traits. Hypotheses predict all five CEO personality traits to positively influence the
firm’s CSR. Results confirm the positive relationship with CSR for emotional stability (f = 1.01,
p <0.05), agreeableness (B = 1.30, p <0.05). In Figure 2.1a, CSR changes from nearly zero but
slightly negative to positive increasing by almost 8 units as emotional stability increases from
lower values (1 SD below mean) to higher values (1 SD above mean). In this regard, negative
CSR means the firm has CSR constraints exceeding its CSR strengths. I observe a similar
graphical profile in Figure 2.1b with an increase of almost 1 unit for the relationship between
CEOQ agreeableness and firm’s CSR which lends support for H3 and HS.

However, conscientiousness does not have any significant relationship with CSR (H1).
Extraversion (H2) and openness to experience (H4) have significant negative influence contrary
to predictions. Hence, I do not find support for these hypotheses.

I include the interaction terms in Model 3 to examine the moderation effects of
environmental munificence. Hypotheses predict that environmental munificence strengthens the
relationship between CEO personality factors and CSR. The moderation effect is not significant
for any of the five personality traits. Thus, I do not find support for the five hypotheses (H6a-

H6e) on moderation.
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Table 2.2. GEE panel data regression

0 @) 3)
Variables CSR CSR CSR
Conscientiousness -0.15 -0.22
(0.52) (0.56)
Extraversion -1.27%* -0.96**
(0.50) (0.45)
Agreeableness 1.30%* 1.10*
(0.51) (0.60)
Emotional stability 1.01** 1.17%*
(0.49) (0.56)
Openness to experience -0.50 -0.41
(0.39) (0.44)
Environmental munificence 0.00%** 0.00*
(0.00) (0.00)
Conscientiousness X Environmental munificence -0.00
(0.00)
Extraversion X Environmental munificence -0.00
(0.00)
Agreeableness X Environmental munificence 0.00
(0.00)
Emotional stability X Environmental munificence 0.00
(0.00)
Openness X Environmental munificence -0.00
(0.00)
CEO age 0.09*** 0.08*** 0.08***
(0.02) (0.02) (0.02)
CEO gender 0.90%** 0.64* 0.68%*
(0.33) (0.34) (0.32)
CEO duality (1=yes; 0=no) -0.25%** -0.19%* -0.19%*
(0.09) (0.09) (0.09)
CEO compensation 0.00 0.00* 0.00%**
(0.00) (0.00) (0.00)
Firm size 0.24*** 0.25%** 0.25%**
(0.03) (0.03) (0.03)
Firm performance 0.04 0.10 0.10
(0.25) (0.26) (0.26)
R&D intensity -0.03%%* -0.03*** -0.03%**
(0.01) (0.01) (0.01)
Capex intensity -0.00%* -0.00* -0.00%*
(0.00) (0.00) (0.00)
Industry dynamism =7.73%** S7.14%%% -6.98%**
(2.21) (2.17) (2.13)
Inverse Mills Ratio -12.37%%* S1L31#x* S]] 3%
(3.64) 3.77) (3.81)
Constant -5.57%%* -5.35% %% -6.68***
(0.88) (1.73) (1.86)
Observations 15,105 15,105 15,105
y2-statistic for model 178.9 203.4 227

Robust standard errors in parentheses
sk ok p<0-01, *k p<0.05, % p<0'1
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Figure 2.1a. Main effect for CSR (GEE model)

Marginal effect of Emotional stability
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Figure 2.1b. Main effect for CSR (GEE model)
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Robustness Tests

I also employ an alternate method, random effects model for panel data regression. The
model employs CSR data for firms spanning consecutive years which requires considering serial
correlation in the error terms. The results are again consistent with significant main effect for
emotional stability and agreeableness only, and no substantial interaction effects for any of the

personality traits. Regression results are available in Table 2.3.
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Table 2.3. Random Effects Auto-Regressive panel data regression

0 @) 3)
Variables CSR CSR CSR
Conscientiousness 0.08 0.22
(0.28) (0.31)
Extraversion -0.83** -0.89**
(0.40) (0.44)
Agreeableness 0.95%* 0.95*
(0.46) (0.51)
Emotional stability 0.98*** 0.96***
(0.23) (0.27)
Openness to experience -0.43%%* -0.39%**
(0.17) (0.19)
Environmental munificence 0.00%** 0.00
(0.00) (0.00)
Conscientiousness X Environmental munificence -0.00
(0.00)
Extraversion X Environmental munificence 0.00
(0.00)
Agreeableness X Environmental munificence -0.00
(0.00)
Emotional stability X Environmental munificence 0.00
(0.00)
Openness X Environmental munificence -0.00
(0.00)
CEO age 0.06*** 0.05%** 0.05%**
(0.01) (0.01) (0.01)
CEO gender 0.86%** 0.67%** 0.66***
(0.17) (0.18) (0.18)
CEO duality (1=yes; 0=no) -0.16%** -0.11%* -0.11%*
(0.05) (0.05) (0.05)
CEO compensation 0.00 0.00 0.00
(0.00) (0.00) (0.00)
Firm size 0.19*** 0.20%** 0.20%***
(0.02) (0.02) (0.02)
Firm performance -0.09 0.01 0.00
(0.18) (0.18) (0.18)
R&D intensity -0.02 -0.02 -0.02
(0.02) (0.02) (0.02)
Capex intensity -0.00 -0.00 -0.00
(0.00) (0.00) (0.00)
Industry dynamism -1.97 -1.60 -1.63
(1.24) (1.24) (1.24)
Inverse Mills Ratio -8.39% 4 -6.47** -6.60%***
(2.40) (2.51) (2.52)
Constant -3.73%%* -5.50%**%  -6.06%**
(0.58) (1.01) (1.13)
Observations 15,105 15,105 15,105
y2-statistic for model 189.3 260.6 265.6

Standard errors in parentheses
sk ok p<0-01, *k p<0.05, % p<0'1
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Figure 2.1¢c. Main effect for CSR (RE AR model)
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Figure 2.1d. Main effect for CSR (RE AR model)
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Sample selection bias

I have included only such CEOs in our sample who did not leave their respective firms
during the period of observation. The inclusion of CEOs with relatively longer tenure can bias
our sample for not being random and representative of the CEO universe (Kashmiri, Gala &
Nicol, 2019). Our sample may be prone to sample selection bias.

I address this potential problem through the two-stage Heckman method. First, I estimate
a binary dependent variable which is 0 if the CEO experiences turnover during the period of
observation (2000-2017) and 1 otherwise. I run a probit regression model on the panel data with
all control variables from the original model (Table 2.4). I also include an additional variable
Slack as the ratio of debt to equity in this model. I calculate the Inverse Mills Ratio (IMR) from
the first stage model.

Then, I include IMR as a control variable in the original panel data regression model.
IMR has a negative, significant relationship with CSR in each of Model 2 (B =-11.31, p <0.01)
and Model 3 (B=-11.13, p <0.01). Hence, factors which lead to longer tenure CEOs being part
of the sample decreases the firm’s engagement in CSR activities.
Endogeneity concern

Unaccounted factors may influence CEO’s agreeableness and emotional stability to be
more inclined towards CSR engagement. This may lead to endogeneity concerns in our sample. I
address this potential issue through the two-stage xtgee method involving instrumental variables
(Wooldridge, 2010).

I use average CEO personality trait at the 2-digit SIC level as instrumental variable for
respective personality traits along with the CEO’s other four personality traits. I also include

control variables from the original model along with instrumental variables to estimate each
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CEOQ personality traits in the first stage (Table 2.5). In the second stage (Tables 1.2, 1.3), [ use
fitted values of CEO personality traits as the independent variables in the original panel data

regression model.

Table 2.4. Panel data regression for Inverse Mills Ratio (IMR) (RE probit model)

B
Variables IMR-CSR
CEO age -0.03***
(0.00)
CEO gender 0.04
(0.10)
CEO duality (1=yes;0=no) 0.05
(0.04)
CEO compensation 0.00
(0.00)
Firm size -0.02**
(0.01)
Firm performance 0.29%**
(0.08)
Slack 0.00
(0.00)
Industry dynamism 0.19
(0.74)
Environmental munificence 0.00*
(0.00)
CEO tenure 0.00
(0.00)
Constant 3.69%**
(0.17)
Observations 21,933
x2-statistic for model 173.6

Standard errors in parentheses
**% p<0.01, ** p<0.05, * p<0.1
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Table 2.5. First stage panel data regression with Instrumental Variables

0 @) 3) @) )
Variables Consc. Extra. Agree. Emo. St. Openn.
Conscientiousness -0.01 0.07*** -0.07%%* 0.36%***
(0.01) (0.01) (0.01) (0.01)
Extraversion -0.00 0.01 0.15%** 0.17%**
(0.00) (0.01) (0.01) (0.00)
Agreeableness 0.04%** 0.01 0.19%%** 0.26%**
(0.01) (0.01) (0.01) (0.00)
Emotional stability -0.04%** 0.23%** 0.19*** 0.07***
(0.01) (0.01) (0.01) (0.00)
Openness to experience 0.49%** 0.54%** 0.57%** 0.15%**
(0.01) (0.01) (0.01) (0.01)
Environmental munificence 0.00%** 0.00 -0.00** 0.00* -0.00
(0.00) (0.00) (0.00) (0.00) (0.00)
CEO age 0.00%** -0.00*** -0.00%** 0.00*** -0.00*
(0.00) (0.00) (0.00) (0.00) (0.00)
CEO gender 0.00 -0.12%%* 0.02 0.08*** 0.08***
(0.01) (0.02) (0.02) (0.02) (0.01)
CEO duality (1=yes;0=no) -0.01%** 0.02%** -0.01%** -0.00 0.01***
(0.00) (0.00) (0.00) (0.00) (0.00)
CEO compensation -0.00 0.00 0.00 -0.00 0.00
(0.00) (0.00) (0.00) (0.00) (0.00)
Firm size 0.00** 0.00** -0.00 0.00 -0.00
(0.00) (0.00) (0.00) (0.00) (0.00)
Firm performance 0.00 -0.00 0.00 -0.00 -0.00
(0.00) (0.00) (0.00) (0.00) (0.00)
R&D intensity 0.00 -0.00 0.00 0.00 -0.00
(0.00) (0.00) (0.00) (0.00) (0.00)
Capex intensity 0.00 -0.00 -0.00 -0.00 0.00
(0.00) (0.00) (0.00) (0.00) (0.00)
Industry dynamism 0.02 0.02 -0.01 0.03 -0.03
(0.04) (0.06) (0.05) (0.05) (0.03)
Conscientiousness (Ind. avg.) 0.34%%*
(0.01)
Extraversion (Ind. avg.) 0.31%***
(0.01)
Agreeableness (Ind. avg.) 0.27%**
(0.01)
Emotional stability (Ind. avg.) 0.39%%#*
(0.01)
Openness (Ind. avg.) 0.21%%*
(0.01)
Constant 1.05%** 0.05 -0.46%** 0.32%** -0.20%**
(0.07) (0.08) (0.07) (0.07) (0.05)
Observations 23,497 23,497 23,497 23,497 23,497
y2-statistic for model 10498 7960 12545 5863 25557

Standard errors in parentheses
sk ok p<0-01, *ok p<0.05, % p<0'1

32



Discussion

This study integrates concepts of stakeholder theory and personality traits to explore the
relationship between CEO personality and the firm’s CSR. Agreeableness enables CEO to build
consensus and take along different stakeholders. Emotional stability helps to deal with
conflicting demands of often competing stakeholders and address them optimally. These traits
are relevant when it comes to stakeholder engagement through CSR. Hence, they are positively
related to CSR as per theoretical predictions.

Conscientiousness drives CEO to lead the firm towards achieving its strategic goals. CEO
focuses on more an important aspect - superior financial performance to create value for
shareholders — which takes precedence over stakeholder engagement. This precedence drives
extraverted CEO to focus on building connections that have more direct impact on the firm’s
financial performance. Openness enables CEO to explore new ideas but those which are more
aligned with the firm’s pursuit of financial goals and not stakeholder engagement. This could be
the plausible rationale for other three traits not having a positive relationship with CSR.

The interaction effect of environmental munificence does not yield any substantial
findings. Munificence endows the firm with sufficient resources to engage in discretionary
activities such as CSR. It drives CSR engagement so strongly that the influence of personality
traits is not discernible in this context. The contingency mechanism associated with personality
traits maybe more marked in the presence of a different predictor.

Theoretical Implications

Our study has some important implications for theoretical research. CEO’s personality

traits influence the firm’s strategic actions (Miller & Toulouse, 1986). Since CEO is one of the

key decision makers for the firm’s strategy (Busenbark et al., 2016), it becomes imperative to
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explore the relationship between CEO personality traits and CSR which is one of the firm’s CSR
strategic actions. This way, I contribute to the extant domain of research by analyzing the
individual level factors that contribute to the firm’s CSR. I parse out the micro foundations of the
firm’s strategy especially in the context of stakeholder management.

Second, I expand upper echelons research with more detailed understanding of individual
level characteristics and implications for firm strategy (Hambrick & Mason, 1984). Research has
considered demographic characteristics such as CEO gender, education, political affiliations and
more. I contribute by extending the scope to include psychological characteristics and CEO
personality traits in particular to study its influence on the firm’s CSR.

Practical Implications

CEOQ personality provides valuable insights to the board about the CEO’s proclivity to
engage in CSR while leading the firm. Boards can consider personality traits while hiring an
individual for the CEO’s position. This will enable the board to recruit a CEO who will be more
likely to implement the CSR mandate as the firm desires.

Second, CSR engagement is gradually becoming a crucial criterion for investors to hold
equity stake in a firm. CEO personality can be a relevant tool for investors to gauge the extent to
which the CEO will be inclined to engage the firm in CSR activities.

Limitations and Future Research Agenda

The study has some limitations which is characteristic of any empirical research.
However, it also opens up new frontiers for further research. First, the unscripted part of earnings
call with analysts is the basis for personality measures. During this part of earnings call, CEOs
cannot give prepared responses and conceal their true personality traits. Their responses are more

unscripted in nature and better able to capture their authentic personality while reducing validity
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concerns for the measures. But there is a possibility of CEOs being coached by teams in their
firms beforehand so that they can handle as many analyst queries as feasible (Harrison et al.,
2020). Hence, future research can construct alternate personality measures that take into account
such concerns. I can tally the findings of the proposed measures with that of our personality
measures and ascertain the robustness of our findings. It will eventually lend more empirical
support for this type of research.

Second, CEO is the firm’s top decision maker. But other members of the top management
team (TMT) especially chief financial officer (CFO) has considerable influence on the firm’s
strategy. Extant research deals more with the CEO’s influence but studies less about other team
members’ influence. Future research can study how other TMT members influence firm strategy
in association with the CEO’s influence. This approach will help me to know about individual
factors influencing firm strategy in the context of TMT as a whole and not just a specific TMT
member.

Third, I have conducted the empirical analysis in the US business settings. I can prove the
reliability of our personality measures if the study produces similar results in other developed
nations as well as emerging markets. It will also open up a new avenue for research. If findings
from outside the US do not match with those from the US, I can further explore the contingency

or causal mechanisms which lead to varying results in different national contexts.
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III. CHAPTER 2: THE RELATIONSHIP BETWEEN CEO PERSONALITY TRAITS
AND ANALYSTS FORECASTS
Introduction

The chief executive officer (CEO)’s personality traits shape the firm’s strategic choices
(Nadkarni & Hermann, 2010). Research has also started to explore how CEQO’s personality
affects the way external observers perceive risks associated with the firm. For instance, Harrison,
Thurgood, Boivie & Pfarrer (2020) show how observable CEO personality traits influence
market perceptions of firm risks and shareholder returns thus indicating external observers’
perceptions of CEO personality matter. The chief executive officer (CEO) also represents the
firm to another important group of external observers — equity analysts (Busenbark, Krause,
Boivie & Graffin, 2016).

Analysts employ both financial and non-financial information to evaluate firms
(Schipper, 1991). We know analysts incorporate financial information through elaborate
estimation models, but extant research has not been able to properly parse how analysts take into
consideration non-financial information (Bradshaw, 2011). Communication with top
management especially the CEO is a good source of non-financial information that helps with
the forecasts (Brown, Call, Clement & Sharp, 2015). CEOs engage with analysts to explain the
favorable prospects under their leadership and elicit positive forecasts for their firms (Westphal
& Clement, 2008). During these interactions, the way others (analysts) perceive the individual
(CEO) depends on the CEO’s personality traits (Funder, 2012). Yet, we know little about how

CEO personality influences the perception of equity analysts. Equity analysts are of a firm (Fama
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& Jensen, 1983). Therefore, the lack of knowledge matters if the CEO personality affects
analysts’ forecasts on future prospects or risks associated with the firm.

Insights from non-financial sources such as CEO’s interaction with analysts are important
because perceptions about the CEO have implications for the firm (Vergne, Wernicke &
Brenner, 2018). The way analysts perceive an incumbent CEO influences their assessment of the
firm’s potential during the focal CEO’s tenure (Kaplan, Klebanov & Sorenson, 2012). The
perception is based on how CEOs interact with analysts (Westphal & Graebner, 2010). The way
individuals interact with others depend on their personality (Schneider & Smith, 2004). I apply
this rationale and examine the role personality traits play in analysts developing their perceptions
about CEOs and subsequently, forecasts for the firms.

Some studies have looked at CEO personality through a comprehensive framework like
the Big Five. The study of comprehensive personality traits has become even more feasible with
the development of a linguistic measure of CEO personality (Harrison, Thurgood, Boivie &
Pfarrer, 2019). For instance, CEOs of public listed firms frequently interact with analysts due to
which analysts perceive stocks of firms led by conscientious CEOs to be less risky and those of
firms led by extraverted CEOs to be riskier (Harrison, Thurgood, Boivie & Pfarrer, 2020). In this
study I analyze CEOs’ communication with analysts to evaluate their personality traits and how
they influence analysts’ estimates about their respective firms. Factors like CEO reputation
(Boivie, Graffin & Gentry, 2016) or firm’s past track record in meeting analyst forecasts (Gentry
& Shen, 2013) can determine the strength of association between CEO personality traits and
analysts’ forecasts.

I make two important theoretical contributions through this study. First, I integrate

comprehensive personality framework such as CEO Big Five traits (Costa & McCrae, 1985) with
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the agency theory perspective on the monitoring role of analysts (Fama & Jensen, 1983). Agency
theory deals with principal-agent conflict and how analysts mitigate it for owners (principal) and
managers (agent) of a firm by acting as external monitoring agents. Our study provides new
insights into how individual level attributes especially CEO personality traits influence their
analysis. This analysis is the basis for external monitoring mechanisms. I parse out the individual
level antecedents of a mechanism to reduce the principal-agent problem. This way I contribute to
the theoretical micro-foundations of corporate governance mechanisms. Next, [ respond to calls
for exploring how analysts deal with non-financial information (Bradshaw, 2011). Next, I
respond to calls for exploring how analysts deal with non-financial information (Bradshaw,
2011). In this regard, the study explores salient antecedents pertaining to analysis of non-
financial information. The findings show how analysts develop perceptions about the CEO’s
ability to lead the firm and hence its prospects future. This enables us to better understand how
analysts discharge their monitoring role by incorporating non-financial information into their
analysis.
Theoretical Background

Scholars across disciplines such as accounting, finance and management have studied the
role of equity analysts. An analyst particularly the sell-side analyst specializes in securities
analysis and focuses on specific industries (Zhang & Gimeno, 2010). Analysts collect
information and evaluate a firm’s strategy, management quality and industry position (Brauer &
Wiersema, 2018). They issue research reports on firms with target share prices, earnings
forecasts and stock recommendations (Pollock & Rindova, 2003). By sharing their forecasts,
analysts provide managers especially the CEO with external cues on performance targets that

create value for shareholders (Wiersema & Zhang, 2011). This helps to mitigate principal-agent
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problem between shareholders and managers, particularly the CEO (Jensen & Meckling, 1976).
Market participants value this information due to the analysts' expertise, independence and
ability to widely disseminate the information (Brauer & Wiersema, 2018).

Through their research reports and stock recommendations (strong buy, buy, hold,
underperform or sell), analysts play the role of information intermediaries for investors in capital
markets (Zuckerman, 2000). They provide assessments independent of the firm that acts as an
external monitoring mechanism for the firm’s activities (Wiersema & Zhang, 2011). Analysts
have detailed knowledge of firms. Their estimates of a firm’s future prospects guide investor
behavior and impacts stock market valuation through changes in stock prices and trading
volumes (Womack, 1996). The changes in market valuation can influence the firm’s ability to
raise capital, top management’s compensation, business strategy or reputation in general
(Hayward & Boeker, 1998). Their analysis and information dissemination help to decrease
agency costs arising from the separation of ownership and control (Jensen & Meckling, 1976).

Analysts utilize financial data to arrive at their estimates and also look for non-financial
information to validate the same (Schipper, 1991). They process financial information through
elaborate estimation models and corroborate their financial analysis with non-financial or
qualitative information to improve their predictive accuracy (Becker, Medjedovic & Merkle,
2019). Communication with the top management is an important source of non-financial
information with conference calls, management presentation for earnings forecast and company
visits, road shows for stock recommendations (Brown et al., 2015). Analysts can even gauge how
optimistic or realistic the firm’s prospects are based on non-verbal cues during their
communication with the top management including the CEO (Mayew & Venkatachalam, 2012).

CEOs try to impress analysts especially if they are star analysts or associated with large broking
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houses (Westphal & Clement, 2008). The study shows that CEOs utilize their own professional
network, knowledge or experience and help analysts to obtain information crucial for forecasts or
to know more about the industry. CEOs expect a favorable evaluation in return because negative
forecasts by analysts can jeopardize their career (Bhojraj & Sengupta, 2003).

Based on these interactions, analysts develop perceptions about the CEOs which can
influence their forecasts. CEO personality traits have a role in how CEOs interact with analysts
and build their own perceptions among analysts. Personality traits manifest through words and
actions visible to the external agents and enable the latter to make judgements about individuals
(Blickle & Hogan, 2016). The CEO draws the attention of external entities as the firm’s public
face (Harrison et al., 2020). The external entities such as analysts form opinions based on the
CEQ’s characteristics and extend that to the firm (Bednar, Boivie & Prince, 2013). Thus, CEO
personality traits become important to understand how CEOs can influence analysts’ perceptions
and their estimates for the firm.

Extant research has found that CEO personality characteristics relates to the firm’s
organizational culture (O’Reilly, Caldwell, Chatman & Doerr, 2014), investment activities
(Malmendier & Tate, 2005), propensity for M&A deals (Chatterjee & Hambrick, 2007) and
strategic flexibility (Nadkarni & Hermann, 2010) among others. I extend this stream of research
by examining the relationship between CEO personality traits and analyst forecasts.

In particular, I examine two important aspects of analysts — estimates’ dispersion and
positive coverage. Dispersion reflects the extent of information asymmetry between managers
and analysts which can impact the quality of analyst research (Kothari, Li & Short, 2009).
Positive coverage indicates the ease of information collection and higher chances of favorable

evaluations (Brauer & Weirsema, 2018).
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Hypotheses Development
Analyst estimates’ dispersion

Analysts’ estimates diverge more when there is difference of opinion among the analysts
(Diether, Malloy & Scherbina, 2002). Lack of sufficient information about the firm causes
information asymmetry and leads to the difference of opinion among analysts (Kothari et al.,
2009). As more information is available, it helps to reduce the information asymmetry between a
firm’s external monitoring agents such as analysts and internal constituents such as the CEO or
the top management (Amihud & Mendelson, 1986). There is more consensus among the analysts
tracking a firm (Bowen, Davis & Matsumoto, 2002). Therefore, the dispersion in analysts’
forecasts decreases (Lang & Lundholm, 1996).

External agents such as analysts consider different information to draw inferences and
publish their forecasts (Johnson, 2004). Information can be available from financial disclosures
or from non-financial sources such as company communication or interaction with the CEO
(Becker et al., 2019). CEO personality is an important consideration during interaction with
analysts. In this regard, I expect two of the Big Five personality traits — conscientiousness and
extraversion to be salient for CEOs. Conscientious CEOs are dependable and achievement
oriented (Benischke, Martin & Glaser, 2019). Extraverted CEOs communicate effectively and
are able to exert influence on stakeholders (Colbert, Barrick & Bradley, 2014) to convince them
of the firms’ potential. Accordingly, analysts get more consistent, non-financial cues about the
firm’s future prospects in addition to their own financial analysis. Therefore, I examine whether
CEOQ personality traits enable information to be more readily available to analysts so that their
estimates converge to a greater degree. CEO reputation is a valid indicator of past performance

or future potential (Deephouse,2000). Analysts take this into account as an input for their
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analysis (Boivie, Graffin & Gentry, 2016) along with other subjective information such as
personality traits. Hence, I investigate how CEO reputation moderates the relationship between
CEOQ personality traits and analysts forecasts dispersion.

Conscientiousness. Conscientious CEOs employ a more deliberative and calculated
approach to decision making (Peterson et al., 2003). Such individuals are dependable,
responsible and have a tendency to follow rules and norms (Costa & McCrae, 1992). They
employ a logical approach to analysis or decision making and have an attention for details
(O’Reilly, Caldwell, Chatman & Doerr, 2014). They want to be in control of their situations in
order to avoid facing ambiguity (Judge & Bono, 2000).

CEOs have to frequently interact with external stakeholders such as banks and analysts
(Westphal & Deephouse, 2011) wherein their detail orientation and methodical nature also
reflects in their stakeholder interactions. Among external constituents, analysts are market
intermediaries who act as monitoring agents to ensure that CEOs and top managers are aligned
with shareholders’ interests and reduce the principal-agent conflict (Jensen & Meckling, 1976).
Conscientious CEOs with their structured approach and control over the environment (Miller &
Toulouse, 1986) want to project a clear sense of being in charge. They are more prepared when
interacting with analysts, and convey a sense of being capable and dependable in managing their
firms (Harrison et al. 2019b). They appear to have a sense of focus and performance motivation
(Bono & Judge, 2004). They are not desperate to take risks, rather have a controlled and
measured approach to managing their firms (Gow, Kaplan, Larcker & Zakolyukina, 2017) due to
which they project a sense of stability when interacting with intermediaries.

Analysts take positive cues from their interactions with CEOs to infer that the latter are

able to manage their respective firms well (Westphal & Graebner, 2010). Through their
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communication clarity, conscientious CEOs reduce ambiguity in the information they share with
intermediaries including analysts. Less ambiguity and more clarity in information available to
the analysts reduces information uncertainty and hence the dispersion in analysts forecast
(Zhang, 2006). This leads to the hypothesis,

H1: CEO conscientiousness is negatively related to analyst estimates’ dispersion

Extraversion. Extraversion enables CEOs to be energetic and impactful in their
communication (Judge et al., 2002). Such CEOs convey a sense of optimism (Judge & Cable,
1997). They are more inclined to engage in interactions with others and are able to win over
others by exerting social influence (Colbert et al., 2014). Extraversion CEOs also conveys a
sense of effective leadership (Grant, Gino & Hoffman, 2011).

Analysts reduce the information uncertainty about the firms’ future prospects among
investors with the dissemination of their analysis (Hilary & Hsu, 2013). If firms fall short of
forecasts, employment risks increase for the top management or investors penalize the firm’s
share price (Bartov, Givoly & Hayn, 2002). As firm’s external stakeholders, analysts help to
reduce principal-agent conflict by monitoring whether CEOs are acting in self-interest or are
aligned with shareholder interests (Fama & Jensen, 1983). Analysts look for cues about the
firms’ growth story in interactions with CEOs (Khurana, 2002). They prefer a convincing and
consistent account of the firm’s prospects to be certain that the CEO is working towards
shareholders’ interests (Fanelli, Misangyi & Tosi, 2009).

Extraverted CEOs have the ability to adapt to challenging situations and effect change as
the situation demands (Nadkarni & Hermann, 2010). They are growth oriented and ready to
challenge the status quo in order to achieve the growth objectives (Malhotra et al., 2018). Their

effective communication enables them to win over cynics who doubt their ambitious growth
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targets and also motivate their firm employees to work towards the goals (Hermann & Nadkarni,
2014). They communicate clearly to project a consistent account about their firms which leads to
less ambiguity among the analysts (Fanelli & Misangyi, 2006). Due to their ability to
communicate and influence others, they impress upon analysts with the information about their
firms’ prospects (Becker et al., 2019). Such clear and convincing communication about the firms
helps to reduce information uncertainty among the analysts (Zhang, 2006) and consequently,
analysts differ to a less extent in their projections. This leads to the hypothesis,

H2: CEO extraversion is negatively related to analyst estimates’ dispersion

CEO reputation. If CEOs have high reputation, they are expected to perform better in
future and any discordant information will be seen as an exception to the norm (Wade, Porac,
Pollock & Graffin, 2006). New, negative developments would have comparatively less downside
impact on the positive coverage by an analyst (Boivie, Graffin & Gentry, 2016).

Conscientious CEOs are perceived to be dependable and to follow a methodical approach
to realize their firm’s goals (Nadkarni & Hermann, 2010). If CEOs have high reputation, it is
mainly based on their ability to deliver high levels of performance (Graffin, Pfarrer & Hill,
2012). Conscientious CEOs provide a consistent overview about their firm and reduce ambiguity
about the firm’s future prospects (Harrison et al., 2020). CEO reputation also helps to reduce
uncertainty about the firm’s prospects as it is an indicator of how competent the CEO is in
leading the firm (Wade et al., 20006).

Extraverted CEOs are better able to convince analysts with information that they share
with analysts about their firms (Becker et al., 2019). CEOs with high reputation are perceived to

be competent and able to deliver high firm performance in future (Wade et al., 2006). Thus, CEO
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extraversion helps to reduce ambiguity while CEO reputation makes them more convinced
analysts about the firm’s prospects.

As more analysts concur on their forecasts, the dispersion in their estimates also
decreases. CEO personality traits which help to reduce the dispersion in analyst estimates now
have a stronger impact as CEO’s high reputation further attenuates the information uncertainty.
This leads to the hypothesis,

H3a: CEO reputation moderates the relationship between CEQO conscientiousness and
dispersion in analyst estimates such that higher CEO reputation accentuates the negative
relationship between CEQ conscientiousness and analyst estimates’ dispersion.

H3a: CEO reputation moderates the relationship between CEQO extraversion and dispersion in
analyst estimates such that higher CEO reputation accentuates the negative relationship between
CEOQ extraversion and analyst estimates’ dispersion.

Analyst coverage

Analyst coverage includes analysis of available information on a firm and future
recommendations for its equity stock (Wiersema & Zhang, 2011). This has significant influence
on investor decisions and the firm’s stock price (Frankel, Kothari & Weber, 2006). Analyst
coverage indicates that the firm discloses information properly for consideration by external
stakeholders (Chang, Dasgupta & Hillary, 2006).

Analysts tend to issue positive coverage for a firm when it becomes easier for them to
collect and analyze data (Brauer & Weirsema, 2018). In addition to publicly disclosed data,
interactions with the top management especially the CEO is a valuable source of information for

analysts (McNichols & O’Brien, 1997). Personality drives CEOs’ communication during such
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interactions and to what extent they can convince analysts about the firm’s future prospects
(Harrison et al., 2020).

In this regard, I expect three of the Big Five personality traits — emotional stability,
openness to experience and agreeableness to be salient for CEOs. Openness to experience allows
them to be imaginative and risk taking (McCrae & Costa, 1987). Emotional stability is essential
to adapt and respond to challenging situations (McCrae & Costa, 1997). Agreeableness helps
them to build trust and cohesiveness within organizations to achieve business goals (Nadkarni &
Hermann, 2010). These traits determine whether CEOs can be creative, responsive to challenges
and able to build teams that deliver results. Analysts look for such non-financial cues to be
assured of the firm’s future prospects. Therefore, I examine how these CEO personality traits can
influence positive analyst coverage. When firms miss previous analyst forecasts, analysts are
likely to weigh more on unfavorable, objective financial information rather subjective traits to
issue positive coverage. | expect missing analysts forecasts to negatively moderate the
relationship between personality traits and analyst coverage.

Emotional stability. CEOs high on emotional stability are less prone to stress, anxiety
and insecurity (Peterson et al., 2003). Such individuals are flexible and are able to respond to
dynamic business scenarios that their firms face (McCrae & Costa, 1997). Due to their
composure even in trying situations, emotionally stable individuals are less impulsive and less
irrational in their decision making (Costa & McCrae, 1995). Their behavior being less erratic,
they are less likely to take decisions detrimental to the interests of their firms or shareholders
(Benischke, Martin & Glaser, 2019).

Emotionally stable CEOs create an enabling environment for employees and shield them

from discord caused by stressful situations (Nadkarni & Hermann, 2010). They are more adept at
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creating a collaborative working environment where employees benefit from one another
(O’Reilly et al., 2014). When interacting with external stakeholders, they are more composed
and project a perception of being capable of delivering good firm performance (Harrison et al.,
2020).

Analysts are external stakeholders who monitor the potential agency problem between
shareholders and managers including the CEOs (Shleifer & Vishny, 1997). During CEO
interactions, analysts sometimes ask questions which may be unsettling for CEOs, yet the
responses determine how the analysts would evaluate the firms’ prospects (Malhotra et al.,
2018). Emotionally stable individuals handle challenging interactions deftly (Judge et al., 2002).
Analysts look for non-financial cues to supplement their financial analysis (Schipper, 1991).
Interaction with emotionally stable CEOs assures analysts that such CEOs are more likely to lead
their firms to growth. This convinces analysts about the ability of emotionally stable CEOs to
lead their firms and they develop positive outlook about the firms.

H4: CEO emotional stability is positively related to analyst coverage for the firm

Openness to experience. Openness to experience is an attribute of effective leadership
(Judge et al., 2002). CEOs endowed with this quality encourage innovation, have higher risk
appetite and are able to deal with change (McCrae & Costa, 1987). They enable their
subordinates to think about unconventional, new approaches and challenge the status quo (Judge
& Bono, 2000). They are also able to convince internal stakeholders about their bold vision for
their firms (Bono & Judge, 2004).

Openness to experience exposes CEOs to a wider range of ideas and equips them to
better estimate the upside of strategic decisions (Lauriola & Levin, 2001). With their better

foresight, CEOs are at an advantage when it comes to more shareholder wealth creation in the
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long term (Benischke et al., 2019). With better knowledge and higher risk taking appetite, their
firms can invest in projects with distant but higher return (Gentry & Shen, 2013).

CEOs endowed with openness to experience come out as thoughtful and able to cope
with changes (Gow et al., 2017). Analysts judge such CEOs to be not risk averse and working for
their short term self-interests, rather for shareholders by taking risks and ensuring success
(Jensen & Meckling, 1976). Hence, analysts develop a positive outlook and favorable coverage
for the firm.

H5: CEO openness to experience is positively related to analyst coverage for the firm

Agreeableness. Agreeable CEOs foster a more cooperative firm culture rather than a
competitive culture within their firms (Peterson et al., 2003). This reduces conflict within their
firms but delays decision making as CEOs keep deferring to several constituents (Colbert et al.,
2014). Agreeableness does not relate to leader effectiveness nor contributes to the success of a
leader (Judge et al., 2002). Agreeableness makes CEOs appear modest, a trait generally not
associated with effective leadership (Goldberg, 1990). They tend to be risk averse and hence
have less propensity for riskier investments with higher payoffs in the long term (Gow et al.,
2017).

CEOs with better execution skills rather than interpersonal skills ensure better firm
performance in the context of investors such as venture capital or private equity firms (Kaplan,
Klebanov & Sorenson, 2012). In some other scenarios, CEOs low on agreeableness relate to
higher firm performance (Lepine & Dyne, 2001). Less agreeable CEOs are more competitive,
more achievement oriented and lead their firms to better performance (O’Reilly et al., 2014).

Their modesty and agreeable nature reflect in their interaction with analysts. Analysts

interpret these cues as CEOs not being capable enough to exercise control and lead their firms
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(Westphal & Graebner, 2010). They do not perceive such CEOs as able to protect firms’ long
term interests and create value for shareholders (Fama & Jensen, 1983). Therefore, analysts
covering the firms do not associate such CEOs with potential to deliver superior performance in
future.

H6: CEO agreeableness is negatively related to analyst coverage for the firm

Missing analyst forecasts. External monitoring agents such as analysts can reduce the
information asymmetry between shareholders and managers (Jensen & Meckling, 1976). Their
forecasts act as short-term performance targets for firms which managers including CEOs try to
meet so as to show that they are working for shareholder interests (Gentry & Shen, 2013).
Investors therefore value firms more when they meet analyst forecasts (Bartov et al., 2002).
Firms’ ability to meet analyst forecasts becomes more important to convince that CEOs are not
working to the detriment of shareholders (Wiersema & Zhang, 2011).

CEOs’ openness to experience enables them to be imaginative and risk-takers in order to
lead their firms to growth (Colbert et al., 2014). When firms miss the forecasts, analysts’
predictions turn out to be inaccurate and damage the latter’s reputation (Jensen, 2004). Hence,
analysts will perceive the CEOs’ risk taking unfavorably and to be detrimental to firms. They are
less likely to continue or initiate positive coverage for the firms.

CEOs’ emotional stability is conducive for taking decisions that benefits their firms
(Nadkarni & Hermann, 2010). However, when they fall short of or miss analyst forecasts, they
are under more pressure to meet the forecasts (Kasznik & McNichols, 2002). In that scenario,
analysts give more weightage to tangible information such as missing of forecasts than
subjective information such as CEO personality traits. Unfavorable financial information makes

them less likely to issue positive coverage for the firm.
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Agreeable CEOs are able to take along individuals and build a culture of cooperation and
trust to achieve their firm’s goals (Hermann & Nadkarni, 2014). When they fall short of
forecasts, analysts evaluate their firms more based on financial metrics and evaluate financial
viability in the short term to ensure more accurate forecasts (Washburn & Bromiley, 2014).
Based on available financial information, they tend to issue less positive coverage. They tend to
give less importance to subjective personality traits that look favorable for the firms.

When firms miss forecasts, CEO’s personality factors become less important component
of analyst coverage. Therefore, an analyst would evaluate a firm based more on its ability to
meet forecasts than any other parameters.

H7a: Missing analysts forecast in prior years moderates the relation between CEQ personality
and positive analyst coverage of the firm such that when a firm misses analyst forecasts by a
higher margin, the positive relationship between CEO emotional stability and positive analyst
coverage is weaker.

H7b: Missing analysts forecast in prior years moderates the relation between CEQO personality
and positive analyst coverage of the firm such that when a firm misses analyst forecasts by a
higher margin, the positive relationship between CEQO openness to experience and positive
analyst coverage is weaker.

H7c: Missing analysts forecast in prior years moderates the relation between CEQO personality
and positive analyst coverage of the firm such that when a firm misses analyst forecasts by a
higher margin, the negative relationship between CEQ agreeableness and positive analyst

coverage is stronger.
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Methods
Sample and Data Collection

The sample data pertains to CEOs of S&P 1500 firms. A machine learning based
linguistic tool analyzes the transcripts of quarterly earnings call and measures CEO personality
traits (Harrison et al., 2019a). The study covers the time period of 2000 to 2017. Tuse S&P 1500
firms in the sample because they represent the more prominent firms and are more likely to be
tracked by analysts. Analysts are able to interact with CEOs of such firms more frequently
during which the latter’s personality traits can be salient. Also, analysts base their forecasts on
publicly available data which is available for firm listed on the stock market.

Analysts forecasts are available from Institutional Brokerage Estimate Systems (IBES).
Analysts provide their analysis and recommendations on a firm’s stock through reports which are
recorded in IBES (Fanelli et al., 2009). Financial data is mostly as firm level control variables
and is available from the COMPUSTAT database. CEO level data from the Execucomp database
is the basis for CEO level control variables.

Independent Variables

CEQ Personality. 1 use Open Language Chief Executive Personality Tool (OLCPT) to
measure CEO’s Big Five personality traits of conscientiousness, extraversion, emotional
stability, openness to experience and agreeableness on a 7-point scale personality traits (Harrison
etal., 2019).

This tool analyzes CEO’s spoken language for responding to questions from analysts
during the questions and answers (Q&A) section of the earnings calls (Harrison et al., 2020). The

advantage of earnings calls over other sources such as letters to shareholders is that CEO’s
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responses to such questions are mostly unscripted, are more likely their own and hence provide
good information about CEO personality (Malhotra et al., 2018).

CEO Reputation. CEO reputation is based on the firm’s performance relative to the
industry average at the two-digit SIC level (Milbourn, 2003). It is the average monthly return on
equity (RoE) for the firm less the average monthly RoE for an equally weighted portfolio at
industry SIC code divided by the standard deviation of average monthly industry returns. The
relevant data on firm performance is available from the COMPUSTAT database.

Dependent Variable

Analysts Forecasts. While analysts forecast different aspects of firm performance such as
sales, profit, the widely used forecasts in empirical research are for earnings per share and net
profit (Gentry & Shen, 2013). Analyst forecast is the average of all analysts’ forecasts for a
firm’s earnings per share and net profit. The data is available in the IBES database.

Analyst Coverage. Analyst coverage is the recommendation for the firm’s stock
measured on a scale ranging from Strong buy (5), Buy (4), Hold (3), Underperform (2) to Sell (1)
(Harrison, Boivie, Sharp & Gentry, 2018). The measure is the average of all analyst
recommendations for a firm in a year. The higher is the average, the more positive is analyst
coverage. The data is available in IBES database.

Control Variables

I take into account possible confounding effects through control variables at the CEO,
firm and industry levels.

CEO Level. 1 control for CEO age and CEQ incentives (ratio of restricted stock, stock
options and long term incentives to the total compensation) (Benischke et al., 2019). CEO tenure

as the number of years CEO has worked with the firm, CEO duality (coded as 1 if CEO is also
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the board chair, 0 otherwise), and Board independence as percentage of independent directors on
the board (Boivie et al. 2016). These variables represent the degree to which CEO can influence
firm outcomes and hence, can influence analysts forecasts about the firm (Harrison et al., 2020).
The data is available from Execucomp and COMPUSTAT databases.

Firm Level. 1 control for Firm size as the natural log of employees and Firm performance
in year (t-1) as the return on assets (RoA) which can influence analysts’ perceptions about the
firm’s potential (Yermack, 2006). I consider Diversification as the firm’s entropy scores because
analysts can predict less accurately about diversified firms (Boivie et al., 2016). The data is
available from firm level metrics in COMPUSTAT database.

Industry Level. 1 control for industry level dynamism since firms in dynamic industries
are subject to potentially higher risk or returns which influences analysts’ evaluation of the firm
(Harrison et al., 2019b). Industry dynamism is the standard error of regression coefficient of sales
on time divided by the industry mean for the period 2001-2017 (Dess & Beard, 1984). The
control variable is based on information from COMPUSTAT database.

Model and Estimation

Model analysis is based on random effects regression of panel-data following previous
research on personality traits (Harrison et al., 2020). Since measures of the independent variable
(personality traits) are time invariant, fixed effects model is not suitable here (Certo, Withers &
Semadeni, 2017). The model employs financial market data such as share price in its constituent
variables. This requires considering serial correlation in the error terms. I use xtregar command
in Stata which provides a correction for serial correlation (Bromiley, Rau & Zhang, 2017). The
model incorporates robust variance estimator to ensures that the estimation method is robust in

terms of heteroscedasticity (White, 1980).
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Results
Table 3.1 is for correlations of all variables included in the models for studying analyst
estimates’ dispersion and analyst coverage respectively. I checked for any potential
multicollinearity issues with the models. For analyst estimates’ dispersion, the mean variance
inflation factor (VIF) of the model is 1.43 with no VIF for individual variables exceeding 3.0.
The mean VIF in the model for analyst coverage is 1.36. VIF for none of the variables

individually exceed 3.0. Thus, the models do not indicate to have any multicollinearity issues.
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Table 3.1. Summary statistics

Variables Mean SD €))] ?2) 3) “ 5) (6) @) ®) O] (10) 11 (12) (13) (14) (15 (16)
(1) Forecast dispersion 0.86 33.81 1.00

(2) Analyst coverage 3.62 056 0.04 1.00

(3) Forecast missed 0.36 048 0.02 -0.04 1.00

(4) Conscientiousness 5.15 0.53 -0.08 0.00 0.01 1.00

(5) Extraversion 4.76 0.80 -0.06 0.04 -0.04 0.33 1.00

(6) Agreeableness 4.07 0.75 -0.02 0.02  -0.05 0.50 0.38 1.00

(7) Neuroticism 3.34 0.65 -0.03 -0.02 003 -0.16 -0.40 -0.39 1.00

(8) Openness 4.67 059 000 -0.01 -0.02 0.62 0.46 0.68  -0.46 1.00

(9) CEO Reputation 0.08 0.61  0.03 0.00 -0.02 -0.01 -0.01 0.01  -0.01 0.01 1.00

(10) CEO age 55.69 7.14 001 -0.03 -0.01 0.00 -0.04 -0.08 003 -0.07 -0.01 1.00

(11) CEO compensation 5726.62 9739.21 -0.01 0.01  -0.02 0.03 0.05 0.11  -0.03 0.06 0.05 0.04 1.00

(12) CEO duality 0.53 0.50 -0.01 0.00  -0.02 0.06 0.09 0.02 0.00 0.00 0.02 0.27 0.12 1.00

(13) Firm size 8.39 190 0.02 -0.04 -0.04 0.06 0.21 0.04 -0.13 0.02 0.09 0.11 0.41 0.13 1.00

(14) Firm performance 0.04 0.13  0.01 0.03  -0.07 0.06 0.09 0.05  -0.08 0.07 0.26 0.02 0.06 0.09 0.16 1.00

(15) Diversification 0.48 0.48  0.00 0.02 -0.03 -0.07 0.11  -0.07 0.01  -0.12 0.00 0.01 0.19 0.02 033 0.00 1.00

(16) Industry dynamism 0.01 0.01 -0.02 -0.02 0.01  -0.02 0.02  -0.07 0.05  -0.07 0.00 0.00 -0.02  -0.01 0.03 0.01 0.07 1.00
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Table 3.2a provides the results of panel data regression for estimates dispersion. I
consider the analyst estimates for earnings per share (EPS), a financial metric which analysts
commonly track. I initiate the regression analysis for analysts’ estimates dispersion by
introducing the control variables in Model 1. I add the independent variables in Model 2. I use
this model to interpret significant main effects of CEO personality traits. Hypotheses predict
CEO conscientiousness negatively influences analysts’ forecasts dispersion (H1) and similar
relationship for CEO extraversion (H2). Results corroborate that conscientiousness has a
negative and significant relationship (f =-6.48, p <0.01) and so does extraversion (f =-3.33, p
<0.01). Increasing conscientiousness and extraversion from 1 SD below mean to 1 SD above
mean changes the forecasts’ dispersion more than 100% in each case, as shown in Figure 3.1a
and 3.1c. Therefore, I find support for H1 and H2.

I include the interaction terms in Model 3 to examine the moderation effects of CEO
reputation. Hypotheses predict that CEO reputation accentuates or negatively moderates the
relationship of CEO conscientiousness (H3a) or CEO extraversion (H3b) with estimates’
dispersion. I observe from regression results that CEO reputation has negative moderating effect
on both conscientiousness (f = -24.73, p < 0.01) and extraversion (= -8.23, p <0.01). In Figure
3.1b and 3.1d, CEO reputation reverses the relationship of both CEO conscientiousness and
extraversion with estimates’ dispersion. The relationship changes from positive at lower values
of CEO reputation (1 SD below mean) to negative at higher values (1 SD above mean). Thus, I
find support for H3a and H3b.

Table 3.2b pertains to results of panel data regression for analyst coverage. I include the
control variables in Model 1 to initiate the analysis. Then, I add the independent variables in

Model 2. T use the results from Model 2 to check for any significant main effects of CEO
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personality traits. Contrary to hypotheses, openness to experience (H5) negatively relates to
analyst coverage whereas agreeableness (H6) has a positive relationship. The regression
coefficient for the other personality trait is not significant. Therefore, results do not provide
support for any of the main effects.

Next, I include the interaction terms in Model 3 and examine the moderation effects of
missing analyst forecasts. I consider the commonly tracked metric, EPS for analyst forecasts.
Hypotheses predict that missing analyst forecasts weakens the positive relationship of emotional
stability (H7a) and openness to experience (H7b) with analyst coverage while accentuating the
corresponding negative relationship of CEO agreeableness (H7c¢). I do not find significant results
for the moderation effect on agreeableness or neuroticism. But missing analyst forecasts
negatively moderates the influence of openness to experience (f =-0.04, p < 0.05) and find
support for H7b. The results pertaining to H7a and H7¢ are not significant and do lend support to

these hypotheses.
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Table 3.2a. Regression analysis for estimates’ dispersion (EPS)

D @) 3) @)
Variables Frest. Disp.  Frest. Disp.  Frest. Disp.  Frest. Disp.
Conscientiousness -9.06%*** -6.48*** -4.22%*
(1.71) (1.73) (1.76)
Extraversion -4.45%%* -3.33%* -2.12
(1.28) (1.31) (1.31)
Agreeableness -2.51 -1.08 0.09
(1.67) (1.67) (1.69)
Emotional stability 2.44%* 0.99 -0.01
(1.43) (1.44) (1.48)
Openness to experience 8.46%** 6.93%** 3.78%*
(2.17) (2.17) (2.24)
CEO Reputation 0.91* 96.90***  66.61%**
(0.49) (11.11) (12.21)
Conscientiousness X CEO Reputation -13.90%** 24 F3xE*
(2.08) (2.80)
Extraversion X CEO Reputation -5, 12%** -8.23%**
(1.60) (1.77)
Agreeableness X CEO Reputation -5.94%%*
(2.75)
Emotional stability X CEO Reputation 7.02%%*
(2.28)
Openness X CEO Reputation 21.21%%*
(3.47)
CEO age -0.00 -0.00 0.02 0.03
(0.13) (0.13) (0.13) (0.13)
CEO compensation -0.00 -0.00 -0.00 -0.00
(0.00) (0.00) (0.00) (0.00)
CEO duality (1=yes; 0=no) -0.60 -0.03 -0.31 -0.45
(0.95) (0.96) (0.96) (0.96)
Firm size 0.17 0.37 0.37 0.29
(0.25) (0.26) (0.26) (0.26)
Firm performance 2.55 3.25 1.95 0.66
(5.23) (5.29) (5.28) (5.27)
Diversification 0.02 0.15 0.24 0.52
(0.66) (0.69) (0.68) (0.68)
Industry dynamism 18.53 45.73 42.89 34.67
(41.37) (41.75) (41.39) (41.16)
Inverse Mills Ratio -1.38 -3.27 -2.12 -1.03
(6.41) (6.49) (6.48) (6.47)
Constant 2.55 34.09 18.52 12.32
(21.97) (22.98) (22.98) (23.00)
Observations 3,242 3,242 3,242 3,242
y2-statistic for model 3.885 56.88 131.5 190

Standard errors in parentheses
sk ok p<0-01, *k p<0.05, % p<0'1
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Figure 3.1a. Main effect for estimates’ dispersion (EPS)
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Figure 3.1b. Interaction effect for estimates’ dispersion (EPS)
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Table 3.2b. Regression analysis for analyst coverage (EPS)

(1 2 (3) @)
Variables Coverage Coverage Coverage  Coverage
Conscientiousness -0.02 -0.03 -0.02
(0.07) (0.07) (0.09)
Extraversion 0.12%* 0.12%* 0.15%*
(0.05) (0.05) (0.06)
Agreeableness 0.15%* 0.14* 0.13*
(0.07) (0.08) (0.08)
Emotional stability 0.00 -0.02 -0.04
(0.06) (0.07) (0.07)
Openness to experience -0.21** -0.18* -0.19*
(0.09) (0.10) (0.10)
Forecast missed (1=yes; 0=no) -0.03 0.06 0.27
(0.02) (0.38) (0.49)
Conscientiousness X Forecast missed -0.01
(0.12)
Extraversion X Forecast missed -0.12
(0.09)
Agreeableness X Forecast missed 0.04 0.08
(0.12) (0.12)
Emotional stability X Forecast missed 0.08 0.13
(0.09) (0.10)
Openness X Forecast missed -0.12 -0.10
(0.13) (0.15)
CEO age 0.01 0.00 0.00 0.00
(0.01) (0.01) (0.01) (0.01)
CEO compensation -0.00 0.00 0.00 0.00
(0.00) (0.00) (0.00) (0.00)
CEO duality -0.03 -0.03 -0.03 -0.03
(0.04) (0.04) (0.04) (0.04)
Firm size -0.00 -0.02 -0.02 -0.02
(0.01) (0.01) (0.01) (0.01)
Firm performance -0.26 -0.21 -0.20 -0.20
(0.21) (0.21) (0.21) (0.21)
Industry dynamism -3.70%** -3.66** -3.61%** -3.59%*
(1.55) (1.56) (1.57) (1.57)
Inverse Mills Ratio 0.35 0.26 0.26 0.26
(0.26) (0.26) (0.26) (0.26)
Constant 2.54%** 2.86%*** 2.86%** 2.77***
(0.88) (0.94) (0.95) (0.96)
Observations 3,136 3,136 3,136 3,136
x2-statistic for model 10.49 27.03 28.44 30.52

Standard errors in parentheses
**% p<0.01, ** p<0.05, * p<0.1
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Robustness Tests

I also incorporate an alternate financial metric commonly tracked by analyst, net profit
(NET) in lieu of EPS. I rerun the regression models with this new financial metric. I find that
hypotheses pertaining to main effect and interaction effect on analyst estimates’ dispersion are
all valid. The regression results are available in Table 3.3a.

I also employ an alternate method to test our empirical findings. I employ between effects
regression for the panel data on estimates’ dispersion. I construct the panel based on CEO and
financial year. This way I can study the influence of personality factors between different
incumbents to the CEO post. The results are again consistent for both earnings per share and net
profit. Regression results are available in Table 3.3b and Table 3.3c.

Post-hoc Analysis

Next, I consider all five personality traits in the regression analysis for estimates’
dispersion. Our hypotheses pertain to conscientiousness and extraversion because I think analysts
would identify these two traits more easily and attribute firm forecasts to these traits to varying
degrees. This association in turn will produce variation in the analysts’ estimates. I extend the
model by including the interaction effects of all the Big Five personality traits to understand their
potential influence on estimates’ dispersion. The results of the original two traits are robust even
in the extended model. Neither of the remaining three traits has a significant main effect. The
interaction effect of agreeableness (p =-5.94, p < 0.05) is negative, significant while that of
emotional stability (B = 7.02, p <0.01) and openness to experience (f=21.21, p <0.01) are

positive, significant.
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Table 3.3a. Robustness test - Regression analysis for estimates’ dispersion (NET)

0 @) 3) @)
Variables Frcst. Disp.  Frest. Disp. Frcst. Disp. Frcst. Disp.
Conscientiousness -2,192.61%**  -1,763.29%**  _] 298.26%**
(482.59) (482.55) (483.56)
Extraversion -1,108.56*** -908.07** -664.84*
(356.94) (360.81) (358.75)
Agreeableness -384.33 -119.66 170.45
(446.58) (442.83) (444.56)
Emotional stability 491.21 186.45 36.47
(395.60) (393.45) (403.71)
Openness to experience 1,913.41%**  1,686.06%** 967.09
(599.61) (593.98) (607.08)
CEO Reputation 153.38 17,256.44**%  13,123.40***
(118.43) (2,730.85) (3,040.11)
Conscientiousness X CEO Reputation -2,389.61*** -4 819.66%**
(512.68) (690.80)
Extraversion X CEO Reputation -1,002.75%*  -1,582.27%**
(433.32) (455.11)
Agreeableness X CEO Reputation -984.97
(651.05)
Emotional stability X CEO Reputation 906.23
(567.05)
Openness X CEO Reputation 4,296.69%**
(850.75)
CEO age -4.70 -4.80 1.29 3.68
(44.49) (44.81) (44.22) (43.66)
CEO incentives 0.00 0.00 -0.00 -0.00
(0.02) (0.02) (0.02) (0.02)
CEO duality -161.24 -26.35 -84.33 -114.22
(281.05) (283.04) (279.51) (276.16)
Firm size 35.03 82.03 85.29 69.98
(88.51) (91.47) (90.34) (89.18)
Firm performance 977.82 1,269.92 1,103.27 861.05
(1,605.63) (1,623.86) (1,604.96) (1,587.25)
Diversification 42.19 87.18 103.68 152.28
(202.64) (209.38) (206.55) (203.92)
Industry dynamism 7,678.98 13,493.99 13,481.04 12,241.66
(10,380.05)  (10,464.40) (10,385.87) (10,309.78)
Inverse Mills Ratio -490.39 -991.57 -720.02 -517.27
(2,119.27) (2,144.52) (2,116.14) (2,089.07)
Constant 1,125.79 9,089.64 6,085.77 4,817.12
(7,462.46) (7,729.68) (7,642.35) (7,551.76)
Observations 3,197 3,197 3,197 3,197
y2-statistic for model 4.984 41.45 82.35 122.4

Standard errors in parentheses
sk ok p<0-01, *k p<0.05, % p<0'1
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Table 3.3b. Robustness test - Between effects regression for estimates’ dispersion (EPS)

D @) 3) @)
Variables Frcst. Disp. Frest. Disp.  Frest. Disp.  Frest. Disp.
Conscientiousness -7.04%*%* -4.76%%* -3.05%*
(1.39) (1.38) (1.36)
Extraversion -4.Q1*** SNV -1.07
(1.00) (1.02) (1.01)
Agreeableness -3.59%* -1.97 -0.88
(1.43) (1.40) (1.38)
Emotional stability 2.20% 0.91 -1.02
(1.16) (1.13) (1.15)
Openness to experience 7.96%** 6.20%** 3.87%%*
(1.80) (1.75) (1.77)
CEO Reputation 0.64 100.23%** 78 17%**
(0.50) (11.80) (11.95)
Conscientiousness X CEO Reputation -13.10%** 2D S ***
(2.06) (2.47)
Extraversion X CEO Reputation -6.65%** -12.93%#*
(1.67) (1.88)
Agreeableness X CEO Reputation -2.10
(2.75)
Emotional stability X CEO Reputation 12.90%**
(2.36)
Openness X CEO Reputation 13.11%%*
(3.206)
CEO age 0.02 0.03 0.03 0.07
(0.10) (0.10) (0.10) (0.09)
CEO compensation -0.00 -0.00 -0.00 -0.00
(0.00) (0.00) (0.00) (0.00)
CEO duality (1=yes; 0=no) -0.45 -0.05 -0.20 -0.52
(0.72) (0.71) (0.68) (0.66)
Firm size 0.22 0.40* 0.37* 0.31
(0.21) (0.21) (0.20) (0.20)
Firm performance -0.50 -0.73 -1.39 -2.77
(4.33) (4.28) (4.14) (4.01)
Diversification -0.17 -0.13 -0.08 0.20
(0.51) 0.51) (0.49) (0.47)
Industry dynamism -10.38 20.45 8.66 -5.33
(38.81) (38.34) (37.04) (35.81)
Inverse Mills Ratio 0.24 -0.09 0.27 2.12
(4.89) (4.81) (4.65) (4.51)
Industry dummy Included Included Included Included
Constant -2.52 22.22 9.60 1.67
(17.55) (18.05) (17.52) (17.02)
Observations 3,140 3,140 3,140 3,140
F-statistic for model 0.383 3.020 5.834 8.148

Standard errors in parentheses
sk ok p<0-01, *k p<0.05, % p<0'1
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Table 3.3c. Robustness test - Between effects regression for estimates’ dispersion (NET)

0 @) 3) @)
Variables Frcst. Disp.  Frest. Disp.  Frest. Disp.  Frest. Disp.
Conscientiousness -2,206.82***  -1,501.68*** -1,006.91*%*%*
(352.10) (344.29) (336.55)
Extraversion -1,195.30***  -805.69*** -330.81
(254.77) (256.19) (250.58)
Agreeableness -666.93* -151.20 272.64
(358.84) (345.35) (337.22)
Emotional stability 491.93* 77.47 -452.73
(292.87) (281.43) (285.66)
Openness to experience 2,175.74%**  1,654.21*** 842.51*
(452.08) (433.27) (435.24)
CEO Reputation 158.61 30,010.79%*** 23 485.18%%*
(117.10) (2,943.71) (2,933.44)
Conscientiousness X CEO Reputation -3,888.30*** -6,712.38%*%*
(506.23) (598.75)
Extraversion X CEO Reputation -2,030.40%** -3 587.07***
(422.74) (458.58)
Agreeableness X CEO Reputation -624.04
(666.26)
Emotional Stability X CEO Rep. 3,315.04%**
(578.02)
Openness X CEO Reputation 4,024.02%**
(813.64)
CEO age 1.57 4.38 9.76 21.13
(31.00) (30.12) (28.67) (27.44)
CEO compensation -0.01 -0.02 -0.02 -0.02*
(0.01) (0.01) (0.01) (0.01)
CEO duality -173.14 -47.86 -108.36 -200.28
(196.98) (191.40) (182.23) (174.76)
Firm size 88.38 147.47%%* 134.06** 118.54%%*
(65.08) (64.90) (61.94) (59.44)
Firm performance 381.63 444.62 218.34 -191.83
(1,222.67) (1,197.25) (1,138.31) (1,089.60)
Diversification -30.98 2.66 22.31 100.05
(141.42) (140.11) (133.22) (127.31)
Industry dynamism -5,449.54 7,128.13 5,566.31 -1,479.23
(10,343.44)  (10,208.77) (9,714.79) (9,296.59)
Inverse Mills Ratio -72.65 -280.10 -45.68 508.19
(1,471.06) (1,432.64) (1,363.00) (1,304.71)
Industry dummy Included Included Included Included
Constant -452.06 7,411.85 3,013.85 654.07
(5,361.84) (5,395.30) (5,152.99) (4,942.43)
Observations 3,101 3,101 3,101 3,101
F-statistic for model 0.730 4.092 8.290 11.59

Standard errors in parentheses
sk ok p<0-01, *k p<0.05, % p<0'1
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Figure 3.1¢c. Main effect for estimates’ dispersion (NET)
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Figure 3.1d. Interaction effect for estimates’ dispersion (NET)
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Sample selection bias

Our sample has CEOs who stay with their respective firms through period of analysis.
This criteria for inclusion can bias our sample for not being random and representative of the
CEOQO universe (Kashmiri, Gala & Nicol, 2019).

I resolve this problem of potential sample selection bias with the Heckman two-stage
method. First, I create a binary dependent variable. It is 0 if the CEO experiences turnover during
the period of analysis and 1 otherwise. I run a probit regression model on the panel data with all
control variables from the original model (Table 3.4) along with an additional variable CEO
tenure, the number of years CEO has worked for the firm. I compute the Inverse Mills Ratio
(IMR) from the probit model.

Then, I include IMR as a control variable in the original panel data regression model.
IMR has no significant relationship with either forecast dispersion or analyst coverage. Hence,
factors which lead to longer tenure CEOs being included in the sample do not influence the
dependent variables.

Endogeneity concern
I resolve potential endogeneity concerns through the two-stage xtregar model involving
instrumental variables in line with previous research (Wooldridge, 2010).

I use average CEO personality traits at the 2-digit SIC level as instrumental variable for
respective CEO personality traits. I also include control variables from the original model along
with instrumental variables to estimate each CEO personality traits in the first stage (Table 3.5a,
2.5b). In the second stage, I use fitted values of CEO personality traits as the independent
variables in the panel data regression model (Tables 2.2, 2.3). The results discussed above thus

include corrections for both sample selection bias and endogeneity.
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Table 3.4. Panel data regression for Inverse Mills Ratio (IMR)

(1) (2)
Variables IMR-EPS IMR-NET
CEO age 0.03%** 0.03%**
(0.01) (0.01)
CEO compensation -0.00 -0.00
(0.00) (0.00)
CEO duality -0.10 -0.10
(0.09) (0.09)
Firm size 0.03 0.04
(0.03) (0.03)
Firm performance -0.76** -0.76**
(0.34) (0.34)
Diversification -0.05 -0.06
(0.09) (0.09)
Industry dynamism -2.60 -1.17
(5.94) (6.13)
CEO Tenure -0.01 -0.01
(0.01) (0.01)
Constant -3.26%** -3.37H**
(0.49) (0.50)
Observations 3,475 3,485
x2-statistic for model 17.61 17.53

Standard errors in parentheses
*E* p<0.01, ** p<0.05, * p<0.1
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Table 3.5a. First stage panel data regression with Instrumental Variables (EPS)

(1 2 (3) @) )
Variables Consc. Extra. Agree. Emo. St. Openn.
Conscientiousness Ind. Avg. 0.60%**
(0.02)
Extraversion Ind. Avg. 0.55%**
(0.02)
Agreeableness Ind. Avg. 0.60%***
(0.02)
Emotional stability Ind. Avg. 0.59%**
(0.02)
Openness to experience Ind. Avg. 0.60%**
(0.02)
CEO age 0.00 0.00 -0.01%%* -0.00%** -0.00%**
(0.00) (0.00) (0.00) (0.00) (0.00)
CEO compensation -0.00 -0.00 0.00 0.00 0.00
(0.00) (0.00) (0.00) (0.00) (0.00)
CEO duality (1=yes; 0=no) 0.00 0.02* 0.05%*** -0.00 0.01
(0.01) (0.01) (0.01) (0.01) (0.01)
Firm size 0.00 0.03*** 0.01 0.01*** 0.00
(0.00) (0.01) (0.01) (0.00) (0.00)
Firm performance 0.04 0.02 -0.06** -0.02 -0.01
(0.03) (0.03) (0.03) (0.03) (0.02)
Diversification -0.02 0.00 -0.01 0.01 -0.02
(0.01) (0.02) (0.02) (0.01) (0.01)
Industry dynamism 0.05 0.20 -0.13 -0.37 0.17
(0.32) (0.39) (0.38) (0.33) (0.31)
Constant 2.03%** 1.82%** 2.03%** 1.61*** 2.06%**
(0.11) (0.11) (0.10) (0.09) (0.10)
Observations 4,341 4,341 4,341 4,341 4,341
x2-statistic for model 1193 1129 1500 1254 1387

Standard errors in parentheses
**% p<0.01, ** p<0.05, * p<0.1
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Table 3.5b. First stage panel data regression with Instrumental Variables (NET)

0 @) 3) @) )
Variables Consc. Extra. Agree. Emo. St. Openn.
Conscientiousness Ind. Avg. 0.59%**
(0.02)
Extraversion Ind. Avg. 0.54%**
(0.02)
Agreeableness Ind. Avg. 0.59%%**
(0.02)
Emotional stability Ind. Avg. 0.58%**
(0.02)
Openness to experience Ind. Avg. 0.59%**
(0.02)
CEO age 0.00 0.00 -0.01%%* -0.00%** -0.00%**
(0.00) (0.00) (0.00) (0.00) (0.00)
CEO compensation -0.00 -0.00 0.00 0.00 0.00
(0.00) (0.00) (0.00) (0.00) (0.00)
CEO duality 0.01 0.02* 0.05%*** -0.00 0.01
(0.01) (0.01) (0.01) (0.01) (0.01)
Firm size 0.00 0.03*** 0.01** 0.01*** 0.00
(0.00) (0.01) (0.01) (0.00) (0.00)
Firm performance 0.03 0.01 -0.06** -0.01 -0.01
(0.02) (0.03) (0.03) (0.03) (0.02)
Diversification -0.02 0.00 -0.01 0.01 -0.02
(0.01) (0.02) (0.02) (0.02) (0.01)
Industry dynamism 0.13 0.36 -0.14 -0.35 0.18
(0.32) (0.40) (0.38) (0.34) (0.32)
Constant 2.07*** 1.89%** 2.04%%* 1.64*** 2.09%**
(0.11) (0.11) (0.11) (0.09) (0.10)
Observations 4,346 4,346 4,346 4,346 4,346
x2-statistic for model 1182 1095 1502 1234 1386

Standard errors in parentheses
**% p<0.01, ** p<0.05, * p<0.1
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Discussion

This study combines concepts from agency theory and personality to explore the
relationship between personality traits and analyst forecasts for firms. CEOs’ interaction with
analysts is predicated on their personality traits and provide important cues to analysts in
addition to publicly available financial information. Analysts incorporate their opinion based on
such interactions in preparing their projections about the future prospect of firms.

I find that conscientiousness and extraversion negatively relate to analyst estimates’
dispersion. Conscientious CEOs are perceived as committed, mature individuals at helm of
firms. Extraversion enables CEOs to effectively communicate with analysts about how they are
leading their firms. Analysts have more consensus about the firms’ potential under their
leadership. If the CEO reputation is higher, it further strengthens analysts’ favorable opinion
about CEOs’ ability to lead their firms. This helps to further reduce the variation or dispersion in
their estimates. From the extended model, I find that higher CEO reputation similarly weakens
the influence of agreeableness and emotional stability on estimates’ dispersion. However,
analysts may perceive openness to experience as endowing CEOs to be either exploring new
avenues for growth or undue risk takers. Contrarian opinions increase the dispersion in their
estimates which explains the positive main effect of this personality trait. If CEO reputation is
higher, analysts perceive that CEOs can prevail over others to be more growth focused or more
undue risk takers. Hence, CEO reputation has a positive moderation effect for openness to
experience.

For analyst coverage, I did not find any substantial results in support. Rather some results
were contrary to hypotheses. Analysts think of agreeable CEOs as being able to build consensus,

take along all constituents and eventually help their firms grow. They are more inclined to
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provide positive coverage. Openness to experience as a trait which either makes CEOs growth
focused or undue risk takers. They may accordingly provide positive or negative coverage for
firms. Hence, the main effect is not significant. When firms miss forecasts, it reinforces analysts’
opinion of CEOs being undue risk takers. They are more inclined to provide negative coverage.
Theoretical Implications

CEOQ is a crucial decision maker for the firm’s strategy (Busenbark et al., 2016). CEOs
engage with external monitoring agents such as analysts to reassure that they are working in the
best interests of shareholders and mitigating principal-agent problems (Fama & Jensen, 1983).
Analysts consider CEO characteristics as a component of non-financial information to develop
their perceptions about the firm’s future prospects (Bradshaw, 2011). Our study shows that
CEQ’s personality traits become important for analysts in this regard. I contribute to this
research domain by analyzing the individual level factors of CEO that influence analyst
recommendations for the firm. This way I parse out the micro foundations of the firm’s corporate
governance mechanism and analyst recommendations in particular.

Second, I expand upper echelons research with more detailed understanding of individual
level characteristics in the context of firm (Hambrick & Mason, 1984). Extant research has
explored demographic characteristics such as CEO gender, education and more. I contribute to
the scope of upper echelons research by including psychological characteristics especially CEO
personality traits and study its association with a corporate governance mechanism.

Practical Implications
CEOQ personality gives some indication of how analysts will perceive the CEO in future.

Their perception has implications for the firm’s prospects in the capital markets. A board can
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consider personality traits while recruiting the CEO. Boards will then have a better idea of how
their selected CEO can influence the prospects of the firm’s shares.

Second, corporate governance enablers such as analyst recommendations are emerging as
one of the crucial determinants for investors’ decisions to associate with the firm. CEO
personality can be a useful measure of analyst perceptions about the firm’s prospects. It can help
investors to decide whether to invest in the firm’s shares.

Limitations and Future Research Agenda

The study has some limitations which is typical of any empirical research. This also helps
to open new avenues for research. First, the personality measures use the unscripted part of
earnings call with analysts. There is far less scope for CEOs to give prepared responses which
may mask their true personality traits. Rather responses are more on the fly and better reflect
CEOQ personality. This approach helps to mitigate validity concerns regarding personality
measures whether they can capture the actual personality traits. However, I cannot ascertain
whether CEOs receive broad inputs from their own teams before the earnings call so that they
can provide suitable responses to analyst queries (Harrison et al., 2020). In such a scenario,
future research can come up with other personality measures that take into account the potential
concerns. Comparing the results from such measures with this personality measures can help to
prove the robustness of findings and lend more empirical support for this type of research.

Second, CEO is the most important decision maker in a firm. However, there are other
members of top management team (TMT) such as chief financial officer (CFO) who have a
substantial say in the firm’s strategy. Current research focuses on the CEO and precludes the
influence of other top executives in the firm. Future research can explore the influence of other

members of top management team individually as well as in association with that of CEO’s
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influence. This approach will improve our understanding of individual factors influence the
firm’s strategic aspects at the TMT level at large and not just for an individual TMT member.
Third, the research is limited to the US context. The personality measures will have better
reliability if I can show that the study applies similarly to other markets in developed economies
of Europe or the emerging economies of Asia. Thus, it opens a new avenue for research. Any
deviation in findings outside the US relative to the American context can also have potential for
new research. Studies can explore the contingency or causal mechanisms which could be the
basis of divergent findings in different national contexts. All in all, extending the context of this

study can potentially lead to avenues for further empirical research.
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IV. CHAPTER 3: HOW CEO PERSONALITY TRAITS RELATE TO BOARD
STRUCTURE AND BOARD DIVERSITY
Introduction

The chief executive officer (CEO) is responsible for decisions on the firm’s strategic
plans and leading them to fruition (Hermann & Nadkarni, 2014). The strategic decisions bear the
imprint of the CEQO’s values, cognitions and dispositions (Chatterjee & Hambrick, 2011). Hence,
their personalities influence their strategic decisions (Carpenter, Geletkanycz & Sanders, 2004).
This takes place because CEOs’ personality traits determine how they interpret and react to
environmental conditions (Hiller & Hambrick, 2005).

Empirical research shows that CEO personality traits play a role in firm strategy
(Nadkarni & Hermann, 2010). Stakeholders such as the board of directors play an important role
in shaping the CEQO’s strategic decisions (Westphal, 1999). The board monitors the CEO as well
as advises the CEO on decision making (Jensen & Meckling, 1976). Extant research has
explored the influence of individual characteristics of board members on the CEO’s strategic
actions. For instance, independent, outside board members are able to provide better oversight
over the CEO (Westphal, 1998). Boards with more diversity in demographics and functional
expertise ensure access to critical, external resources which enables the CEO to formulate
effective strategy (Hillman, Shropshire & Canella, 2007). However, the influence of CEO’s
individual characteristics on the board is relatively less explored. Research has assumed that

there is no differential influence of CEO’s individual traits on the board.
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It is important to study how CEO individual traits influences board from the perspective
of firm strategy. CEOs try to structure the board in a way to reduce uncertainty when dealing
with board members (Westphal & Zajac, 1995). CEOs can then find it easier to obtain the
boards’ concurrence for their strategic decisions (Zhu & Chen, 2015). The strategic decisions
reflect the CEQO’s values, cognitions and dispositions (Chatterjee & Hambrick, 2011) which in
turn depend on the CEO’s personality traits (Chatterjee & Hambrick, 2007). Therefore, I explore
how CEO personality relates to board structure. It helps to improve our understanding of how
CEOs manage their association with boards for strategy formulation or implementation.

Studies on CEO personality have considered distinct personality traits like narcissism
(Chatterjee & Hambrick, 2007), locus of control (Miller & Toulouse, 1986). Some studies have
looked at CEO personality through a comprehensive framework like the Big Five (Harrison,
Thurgood, Boivie & Pfarrer, 2020). The study of comprehensive personality traits is now even
more feasible with the development of a linguistic measure of CEO personality (Harrison,
Thurgood, Boivie & Pfarrer, 2019). I study whether Big Five traits relate to board structure
which is a monitoring mechanism to align CEOs with shareholder interests (Fama & Jensen,
1983). I also study how personality traits influence CEOs’ ability to work with diverse
individuals (Judge & Cable, 1997) when they seek the boards’ counsel to run their firms. To
explore these research questions, I analyze whether CEO personality traits relate to board
independence and board diversity respectively. Industry munificence reduces the need for
monitoring by independent boards and enable responsive decision making to capitalize on
opportunities (Gedajlovic, Lubatkin & Schulze, 2004). Industry competitiveness determines the
firm’s urgency to acquire resources (Boone, Olffen, Witteloostuijn & Brabander, 2004) which

board diversity can facilitate (Hillman et al., 2007). These industry level factors act as
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moderators to the relationship between CEO personality and board structure or board diversity
respectively. The next section deals with the relationship between CEO personality traits one
aspect of board structure - board independence. The subsequent section deals with a similar
relationship with CEO duality. The final section looks at how CEO personality relates to board
diversity.

I make two important theoretical contributions through this study. First, I link CEO broad
personality traits with the firm’s board composition (Westphal & Zajac, 1995). This approach
enables me to explore the micro-foundations of corporate governance mechanisms in a firm.
Agency theory (Fama & Jensen, 1983) deals with misalignment of interests between principal
(shareholders) and agent (managers), and how boards act as monitoring agents to align their
interests. Board structure in terms of degree of independence or separation of CEO and board
chair, determine its monitoring capacity. Similarly, resource dependence theory posits about
boards providing access to resources and advising the CEO on managing their firms (Hillman,
Withers & Collins, 2009). Board diversity in terms of gender or ethnic diversity increases access
to a wider pool of knowledge and resources. CEO being the top decision maker and generally a
board member, has a say in the board structure or board diversity. How the CEO can influence
these aspects depends on psychological attributes such as personality traits. Hence, this study
explores how the CEQ’s personality traits influence their involvement in board composition or
board diversity. Second, I contribute to upper echelons research by demonstrating how individual
level attributes like broad personality traits influence the firm’s ability to secure resources and
information critical for successful strategic decisions. In this regard, the study is the first to
explore the relationship between CEQO’s broad personality traits such as Big Five and board

composition and contingency mechanisms that act upon this relationship.
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Theoretical Background

The relationship between the CEO and the board is important from the perspective of
corporate governance. One of the board’s functions is to monitor the CEO’s activities (Johnson,
Daily & Ellstrand, 1996). Board oversight curbs the CEOs’ tendency for managerial opportunism
and CEOs perform their managerial responsibilities in the interests of shareholders (Shen, 2003).
Boards can perform their monitoring function more effectively when they are independent from
the firm’s management (Eisenhardt, 1989). Thus, independent boards help to protect shareholder
interests and keep managerial opportunism under control (Zahra & Pearce, 1989).

Boards also have a significant role in resource provision for the firm. Board helps to
reduce a firm’s dependence and uncertainty in procuring critical resources from external entities
(Pfeffer, 1972). In this regard, the board advises the CEO and the top management, enhances the
firm’s legitimacy, and enables preferential commitments from entities outside the firm (Pfeffer &
Salancik, 1978). Boards require substantial interaction with the CEO or the top management to
discharge their resource provisioning duties (Hillman & Dalziel, 2003).

Shareholders, regulators and media exert pressure on firms to ensure demographic
diversity on their boards (Carter, Simkins & Simpson, 2003). Stakeholders believe that board
diversity accrues four main advantages to the firm (Robinson & Dechant, 1997). First, the study
posits that board diversity improves knowledge of the market. Directors reduce uncertainty by
connecting the firm to its external environment and sharing information critical for its business
(Hillman, Canella & Paetzold, 2000). Second, it fosters creativity and innovation. When the
board is demographically diverse, its human capital is more extensive because the board
members possess different views (Miller & Triana, 2009). The diverse board members produce a

broad spectrum of ideas by virtue of their larger collective body of knowledge and explore new,
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innovative opportunities (Gao & Zhang, 2006). Third, it promotes effective problem solving.
Diverse board members have faced a multitude of experience and have better understanding of
the different scenarios that the firm encounters (Joshi & Roh, 2009). They are equipped to
consider different alternatives and arrive at a more optimal solution (Hong & Page, 2004).
Finally, it enhances the effectiveness of firm leadership. The firm builds or strengthens its
network with suppliers, customers and other value chain partners through its diverse board
members (Beckman & Haunschild, 2002). The firm is in a better position to understand its
environment and respond to competitive challenges that emerge therein (Boyd, 1990).

Another important aspect of corporate governance is CEO duality. It means that a single
individual serves as the CEO as well as the board chair (Dalton, Hitt, Certo & Dalton, 2007).
CEQ duality leads to less monitoring by the board and more power to the CEO whereas separate
board leadership allows for more board monitoring and reduces the CEO’s power (Finkelstein,
Hambrick & Cannella, 2009). While a CEO prefers duality to ensure unified command, it also
impinges on the board’s ability to check managerial self-interests at the expense of shareholders
(Krause, Semadeni & Cannella, 2014).

Not all CEOs want powerful boards that curtail their own influence, rather they want to
take decisions without facing much board scrutiny (Adams, Almeida & Ferreira, 2005). CEOs
may also perceive board diversity to be creating more conflict and less cohesion which slows
down the decision making process (Hsu & Wu, 2014). Hence, CEOs play a substantial role in
appointing directors to the board (Lorsch & Maclver, 1989). CEOs try to induct those individuals
into the board with whom they can build collaborative working relationships and leverage their
expertise (Westphal, 1999). CEOs co-opt such members on the board for longer tenures (Coles,

Daniel & Naveen, 2014). This way CEOs can have likeminded individuals who are more likely
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to engage in groupthink and agree with the CEOs’ decisions (Bernile, Bhagwat & Yonker,
2018).

CEOs get involved in board selection to maintain their influence or manage diversity
within the board, and even prefer to be the board chair. These strategic decisions or preferences
are a function of their cognition and individual characteristics as is the case with the top
management (Hambrick & Mason, 1984). CEO cognition in turn relates to their personality traits
(Peterson, Walumbwa, Byron & Myrowitz, 2009). I extend research on the relationship between
CEO characteristics and board structure by exploring how CEO’s broad personality traits relate
to aspects of board structure as board independence and CEO duality and board diversity.

Hypotheses Development
CEO Personality Traits and Board Independence

Research shows that CEOs’ individual level characteristics determine their preferences
about the board. For instance, narcissistic tendency among CEOs leads to selection of board
members with similar tendencies or with experience of working with narcissistic CEOs (Zhu &
Chen, 2015). CEOs are able to get around board monitoring because such board members are
less independent and more likely to acquiesce to the CEOs’ strategic decisions (Westphal &
Zajac, 1995).

In this study, I consider broad personality traits such as Big Five to explore the
relationship with board independence. Board independence is expressed in terms of the share of
independent directors on the board. In particular, conscientious CEOs want to have more control
on prevailing situations (Peterson et al., 2003). Extraverted CEOs prefer to dominate and guide
others to pursue their goals (Hermann & Nadkarni, 2014). Emotional stability enables CEOs to

cope with challenging situations deftly (Benischke, Martin & Glaser, 2019). Independent boards
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curtail CEOs’ ability to be dominant or take control of situations as per their choice. Independent
boards monitor CEOs more and can create challenging situations for them while deciding on
firm strategy. Overall, it impacts the way CEOs can discharge their duties. Therefore, it is
pertinent to study how the three personality dimensions influence the incumbents’ preference for
independent boards after they have become CEO. Environmental munificence provides CEOs
with more discretion in decision making while independent boards tend to restrain them. This
provides a rationale to also explore how CEQ’s broad personality traits relate to board
independence under the moderation effect of environmental munificence.

Conscientiousness. Conscientious CEOs are cautious and are averse to dealing with
ambiguity (Costa & McCrae, 1996). Conscientious CEOs are more focused on achieving tasks
(McCrae & Costa, 1987). They want to centralize decision making to a greater extent to exert
their authority (Costa & McCrae, 1988). They have a greater tendency to seek control of their
environment (Peterson et al., 2003). Towards that objective, they try to ensure structure in their
operating environment (Miller & Toulose, 1986).

CEO works as agent for shareholders who are the firm’s principals. Their mutual interests
may not always be aligned due to which boards of directors monitor CEOs to reduce the
principal-agent problem (Fama & Jensen, 1983). Independent boards by virtue of their formal
authority over the firm’s management, tend to exert influence on the CEOs and can prevail over
the CEOs in case of a disagreement or conflict (Zajac & Westphal, 1996). The CEOs prefer
directors who are more conciliatory to ensure predictability in dealing with them (Westphal &
Zajac, 1995). The fewer are the independent board members, the more are CEOs able to

influence the board to acquiesce to their demands (Fama & Jensen, 1983). CEOs are better able
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to establish their authority and boards are less effective in holding them accountable with fewer
independent board members (Finkelstein & D’ Aevni, 1994).

Independent boards increase the board’s oversight and restrain the CEO’s power
(Westphal, 1998). However, conscientious CEOs prefer to be in control and avoid uncertainties
while working (Judge & Bono, 2000). Since, fewer independent board members would ensure
more compatibility between boards and CEOs, conscientious CEOs would prefer such a board
structure. They will try to induct fewer independent members on the board after they assume the
role of CEO.

H1: CEO conscientiousness is negatively related to board independence

Extraversion. Extraverted CEOs are articulate and are able to influence others in order to
win them over (Bono & Judge, 2004). They are ambitious, seek out challenges and have an
urgency to fulfill their goals (Hermann & Nadkarni, 2014). They are more effective when they
can dominate over others in order to accomplish their work (Barrick, Stewart & Pietrowksi,
2002). They have high opinion about their own abilities and expect less resistance from
individuals who work with them (Gow, Kaplan, Larcker & Zakolyukina, 2017). They view any
scrutiny or dissent against them as a potential threat (Grant, Gino & Hoffman, 2011).

Extraverted CEOs tend to pursue aggressive strategies and are less likely to be amenable
to feedback from others (Judge, Piccolo & Kosalko, 2009). On the other hand, independent board
members have a fiduciary responsibility to protect shareholder interests by questioning the
CEOs’ actions and opposing moves which do not have valid justification (Weisbach, 1988). To
preempt such scenarios, CEOs would prefer to be among those who reinforce their positions and

support their decisions (Zhu & Chen, 2015). Therefore, extraverted CEOs would prefer insiders
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as board members and will try to ensure include fewer independent, outside members on the
board after they become the CEO.
H2: CEO extraversion is negatively related to board independence

Emotional Stability. Emotionally stable CEOs handle demanding situations well because
they are able to remain calm and balanced even when faced with unfavorable conditions
(McCrae & Costa, 1997). They build cohesion and reduce conflict among individuals associated
with their firms (Peterson et al., 2003). They deal with conflicts or disagreements more
effectively while staying focused on their goals and targets (Barrick, Stewart, Neubert & Mount,
1998). They possess better information processing ability, are more proactive in dealing with
situations encountered by the firm and are not averse to take risks (Judge et al., 2002).

Boards on the other hand, reduce the conflict of interests between shareholders and
managers especially the CEO through their oversight functions (Hermalin & Weisbach, 2001).
Boards with more independent members are more engaged in overseeing CEOs and other
managers (Pearce & Zahra, 1991). Increased involvement of independent boards means that
board members exercise more vigilance, CEOs are subject to more scrutiny and CEOs are more
answerable to the boards for their decisions (Westphal, 1999). Emotionally stable CEOs are less
intimidated by such external influence which could lead to stressful scenarios, rather they handle
such situations deftly (Colbert, Barrick, & Bradley, 2014). Their ability to adapt enables them to
be responsive to the demands of such situations (Nadkarni & Hermann, 2010). Hence,
emotionally stable CEOs are more open to working with independent board members to run the
firm’s business. They will not be averse to induct independent, outside members on the board
and board independence will increase after they assume the role of CEO.

H3: CEO emotional stability is positively related to board independence

84



Environmental Munificence. Resource scarcity and uncertainty are characteristics of low
munificence environment where firms have to be more agile and responsive in decision making
(Goll & Rasheed, 2004). This type of board structure enables CEOs to take prompt decisions and
capitalize on limited opportunities in a low munificence environment because the situation
demands a strong and decisive CEO at the helm (Boyd, 1995).

Conscientious CEOs prefer to be in control of their environment and pursue their goals
tenaciously (O’Reilly, Caldwell, Chatman & Doerr, 2014). In a low munificence environment,
there are fewer resources or opportunities and more uncertainty (Boyd, 1995). They find it more
difficult to be in control and achieve their business goals. Since independent boards further
restrict their decision making, they prefer to induct even fewer independent members on the
board.

Extraverted CEOs want to lead others and challenge the status quo by pursuing new ideas
(Nadkarni & Hermann, 2010). A low munificence environment provides them with less
resources (Goll & Rasheed, 2004) which hinders their ability to try new initiatives. Independent
boards restrict them to take decisions on their own. Hence, they want to include even fewer
independent members on the board under low munificence.

Emotional stability helps CEOs to deal with stressful and challenging situations (Gow et
al., 2017). In a less munificent environment, emotionally stable CEOs can better cope with
uncertainty when they face less constraints. Fewer independent members make the boards less
vigilant and confront the CEOs less (Finkelstein & D’Aveni, 1994). CEOs prefer fewer

independent members on the board as a result.
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In this scenario, CEO personality traits that relate negatively to independent board
members will influence further aversion to outsider dominated board structures. Traits that relate
positively to independent board structures will have weaker preference.

When environment munificence increases, the business scenarios open up myriad
opportunities (Gedajlovic, Lubatkin & Schulze, 2004). Proper governance mechanisms are
essential to protect the shareholders’ interests as well as enable the firm to exploit growth
opportunities (Zahra & Filatotchev, 2004). Personality traits which prefer outsider dominated
boards will influence stronger preference whereas traits with aversion to the same will have
weaker aversion.

H4a: Environmental munificence moderates the relationship between CEQ conscientiousness
and board independence such that higher levels of munificence weaken the negative relationship
H4b: Environmental munificence moderates the relationship between CEQ extraversion and
board independence such that higher lower levels of munificence weaken the negative
relationship

H4c: Environmental munificence moderates the relationship between CEO emotional stability
and board independence such that higher levels of munificence strengthen the positive
relationship

CEO Personality Traits and Board Diversity

Diverse board members endow the board with skills and abilities to provide counsel as
well as monitor the CEO’s actions (Bear, Rahman & Post, 2010). The board has access to
specialized knowledge such as law, accounting or business management, and has experience in
dealing with community relations (Hillman, Cannella & Harris, 2002). The more is the collective

expertise of the board, the better it is able to monitor and protect shareholder interests (Carpenter
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& Westphal, 2001). But CEOs may also perceive diverse boards to be prone to more conflict and
less cohesion which constrains strategic decision making (Hsu & Wu, 2014).

Firm level decisions such as board diversity is a function of the psychological attributes
of the top management especially the CEO (Chatterjee & Hambrick, 2007). CEOs’ personality
traits determine how they acquire information from their environment, select the relevant
information and process the information to formulate firm strategy (Hambrick & Mason, 1984).
In this regard, I explore agreeableness and openness to experience among the Big Five
personality traits and for board diversity, I consider gender and ethnic diversity. Agreeable CEOs
want to facilitate trust and a collaborative working environment (Hermann & Nadkarni, 2010).
Openness to experience enables CEOs to challenge the status quo and foster innovation and
change (O’Reilly et al., 2014). Members of different gender or ethnic backgrounds expand the
knowledge base and expose the CEOs to new information or experience. More diverse boards
also entail different working environments than more homogenous boards. Hence, the two traits
become pertinent when CEOs deal with diversity in their boards. It motivates the study of the
relationship between CEO personality traits and board diversity. When competition is more
intense, boards ensure access to knowledge or resources that help firms to respond to challenges
(Hillman et al., 2000). More diverse boards can have access to a wider array of resources. Hence,
I examine the moderation effect of competitive intensity on this relationship between CEO
personality traits and board diversity.

Agreeableness. As social entities, firms tend to gravitate towards homogeneity (Pfeffer,
1997). They tend to have more of likeminded individuals and prefer fewer of those individuals

who stand out as different (Schneider, 1987). But firms need demographic diversity especially
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within their top decision-making teams, to broaden their information processing capabilities and
cope with the challenges of a complex business environment (Boone et al., 2004).

Boards possess resources that are valuable for the firm’s business (Hillman & Dalziel,
2003). It is possible due to board members’ professional expertise and interlocking ties with
other firms in the industry (Haynes & Hillman, 2010). The directors provide access to valuable
resources through their advice and counsel, especially to the CEOs (Pfeffer & Salancik, 1978).
The more diverse is the board, the better is its ability to provide resources required by the firm
(Bear, Rahman & Post, 2010).

Agreeable CEOs prefer a culture of cooperation and try to be acceptable among those
associated with their firms (Hogan & Hogan, 1995). They promote a more cohesive and team-
oriented culture within their firms (Judge & Cable, 1997). Once they become the CEO, they
foster a culture where board members from diverse backgrounds can come together to take
decisions collectively and efficiently while reduce delay in consensus building.

H5: CEO agreeableness is positively related to board diversity

Openness to Experience. Openness to experience allows CEOs to be receptive and to
value opinions of others (McCrae & Costa, 1987). Their willingness to experiment with new
ideas enables them to challenge traditional notions or lead to something novel (Judge & Cable,
1997). They are more open to change and are able to take into account multiple perspectives
while taking decisions (Nadkarni & Hermann, 2010).

They facilitate germination of new concepts and are open to diverse set of ideas
(Benishchke, Martin & Glaser, 2019). Diverse boards provide multitude of perspectives in terms
of industry insider knowledge, management skills, experience in community relations among

others (Hillman et al., 2000). The more heterogenous are boards, the more extensive are their
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knowledge base, innovativeness and problem-solving abilities (Finkelstein & Hambrick, 1996).
A diverse board being endowed with a wider range of resources have better capabilities which
ultimately increases shareholder value (Carpenter & Westphal, 2001).

CEOs with openness to experience are better able to grasp diverse opinions (Gow et al.,
2017). Thus, CEOs high on this personality trait would ensure more board diversity once they
have become the CEOs as they would be able to work with boards having high diversity.

H6: CEO openness to experience is positively related to board diversity

Competitive Intensity. Competitive intensity in the firm’s industry increases the need to
acquire resources (Boone et al., 2004). Firms can benefit from access to valuable resources and
counsel by virtue of the knowledge and skills of board members (Gomez-Mejia & Wiseman,
1997). Diverse boards are able to share a wide range of resources such as industry insider
knowledge, management skills, experience in community relations among others with the firm
(Hillman et al., 2000). Diversity requires CEOs to integrate the members together to utilize their
expanded knowledge base else diversity may constrain productivity (Carter et al., 2003).
Agreeable CEOs ensure a conducive working environment wherein individuals can trust and
collaborate with each other (Nadkarni & Hermann, 2010).

Board members from diverse backgrounds provide valuable counsel to CEOs by virtue of
their skills and expertise (Haynes & Hillman, 2010). The more is the demographic diversity of
the board, the more is it able to ensure access to such critical resources (Hillman, Shropshire &
Cannella, 2007). CEOs with openness to experience are able to value the counsel better and are
less resistant to accept new information (O’Reilly et al. 2014).

When faced with increased competition in the industry, CEO personality traits that have

preference for board diversity would have even more impact. CEOs who are able to provide a
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conducive environment for diverse board members to function and also accept the information
they provide, will incorporate the same in their decisions and respond effectively to competitive
challenges. Thus, such traits drive CEOs to ensure more diversity and make the firm more
competitive.
H7a: Industry level competitive intensity moderates the relation between CEO agreeableness
and board diversity such that higher levels of competitive intensity strengthen the relationship
H7b: Industry level competitive intensity moderates the relation between CEO openness to
experience and board diversity such that higher levels of competitive intensity strengthen the
relationship
Methods

Sample and Data Collection

The sample data deals with CEOs of S&P 500 firms. A machine learning based linguistic
tool analyzes the transcripts of quarterly earnings call to evaluate CEO personality traits
(Harrison et al., 2019). The sample is for the time period of 2000-2017. Information on board
composition as well as director level information is available from the Investor Responsibility
Research Center (IRRC) database (Miller & Triana, 2009). Financial data from the
COMPUSTAT database is mostly for firm level control variables. CEO level data from the
Execucomp database is for CEO level control variables.
Independent Variables

CEQ Personality. Open Language Chief Executive Personality Tool (OLCPT) measure a
CEQ’s Big Five personality traits of conscientiousness, extraversion, emotional stability,

openness to experience and agreeableness on a 7-point scale (Harrison et al., 2019).
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This tool analyzes CEO’s spoken language for response to unscripted questions from
analysts during the questions and answers (Q&A) section of the earnings calls (Harrison et al.,
2020). The advantage is that CEO’s responses are not prepared beforehand, are more likely their
own and hence are a genuine source of information about CEO personality (Malhotra et al.,
2018).

Environmental Munificence. Environmental munificence is the moderator for the
models involving CEO duality and board independence. It is the extent to which a business
environment supports an organization’s growth (Goll & Rasheed, 2004). The growth rate in five
year trailing sales captures munificence and is the regression coefficient of such sales on time for
the same period (Dess & Beard, 1984).

Competitive Intensity. Competitive intensity is the moderator for the model involving
board diversity. | measure competitive intensity similar to Ang’s (2008) method. First, I obtain
market size in terms of total sales for the business in which a firm operates. Then I get the
average competition faced by a firm as the total market size by the total number of competitors.
Competitive intensity is the log of the average competition. Relevant data on firm level metrics is
available from the COMPUSTAT database.

Dependent Variable

Board Diversity. Board gender diversity and Board national diversity are the degree of
heterogeneity in the firm’s board with respect to gender and nationality. the proportion of women
and foreign nationals (non-American) directors in each board respectively (Miller & Triana,
2009). The data is available in the BoardEx database.

Board Structure. Board independence as number of independent directors on the board

(Finkelstein et al., 2009). The measures are available from the BoardEx database. I count those
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directors who were appointed during the tenure of the CEO to mitigate concerns about reverse
causality. I prefer count of independent directors to their ratio because ratio measures provide
less accurate parameter estimates (Certo, Busenbark, Kalm & LePine, 2020).

Control Variables

I take into account possible confounding effects through control variables at the CEO,
firm and industry levels.

CEO Level. 1 control for CEO age and CEQ incentives (ratio of restricted stock, stock
options and long term incentives to the total compensation) (Benischke et al., 2019). These
variables account for the CEO’s influence on the firm’s strategic decisions to some extent
(Harrison et al., 2020). The data is available from Execucomp and COMPUSTAT databases.

Firm Level. 1 control for Firm size as the natural log of employees, Firm performance in
year (t-1) as the return on assets (RoA), Debt-to-equity ratio and Diversification as the firm’s
entropy scores which can account for CEO’s influence on board composition (Zhu & Chen,
2015). The data is available from firm level metrics in COMPUSTAT database.

Industry Level. 1 control for industry level dynamism since firms in dynamic industries
can be more responsive by reducing board oversight and concentrating more power with the
CEO (Boyd, 1995). Industry dynamism is the standard error of regression coefficient of five year
trailing sales on time divided by the industry mean sales during the same period (Dess & Beard,
1984).

Model and Estimation

Model analysis for board independence is with negative binomial model for panel data

because the dependent variable, independent directors, has integer count (Woolridge, 2015).

Analysis for board diversity is based on random effects regression of panel-data following
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previous research on personality traits (Harrison et al., 2020). Since measures of the independent
variable (personality traits) are time invariant, fixed effects model is not suitable here (Certo,
Withers & Semadeni, 2017). The model employs board composition data for firms spanning
consecutive years which are highly stable from one year to the next. This requires considering
serial correlation in the error terms. I use xtregar command in Stata which provides a correction
for serial correlation (Bromiley, Rau & Zhang, 2017).
Results

Table 4.1 includes the summary statistics and correlations of all variables which are part
of the regression models for board independence as well as board diversity. I examine for
potential issues of multicollinearity in the models. The mean variance inflation factor (VIF) of
the board independence model is 1.36 with no VIF for individual variables exceeding 3.0. Thus,
the results indicate that the model does not have any substantial issues of multicollinearity. Mean
variance inflation factor (VIF) of the gender diversity and national diversity models
independence model are both 1.38 with no VIF for individual variables exceeding 3.0. These

models also do not have problems as per results from multicollinearity analysis.
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Table 4.1. Summary statistics

Variables Mean SD (1) ) 3) 4) 5) (6) 7 8) ©) (10) (11) (12) (13) (14) (15) (16) (17)
(1) CEO duality 0.54 0.50 1.00
(2) Board independence 2.50 2.63 0.25 1.00
(3) Gender diversity 0.12 0.10 0.09 0.06 1.00
(4) National diversity 0.09 0.16 0.01- 0.03 0.05 1.00
(5) Conscientiousness 5.15 0.52 0.01 0.00 0.20 -0.04 1.00
(6) Extraversion 4.75 0.78 0.04  0.02 0.07 0.04 0.24 1.00
(7) Agreeableness 4.07 0.74 0.05- 0.02- 0.07 0.06 039 032  1.00
(8) Emotional stability 3.67 0.64 0.00 0.01 0.09 0.08 0.32 0.51 0.46 1.00
(9) Openness to experience 4.68 0.57 0.04 0.00 0.12 0.04 0.55 0.48 0.66 0.56 1.00
(10) Environmental Munificence 118305.90  91085.03 0.03 0.03 0.00 0.00 0.01 0.09  0.01 0.05 0.00 1.00
(11) Competition Intensity 7.35 1.21 0.09  0.08 0.18 0.04 0.04 0.05 0'1(; -0.03  -0.08 0.23 1.00
(12) CEO age 55.46 717 026  0.27 0.03 -0.01  -0.03 -0.06 0'12' -0.03  -0.11 0.00 0.08 1.00
(13) CEO gender 0.03 0.18 0.06- 0.04; 0.25 0.01 0.11 0.01 0.07 0.06 0.09 0.02' 0.02 0.06- 1.00
(14) CEO compensation 5502.70  10060.44  0.11 0.08 0.11 0.09 0.01 0.04  0.04 0.00 0.04  0.04 0.15 0.03 0.00 1.00
(15) Firm size 8.31 2.00 0.19 0.08 0.28 0.13 0.06 0.16  0.00 0.07 0.00 0.02' 039  0.10 0.03 0.27 1.00
(16) Firm performance 0.03 034  0.04 0.02 0.06 -0.01 0.03 0.00 0'01' -0.02 0.00 0.05' 0.07  0.02 0.01 0.05 0.11 1.00
(17) Industry Dynamism 0.00 0.01 0.03 0.01' 0.01 -0.04 0.01  -0.05 0'09' -0.03  -0.06 0.32; 0.07  0.01 0.00 -0.01 0.14  0.04 1.00

94



Table 4.2 has the results of panel data regression for board independence with CEO
personality traits. First, I introduce the control variables in Model 1 and subsequently add the
independent variables in Model 2. I interpret the main effects of CEO personality traits with this
model. Hypotheses predict that conscientiousness and extraversion negatively influence board
independence whereas emotional stability has a positive influence. Results are significant but all
contrary to predictions. Conscientiousness (B = 0.52, p < 0.01), extraversion (f = 0.78, p <0.01)
and emotional stability (f =-0.64, p <0.01) provide no support H1-H3.

Next, I introduce the interaction terms of these three personality traits with environmental
munificence. Higher levels of munificence will weaken the negative relationship of
conscientiousness or extraversion and strengthen the positive relationship of emotional stability.
Results provide no support for moderation hypotheses H4a-H4c. Rather, munificence strengthens
the positive relationship of first two traits in question though not significant for extraversion, and
the negative relationship of emotional stability. I also include the interaction terms of other two
traits in Model 4 to test the robustness of our findings. Munificence still strengthens the positive

relationship of first two traits and the negative relationship of emotional stability.
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Table 4.2. Panel data regression for board independence (negative binomial model)

D @) 3) @)
Variables BoardInd. Board Ind.  Board Ind. Board Ind.
Conscientiousness 0.52%** -0.05 -0.24
(0.11) (0.15) (0.16)
Extraversion 0.78%** 0.73%** 0.61%**
(0.09) (0.11) (0.11)
Emotional stability -0.64%** -0.29%* -0.42%%*
(0.09) (0.11) (0.12)
Agreeableness 0.08 0.21%* 0.24*
(0.10) (0.11) (0.14)
Openness to experience -0.39%** -0.54%%* -0.14
(0.15) (0.15) (0.20)
Environmental Munificence -0.00 -0.00%*** -0.00%***
(0.00) (0.00) (0.00)
Conscientiousness X Environmental Munificence 0.00%** 0.00%**
(0.00) (0.00)
Extraversion X Environmental Munificence 0.00 0.00%**
(0.00) (0.00)
Emotional stability X Environmental Munificence -0.00%** -0.00%**
(0.00) (0.00)
Agreeableness X Environmental Munificence -0.00
(0.00)
Openness X Environmental Munificence -0.00***
(0.00)
CEO age 0.20%** 0.20%** 0.21%** 0.21%**
(0.00) (0.00) (0.00) (0.00)
CEO gender 0.58%** 0.67*** 0.69*** 0.70%**
(0.05) (0.05) (0.05) (0.05)
CEO duality (1=yes;0=no) -0.75%%* -0.74%%* -0.74%** -0.74%%*
(0.02) (0.02) (0.02) (0.02)
CEO compensation -0.00%** -0.00%** -0.00%** -0.00%**
(0.00) (0.00) (0.00) (0.00)
Firm size 0.25%** 0.24%** 0.24*** 0.24%**
(0.01) (0.01) (0.01) (0.01)
Firm performance -2.52%H* 225 FH* -2.52%%* -2.52%H*
(0.06) (0.06) (0.06) (0.06)
Industry Dynamism 9.63%** 10.48%** 10.30%** 10.19%**
(1.46) (1.47) (1.47) (1.48)
Inverse Mills Ratio 9.04*** 9.02%** 9.02%** 9.01***
(0.17) (0.17) (0.17) (0.17)
Constant -29.37*** -31.81*** -29.87*** .20 74%**
(0.58) (0.76) (0.89) (0.90)
Observations 21,444 21,444 21,444 21,444
y2-statistic for model 6497 6631 6699 6713

Standard errors in parentheses
sk ok p<0-01, *k p<0.05, % p<0'1
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Table 4.3 has the results of analysis of agreeableness and openness to experience with
board gender diversity. Model 1 has only the control variables to start the panel data regression.
Model 2 adds the independent variables to study the main effects of CEO personality traits.
Agreeableness (f = 0.03, p < 0.05) has a positive influence on gender diversity which supports
HS. Increasing agreeableness from 1 SD below mean to 1 SD above mean increases the
proportion of female directors by 10%, as shown in Figure 4.1a. But openness does not have any
significant relationship and hence, no support for Hé6.

Model 3 includes the interaction terms of two personality traits with competition
intensity. Neither trait has any significant interaction with the moderator to support H7a, H7b. I
also include the interaction terms of other three traits in Model 4 to ascertain the robustness of
our findings. I still do not find support for the two hypotheses as the interaction terms are still not

significant.
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Table 4.3. Panel data regression for board gender diversity (RE autoregressive model)

(D @) 3) 4)
Variables Gender Gender Gender Gender
Diversity Diversity  Diversity  Diversity

Conscientiousness 0.10%*** 0.10%*** 0.27***
(0.01) (0.01) (0.07)
Extraversion -0.05%** -0.05%** -0.07
(0.01) (0.01) (0.05)
Emotional stability 0.02* 0.02* -0.06
(0.01) (0.01) (0.06)
Agreeableness 0.03** 0.04 0.12*
(0.01) (0.06) (0.06)
Openness to experience -0.01 -0.06 -0.15*
(0.02) (0.07) (0.08)
Competition Intensity 0.02%** -0.00 0.04
(0.00) (0.03) (0.04)
Conscientiousness X Competition Intensity -0.02%**
(0.01)
Extraversion X Competition Intensity 0.00
(0.01)
Emotional stability X Competition Intensity 0.01
(0.01)
Agreeableness X Competition Intensity -0.00 -0.01
(0.01) (0.01)
Openness X Competition Intensity 0.01 0.02%*
(0.01) (0.01)
CEO age 0.00*** 0.00%** 0.00%*** 0.00***
(0.00) (0.00) (0.00) (0.00)
CEO gender 0.08*** 0.07*** 0.07*** 0.07***
(0.01) (0.01) (0.01) (0.01)
CEO duality (1=yes;0=no) -0.00 -0.00 -0.00 -0.00
(0.00) (0.00) (0.00) (0.00)
Board independence 0.00%** 0.00%* 0.00* 0.00%*
(0.00) (0.00) (0.00) (0.00)
CEO compensation 0.00 0.00 0.00 0.00
(0.00) (0.00) (0.00) (0.00)
Firm size 0.00*** 0.00%** 0.00%** 0.00***
(0.00) (0.00) (0.00) (0.00)
Firm performance 0.00 -0.00 -0.00 -0.00
(0.00) (0.00) (0.00) (0.00)
Industry Dynamism -0.08 -0.02 -0.02 -0.03
(0.12) (0.12) (0.12) (0.12)
Inverse Mills Ratio 0.00 0.00 0.00 0.00
(0.01) (0.01) (0.01) (0.01)
Constant 0.02 -0.50%** -0.32 -0.66%*
(0.04) (0.07) 0.21) (0.30)
Observations 17,853 17,851 17,851 17,851
y2-statistic for model 445.7 854.7 856 871.4

Standard errors in parentheses
sk ok p<0-01, *k p<0.05, % p<0'1
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Figure 4.1a. Main effect for board gender diversity
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Table 4.4 deals with the regression analysis of agreeableness and openness to experience
with board national diversity and starts with only control variables in Model 1. Model 2 also
includes the independent variables to examine the main effects. Agreeableness (B = 0.05, p <
0.01) positive relates to national diversity and supports HS. Increasing agreeableness from 1 SD
below mean to 1 SD above mean increases the proportion of foreign national directors by 25%,
as shown in Figure 4.1b. But openness does not have any significant relationship which does not
support H6.

Model 3 has the interaction terms of agreeableness and openness with competition
intensity. Interaction term pertaining to agreeableness is not significant and does not support
H7a. But interaction term for openness ( = 0.02, p < 0.1) provides partial support for H7b. In
Figure 4.1c, competition intensity changes the relationship of openness with board national
diversity. The relationship changes from negative at lower values of competition intensity (1 SD

below mean) to positive at higher values (1 SD above mean).I introduce interaction terms for the
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remaining three personality traits in Model 4 and examine the robustness of our findings. I
similarly find no significant results to H7a but support for H7b ( = 0.03, p < 0.05).

In summary, results do not support the hypotheses for conscientiousness, extraversion or
emotional stability with board independence as well as for the moderation effects. Results show
that agreeableness positively relates to board gender diversity. But there is no full support for the
hypothesis on openness to experience as well as the moderation effects of these two traits. The

results are similar for board national diversity.
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Table 4.4. Panel data regression for board national diversity (RE autoregressive model)

(1) (2) 3) 4)
Variables National National National  National
Diversity  Diversity  Diversity  Diversity

Conscientiousness -0.08***  -0.08%** 0.02
(0.02) (0.02) (0.10)
Extraversion -0.01 -0.01 0.02
(0.01) (0.01) (0.08)
Emotional stability 0.00 0.00 0.02
(0.02) (0.02) (0.08)
Agreeableness 0.05%** 0.14* 0.13
(0.02) (0.08) (0.09)
Openness to experience 0.04 -0.13 -0.21%*
(0.03) (0.11) (0.12)
Competition Intensity 0.01%** -0.04 0.01
(0.00) (0.04) (0.06)
Conscientiousness X Competition Intensity -0.01
(0.01)
Extraversion X Competition Intensity -0.00
(0.01)
Emotional stability X Competition Intensity -0.00
(0.01)
Agreeableness X Competition Intensity -0.01 -0.01
(0.01) (0.01)
Openness X Competition Intensity 0.02%* 0.03%*
(0.01) (0.02)
CEO age -0.00 -0.00 -0.00 -0.00
(0.00) (0.00) (0.00) (0.00)
CEO gender 0.00 -0.00 -0.00 -0.00
(0.01) (0.01) (0.01) (0.01)
CEO duality (1=yes;0=no) 0.00 0.00 0.00 0.00
(0.00) (0.00) (0.00) (0.00)
Board independence -0.00 -0.00 -0.00 -0.00
(0.00) (0.00) (0.00) (0.00)
CEO compensation 0.00* 0.00 0.00 0.00
(0.00) (0.00) (0.00) (0.00)
Firm size 0.00*** 0.00%*** 0.00***  0.00%**
(0.00) (0.00) (0.00) (0.00)
Firm performance 0.00 0.00 0.00 0.00
(0.01) (0.01) (0.01) (0.01)
Industry Dynamism -0.23 -0.17 -0.17 -0.17
(0.17) (0.17) (0.17) (0.17)
Inverse Mills Ratio -0.02 -0.03 -0.02 -0.02
(0.02) (0.02) (0.02) (0.02)
Constant 0.12%* 0.17 0.59* 0.21
(0.06) 0.11) (0.32) (0.44)
Observations 17,627 17,625 17,625 17,625
y2-statistic for model 38.62 85.68 88.55 90.18

Standard errors in parentheses
sk ok p<0-01, *k p<0.05, % p<0'1
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Figure 4.1b. Main effect for board nationality diversity
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Figure 4.1c. Interaction effect for board nationality diversity
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Sample selection bias

Our sample consists of CEOs who stay with their respective firms through period of analysis.
The inclusion of CEOs with relatively longer tenure can bias our sample for not being random
and representative of the CEO universe (Kashmiri, Gala & Nicol, 2019). Our sample may be
prone to sample selection bias.

I resolve the problem of sample selection bias with the Heckman two-stage method. First,
I create a binary dependent variable which is 0 if the CEO experiences turnover during the period
when I do analysis with the sample and 1 otherwise. I run a probit regression model on the panel
data with all control variables from the original model (Table 4.5). I include additional variables.
Slack 1is the ratio of debt to equity in this model. CEO tenure is the number of years CEO has
worked with the firm. I compute the Inverse Mills Ratio (IMR) from this probit model in the first
stage.

Then, I include IMR as a control variable in the original panel data regression model.
IMR has a positive, significant relationship with board independence in each of Model 2 (f =
9.02, p <0.01) and Model 3 (f =9.02, p <0.01). Hence, factors which lead to longer tenure
CEOs being part of the sample influences more independent boards.

However, IMR does not have any significant relationship with board gender diversity as
well as with board nationality diversity. Factors which lead to longer tenure CEOs being part of
the sample do not influence different aspects of diversity within boards.

Endogeneity concern
I resolve potential endogeneity concerns through the two-stage xtregar model involving

instrumental variables in line with previous research (Wooldridge, 2010).
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I use average CEO personality traits at the 2-digit SIC level as instrumental variable for
respective CEO personality traits. I also include control variables from the original model along
with instrumental variables to estimate each CEO personality traits in the first stage (Table 4.6).
In the second stage, I use fitted values of CEO personality traits as the independent variables in
the panel data regression model (Tables 3.2-3.4). The results explained above incorporate

treatment for both sample selection bias and endogeneity.

Table 4.5. Panel data regression for Inverse Mills Ratio (IMR) (RE probit model)

0 @)
Variables IMR-Board IMR-Diversity
CEO age 0.02%** 0.02%***
(0.00) (0.00)
CEO gender 0.06 0.05
(0.09) (0.09)
CEO duality (1=yes; 0=no) -0.11%** -0.11%%*
(0.03) (0.03)
Board independence 0.03%**
(0.01)
CEO compensation -0.00 -0.00
(0.00) (0.00)
Firm size 0.03%** 0.02**
(0.01) (0.01)
Firm performance -0.32%%* -0.32%%*
(0.08) (0.08)
Slack -0.00 -0.00
(0.00) (0.00)
Industry dynamism 2.39 2.70
(1.84) (1.84)
CEO tenure -0.01%%* -0.02%**
(0.00) (0.00)
Constant -3.24%%* -3.22% %%
(0.15) (0.15)
Observations 21,933 21,933
y2-statistic for model 129.5 152.6

Standard errors in parentheses
**% p<0.01, ** p<0.05, * p<0.1
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Table 4.6. First stage panel data regression with Instrumental Variables

0 @) 3) @) )

Variables Consc. Extra. Agree. Emo. St. Openn
Conscientiousness (Ind. avg.) 0.50%**

(0.01)
Extraversion (Ind. avg.) 0.45%%*

(0.01)
Agreeableness (Ind. avg.) 0.46%**
(0.01)
Emotional stability (Ind. avg.) 0.48%**
(0.01)
Openness (Ind. avg.) 0.47%**
(0.01)

Firm performance -0.00 -0.00 -0.00 -0.00 -0.00

(0.00) (0.00) (0.00) (0.00) (0.00)
Industry dynamism -0.01 -0.38 -0.04 -0.02 -0.13

(0.18) (0.28) (0.24) (0.21) (0.19)
Constant 2.61%** 2.76%** 2.55%%* 1.89%** 2.59%**

(0.08) (0.08) (0.07) (0.06) (0.07)
Observations 23,769 23,769 23,769 23,769 23,769
x2-statistic for model 1164 1015 1308 1224 1335

Standard errors in parentheses
**% p<0.01, ** p<0.05, * p<0.1

Discussion

This study integrates concepts of agency theory and personality to explore the
relationship between CEO personality traits and board independence and board diversity. CEOs
try to structure the board in a way that facilitates their strategic decision making. Board structure
especially in terms of independent directors becomes important in this regard. CEOs have
different preference for board structure based on their personality traits.

I find that conscientiousness and extraversion have positive association with board
independence. But emotional stability has a negative association. Results are contrary to
hypothesized predictions. Conscientious CEOs perceive more independent boards to be working
towards the firms’ interests. They are committed to further the firms’ interests as sincere,

hardworking individuals and are ready to work with more independent boards. Extraversion
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influences the CEO to look for more engagement and boards with more independent members
offer an avenue to do so. Thus, extraversion influences the CEO to work with more independent
boards. However, independent board members are more likely than insider board members to
disagree or push back against CEOs. Emotional stability enables CEOs to deal with stressful,
uncertain scenarios. But CEOs prefer to avoid stressful scenarios and retain their emotional
stability to pursue superior firm performance. Hence, emotional stability influences a CEO to be
less inclined to work with independent board members.

When environmental munificence is high, conscientious CEOs look for more enabling
mechanisms on how to utilize the opportunities available in the business environment. More
opportunities provide scope for CEOs to increase their own engagement. Independent board
members share their expertise to help CEOs capitalize on business opportunities and as outsiders,
provide new forms of engagement for CEOs. Therefore, CEO conscientiousness and
extraversion will have more influence in constituting independent boards in the context of a more
munificent environment. At the same time, CEOs are even less inclined to engage with
independent board members in a munificent environment in order to retain emotional stability.
Availability of more resources allows them to take decisions on their own and work towards
shareholder interests.

Gender or nationality diversity in boards has positive relationship with agreeableness.
Agreeable CEOs are more adept in building consensus among board members with diverse
abilities and viewpoints. However, with increase in competition intensity, CEO needs to be more
decisive in responding to challenges in the business environment rather than building consensus
to leverage board members’ abilities and then taking decisions. Hence, agreeableness does not

influence board diversity in the context of competitive intensity. Openness to experience enables

106



CEO to be receptive towards new or diverse viewpoints. When competition intensity increases,
this trait enables the CEO to better appreciate board members’ diverse counsel and incorporate
them into strategic decisions. Thus, openness influences board diversity strongly in the context
of increased competitive intensity.

Theoretical Implications

CEOQ is a crucial decision maker for the firm’s strategy (Busenbark et al., 2016). CEO
engages with the board to address their mandate to reduce principal-agent problems and uphold
shareholder interests (Fama & Jensen, 1983). Also, CEO seeks the board’s counsel to gain access
to resources critical for the firm (Hillman et al., 2009). In this regard, CEO attempts to structure
the board’s independence and board’s diversity respectively so as to enable CEO to implement
firm strategy. CEQO’s personality traits are influential when it comes to the firm’s strategic
actions (Miller & Toulouse, 1986). Hence, it is relevant to analyze how CEO personality traits
relate to board structure in the pursuit of firm strategy. I contribute to the extant domain of
research by analyzing the individual level factors that contribute to the firm’s board structure. |
parse out the micro foundations of the firm’s corporate governance mechanism and board
structure in particular.

Second, I expand upper echelons research with more detailed understanding of individual
level characteristics in the context of firm (Hambrick & Mason, 1984). Extant research has
focused on demographic characteristics such as CEO gender, education and more. I contribute by
extending the scope of research with psychological characteristics especially CEO personality
traits and study its influence on a corporate governance mechanism.

Practical Implications
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Boards can consider personality traits while headhunting for CEO. CEO personality
provides pointers to the board about how the CEO will structure the board while leading the
firm. This will enable the board to appoint a CEO who will be more likely to influence the
structure in a way as the firm desires.

Second, corporate governance mechanisms are increasingly becoming deciding factors
for entities to invest in a firm. CEO personality can be a relevant indicator for investors to
foretell the kind of mechanisms CEO will champion while leading the firm.

Limitations and Future Research Agenda

The study has some limitations as in any empirical research. This also opens up new
avenues for future research. First, the personality measures are based on the transcripts of the
unscripted part of earnings call with analysts. There is less likelihood of CEOs giving prepared
answers. Rather their answers are more on the fly and help to manifest their true personality
traits. This approach addresses validity concerns about personality measures being able to
capture the actual personality traits. But I cannot rule out CEOs receiving broad inputs from
within their firms before the earnings call which enables them to suitably respond to analysts
(Harrison et al., 2020). In such a scenario, future research can develop other personality
measures that take into account such concerns. I can compare the findings from such measures
with that the personality measures used in our study. This way I examine the robustness of our
findings and have more empirical support for this type of research.

Second, CEO is the firm’s most important decision maker. There are other members of
the top management team (TMT) such as chief financial officer (CFO) influence the firm’s
strategy in a big way. Current research has more focus on the CEO while not considering the

influence of other TMT members. Future research can explore the influence of other TMT
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members on a standalone basis as well as in conjunction with the CEO’s influence. This
approach will enhance our knowledge of individual factors influencing the firm’s strategic
aspects for the TMT as a whole and not just for individual member within the TMT.

Third, I have done the research in the US context. I can show that the personality
measures have better reliability if the study holds good in other national contexts across
developed and emerging markets. It will also open up a new avenue for research. If findings
outside the US do not conform to that in the American context, I can further explore the

contingency or causal mechanisms which lead to different findings across national contexts.
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