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Abstract

Inspired by the limited research regarding the influence of CEO succession origin on
corporate misconduct, this study draws on organizational identification theory and agency
theory to examine this issue. Empirical analysis indicates that insider CEOs significantly
constrain corporate misconduct in China. Furthermore, the moderating results indicate that
internal control strengthens the negative association between insider CEOs and corporate
misconduct, whereas institutional ownership weakens this governance effect. Further
analysis confirms that the restraining effect of insider CEOs on corporate misconduct
remains robust across different types of misconduct. Overall, our study emphasizes the
positive role of insider CEOs from the perspective of CEO succession origins and provides
valuable practical implications for controlling corporate misconduct.

Keywords: insider CEOs; corporate misconduct; internal control; institutional ownership

1. Introduction

Corporate misconduct has long been a central concern for key stakeholders, includ-
ing regulators, shareholders, and the general public, because of its detrimental impact
on firm value, market confidence, and broader economic stability (Lei et al. 2025; Zhao
et al. 2024; Eugster et al. 2024; Yang et al. 2025). Corporate misconduct has increasingly
attracted worldwide attention, with frequent scandals across both developed and emerging
economies. The substantial negative consequences of corporate misconduct have prompted
researchers to investigate its underlying causes from multiple perspectives, including both
internal and external corporate governance (Braun and Mueller 2025; Eugster et al. 2024;
Shi et al. 2017).

The CEO plays a pivotal role in corporate operations and is often closely associated
with corporate misconduct. When violations occur, the CEO typically becomes the focus of
public scrutiny and bears direct responsibility for the associated consequences (Connelly
et al. 2022). Research has revealed numerous traits of CEOs that could be substantially
linked to the probability of unethical behavior within corporations. For instance, CEOs
with foreign experience, poverty imprints, or narcissistic traits are more likely to imple-
ment internal control measures, thereby reducing the likelihood of corporate misconduct
(Dong and Yu 2024; Liu et al. 2023; Donker et al. 2023). The length of a CEO’s contract
exhibits a U-shaped association with corporate misconduct (Yang and Zou 2025). Female
CEO leadership facilitates the containment of organizational diversity-related misconduct
(Dadanlar and Abebe 2020). Moreover, CEO political connections have also been found
to be associated with misconduct (Fewer and Tarakci 2024; Mei et al. 2023; Liu et al. 2023).
Recent studies have also examined CEO succession sources, finding that home or local
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CEOs are less prone to misconduct (Lei et al. 2025; Chen et al. 2024a) and that family CEOs
exhibit a lower propensity for earnings management (Yang 2010). These findings offer
practical implications for identifying the “right kind of CEO” for firms.

As one of the key succession sources, CEOs appointed from within the firm (insider
CEOs) have attracted increasing scholarly attention. However, the literature provides no
consistent theoretical framework or robust evidence regarding insider CEOs’ influence on
corporate misconduct, and the mechanisms underlying this relationship remain under-
explored. Most prior research has focused on other outcomes, such as firm performance
(Haque et al. 2022) and financial reporting readability (Oradi et al. 2024). These studies
suggest that insider CEOs, owing to their firm-specific knowledge and skills, can achieve
superior performance in crisis contexts (Haque et al. 2022) and are less likely to engage in
earnings management or accounting manipulation (Kuang et al. 2014). In addition, their
in-depth insight into the business environment and lower information asymmetry with
the board enhance the readability of financial reports (Oradi et al. 2024). Nevertheless,
the influence of insider CEOs may also be contingent on internal and external governance
mechanisms. For example, the ability of insider CEOs to enhance the readability of reports
may be constrained by CEO power (Oradi et al. 2024). The misconduct-reducing effect
of local CEOs is more pronounced when external monitoring is weak (Chen et al. 2024a).
These insights provide a useful foundation for exploring the underexamined link between
insider CEO succession and corporate misconduct.

This study seeks to fill a gap in the existing literature regarding the impact of in-
sider CEO succession on corporate misconduct. Specifically, it seeks to answer two key
questions: (1) Do insider CEOs significantly reduce the level of corporate misconduct?
(2) Do corporate governance mechanisms, such as internal control systems and institutional
ownership, moderate the relationship between insider CEOs and misconduct? To explore
these questions, we utilize data from China’s non-financial A-share listed firms between
2013 and 2023. By developing an empirical model connecting insider CEO succession to
corporate misconduct, this study explores the underlying mechanisms and identifies the
factors that condition this relationship.

China was chosen as the empirical context for several reasons. First, corporate miscon-
duct is relatively widespread in the country because of weak enforcement, underdeveloped
legal frameworks, and significant information asymmetry (Yang et al. 2025; Chen et al.
2024a; Zhao et al. 2024). Second, Chinese companies typically prioritize internal loyalty
and continuity, which often leads to the common practice of appointing CEOs through
insider succession (Sun et al. 2023). These features make China an optimal setting for
investigating the potential dual role of insider CEOs in instances of corporate misconduct.
Although our research focuses on China, the rising trend of insider CEOs worldwide
(Islam et al. 2021; Oradi et al. 2024) indicates that our results are likely relevant in various
institutional environments.

This study contributes to the literature in two key aspects. First, it explores the impact
of internal CEO succession, thereby further advancing the literature on determinants of
corporate misconduct. The insider CEO emerges as a unique and largely overlooked
governance variable that may play an essential role in reducing corporate wrongdoing.
Second, our research deepens the understanding of how internal governance mechanisms
affect corporate misconduct. While previous research indicates that internal controls take
an active role in limiting misconduct (Tian and Sun 2023), we provide additional depth to
the literature by theorizing how these controls may mitigate corporate misconduct through
the reinforcement of insider CEOs’ roles. Furthermore, our framework contributes to the
broader discussion on external governance mechanisms in shaping corporate behavior
(Braun and Mueller 2025). By demonstrating how institutional ownership may act as a
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substitute for insider CEOs in curbing misconduct, we broaden the comprehension of how
monitoring mechanisms at the firm level affect corporate misconduct.

2. Literature Review and Hypothesis Development
2.1. Theoretical Foundations

According to social identity theory Organizational identification, which originates
from social identity theory (Tajfel 1978), refers to an individual’s perceived oneness with or
belongingness to an organization (Ashforth and Mael 1989). It represents a self-concept
based on organizational membership and influences attitudes and behaviors through
in-group identification and intergroup comparison (Hogg et al. 1995). Organizational
identification is characterized by persistence, meaning that members may maintain their
attachment to the organization even after leaving it (Gioia et al. 2000). It also exhibits
multiplicity, reflected in the coexistence of moral and economic identifications and the
presence of identification at multiple levels within the organization (Albert and Whetten
1985; Sluss and Ashforth 2007). High identification strengthens self-esteem and promotes
cooperation and compliance (Bamber and Iyer 2002; Van Dick et al. 2004). Long-serving
insider CEOs are more likely to align closely with the company’s culture and values. This
attachment motivates them to protect their corporate reputation and avoid actions that
could harm their collective image.

Complementing this behavioral lens, agency theory highlights conflicts arising from
the separation of ownership and control (Jensen and Meckling 2019). Information asym-
metry and weak monitoring enable managers to pursue personal gains, increasing the
risk of opportunism and misconduct (Efendi et al. 2007). Insider CEOs, however, possess
firm-specific knowledge, longer tenure, and closer ties to the board and key shareholders.
These factors reduce information gaps and increase accountability. Moreover, internal
successors face greater reputational costs if misconduct occurs, given their embedded
careers and social capital within the firm.

Taken together, organizational identification emphasizes the psychological mechanism
of in-group commitment, whereas agency theory underscores economic and governance
constraints. These frameworks suggest that insider CEOs, influenced by their values
and incentives, tend to be more cautious in their governance and less likely to engage
in misconduct.

2.2. CEO Succession Sources and Corporate Misconduct

Recent studies on CEO succession have focused primarily on family and local CEOs,
generally suggesting that such executives are less prone to opportunistic behavior (Chen
et al. 2024b; Lei et al. 2025; Wu et al. 2024). The underlying explanation often lies in their
strong hometown attachment and social identification, which enhance reputation concerns
and reduce self-serving actions (Lai et al. 2020). Empirical evidence shows that family
CEOs exhibit a lower propensity for earnings management (Yang 2010), whereas local
CEOs demonstrate a reduced tendency toward fraudulent conduct (Cao et al. 2024).

Moreover, corporate governance mechanisms shape this relationship. For instance,
hometown CEOs show greater effectiveness in curbing misconduct when internal control
mechanisms are relatively weak (Cao et al. 2024). Evidence from Chen et al. (2024a)
indicates that local CEOs markedly reduce corporate wrongdoing. Moreover, stricter
external monitoring, such as auditor and analyst oversight, tends to weaken the deterrent
role of a CEO’s hometown identity. In contrast, Wu et al. (2024) find that hometown
chairpersons, with their deeper local ties and greater social pressure, are less likely to
engage in misconduct. This constraining effect is even stronger when institutional investors
hold a larger share of ownership.
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Compared with research on local CEOs, studies on insider CEOs remain relatively
limited, especially in the area of corporate misconduct. Existing work has focused mainly
on accounting manipulation and earnings management (Jongjaroenkamol and Laux 2017;
Kuang et al. 2014), firm performance (Haque et al. 2022), and report readability (Oradi et al.
2024), with little attention given to organizational wrongdoing. Some studies argue that
insider CEOs may act more cautiously because they value reputation and avoid actions that
could harm it. They often have deeper organizational knowledge and stronger alignment
with the firm’s long-term interests (Haque et al. 2022; Sun et al. 2023). Because insider
CEOs have been embedded in the organization for many years and place greater value on
internal reputation, they are less prone to engaging in earnings manipulation (Oradi 2021);
however, other studies present different views. Islam et al. (2021) argue that insider CEOs,
who have more resources and power, may engage in aggressive or self-serving actions.
This finding indicates that insider CEOs exhibit behavioral heterogeneity, which may be
influenced by contextual factors or identity motives, leading to mixed findings.

In summary, previous research has not thoroughly explored the link between insider
CEOs and corporate misconduct, with most research focusing on family or hometown
backgrounds. There is also limited evidence on how governance factors, such as internal
control and institutional investors, moderate the relationship between insider CEOs and
misconduct. This study aims to fill this gap by (1) developing a theoretical framework to
explain the link between insider CEOs and corporate misconduct and (2) testing the mod-
erating effects of variables such as internal control and institutional investors, providing
more targeted implications for governance practices and policy making.

2.3. Hypothesis Development

From the perspective of organizational identification theory, insider CEOs are more
inclined to internalize and share the organization’s fundamental values and culture (Brock-
man et al. 2022). Their deep understanding of internal processes and long-term relationships
with the organization cultivates a stronger sense of belonging and organizational identifi-
cation. This organizational attachment motivates them to safeguard corporate reputation
(Oradi et al. 2024) and mitigates adverse selection risk (Choi et al. 2022). Empirical evidence
suggests that such identification can translate into improved firm performance (Haque
et al. 2022), greater readability of annual reports (Oradi et al. 2024) and a reduced tendency
to engage in earnings manipulation (Oradi 2021). This emotional connection enhances
their drive to maintain a favorable reputation as members of the organization, thereby
decreasing the chances of corporate misconduct.

Under the framework of agency theory, the transfer of authority from shareholders
to top executives leads to a centralization of decision-making authority among manage-
ment, such as the CEO (Sun et al. 2023). Boards generally show more trust and tolerance
for insider CEOs than for outsider CEOs. This increased trust tends to lead to a de-
crease in monitoring efforts, which subsequently mitigates agency issues and reduces both
agency costs and conflicts (Choi et al. 2022). As a result, insider CEOs usually receive
more freedom in their decisions, which diminishes their likelihood of participating in
corporate wrongdoing.

In contrast, agency theory suggests that external CEOs typically exhibit a weaker align-
ment with the interests of shareholders and encounter heightened information asymmetry
(Brockman et al. 2016). This situation increases the probability of opportunistic actions.
As outsiders, these CEOs often have less specific knowledge about the firm and fewer
internal social connections, leading to increased pressure to demonstrate performance to
key stakeholders quickly (Islam et al. 2021). To achieve performance targets or maintain
their roles, external CEOs may be more likely to partake in earnings management and ma-
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nipulate revenue (Kuang et al. 2014). Additionally, they might use information asymmetry
to delay reporting adverse news, which can heighten the likelihood of stock price drops
(Choi et al. 2022). High agency costs stem from information asymmetry and misaligned
interests between managers and shareholders, which encourage opportunistic behavior
and undermine governance. In line with the theoretical framework, we formulate the
following hypothesis:

H1. It is anticipated that organizations with insider CEOs will experience a lower incidence of
corporate misconduct than those with outsider CEOs.

3. Research Design
3.1. Sample Selection and Data Sources

This research employs panel data derived from China’s non-financial A-share listed
firms, spanning from 2013-2023. Our sample begins in 2013 to ensure a consistent insti-
tutional environment. Although the Basic Standard for Enterprise Internal Control was
issued in 2008 and piloted in 2009, it was not until approximately 2013 that the standard
and its supporting guidelines were fully implemented and disclosure requirements were
widely enforced among listed companies in China. Thus, starting from 2013 captures firms’
behavior under a stable internal control framework. As an important emerging economy,
China’s capital markets exhibit comparatively limited legal enforcement, providing a dis-
tinctive institutional framework to explore the link between types of CEO succession and
corporate wrongdoing (Ren et al. 2022). In addition, China, the world’s second-largest
economy, is an empirical research site for corporate governance (Wang et al. 2023). Compa-
nies registered in the A-share markets must disclose their financial information regularly to
ensure transparency and accessibility. These companies operate in various industries and
regions. Their operations are under the strict supervision of the China Securities Regulatory
Commission (CSRC). Therefore, this improves the representativeness and reliability of
the dataset.

The sample was constructed through the following filtering steps to improve its
validity and representativeness: (1) firms classified as ST, *ST or PT were removed from the
sample as being financially distressed; (2) financial firms were removed from the sample as
they followed different accounting standards from the rest of the firms and operated under
different regulatory frameworks; and (3) firms with incomplete data or missing insider
CEO information were also excluded from the data. The last sample comprises 2065 listed
firms, which yields 10,437 firm-year observations during the period 2013-2023 (Table 1).

Table 1. Sample selection.

No. of Observation

Starting Sample 30,682
Removed:
Firms classified as ST, *ST or PT 544
Financial firms 2187
Firms with incomplete company or executive data 4351
Firms with missing insider CEO information 12,163
Final Sample 10,437

Note: This study excludes firms with special treatment status designated by Chinese stock exchanges. ST (Special
Treatment) refers to firms with financial abnormalities (e.g., two consecutive years of net losses). *ST (Delisting
Risk Warning) indicates a higher risk of delisting due to more severe issues (e.g., three consecutive years of net
losses or negative net assets). PT (Particular Transfer) was a historical category for specially transferred shares of
suspended companies and is now obsolete.
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In addition, winsorizing of 1% and 99% was performed for continuous variables to
lessen the effect of outliers. We used STATA 18.0 to process all the data and perform the
regression analysis. We gathered financial data, executive team features, and corporate
misdeed records predominantly from the China CSMAR database, as it is frequently cited
in the recent literature (Yang and Zou 2025; Chen et al. 2024a; Mei et al. 2023). We collected
data on internal control quality from the China DIB database’s Internal Control Index
for listed companies, a measure commonly applied in corporate governance and internal
control research (Jin 2024).

3.2. Measurement of Variables
3.2.1. Dependent Variable

We incorporate corporate misconduct identified by stock exchanges, the China Securi-
ties Regulatory Commission (CSRC), and additional government agencies such as the State
Taxation Administration. In the Chinese capital market, listed firms are found to engage
in various types of misconduct, including profit fabrication, asset misstatements, false or
misleading disclosure, delayed disclosure, material omission, other forms of inaccurate
disclosure, improper accounting treatment, irregular capital contributions, unauthorized
use of funds, asset appropriation, illegal guarantees, insider trading, prohibited stock
transactions, and stock price manipulation. The data are obtained from the “Violation and
Punishment” database of the CSMAR.

Following prior studies (Chen et al. 2024a; Wu et al. 2024; Zaman et al. 2021), we construct
Mis_Num, measured as the annual count of misconduct incidents disclosed for each firm. To
test the robustness of our findings, we further construct a binary variable, Mis_Dumy, which
equals 1 if a firm commits at least one misconduct event in a given year and 0 otherwise, on
the basis of the actual occurrence year of the violation (Yang and Zou 2025).

3.2.2. Independent Variable

To capture CEO origin, we construct a binary indicator (Insider CEO), which takes a
value of 1 if the chief executive officer previously held a position within the same company
prior to appointment and 0 if the CEO was hired externally (Oradi 2021; Sun et al. 2023).

3.2.3. Moderating Variable

To assess the effectiveness of internal control mechanisms, we utilize the internal
control index developed from the China DIB database. The internal control is measured as
the internal control index divided by 100 (Jin 2024). The index comprehensively considers
the implementation status of the internal control of listed companies in China. Moreover,
disclosure reveals the effectiveness of a company’s internal controls, helping stakeholders
understand the status of internal controls and interpreting financial reports correctly.

3.2.4. Control Variables

We account for a range of factors that may influence corporate misconduct across three
dimensions. First, we include basic firm characteristics as control variables, namely firm
size, firm age, return on assets, and leverage. Second, we control for governance factors,
including ownership concentration, board size, supervisory board size, CEO duality, share-
holding balance, and auditor quality. To control for CEO heterogeneity, we included CEO
gender, CEO age, CEO education, CEO overseas, and CEO academic. Table 2 summarizes
the definitions and measurement approaches for the key variables employed in this study.
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Table 2. The definitions of the main variables.
Variable Definition Symbol Reference Source
Defined as the count of corporate .
MIS_Num misconduct incidents reported by a specific - Chen etal. (2024a); CSMAR
oo Wu et al. (2024)
company within a calendar year.
The company engages in misconduct ;
MIS_Dumy during the current year: 1 for yes, 0 for no. Yang and Zou (2025) CSMAR
Insider CEO CEO was hired internally: 1 for yes, 0 for no Oradi (2021); CSMAR
y: yes, ) Sun et al. (2023)
Internal control internal control index/100 - Jin (2024) DIB
Institutional ownership The perc.ent.age.of company Stoﬁks held by - Chen et al. (2024a)
institutional investors (%).
Firm size Natural log of the total assets at the end of . Eugster et al. (2024)
the fiscal year.
Fi . - Harris and Bromiley
irm age Natural log of years since listing. +
(2007)
The ratio of net profit to total assets at the Chen et al. (2024a);
Return on assets end fiscal year end. ) Wang et al. (2023)
. The ratio of total debts to total assets at the .
Firm leverage end fiscal year end. + Li et al. (2025)
Ownership The sum of the shareholding ratios of the ) Chen et al. (2024a);
Concentration top ten shareholders of a listed company. Yang and Zou (2025)
Board size The number of board members disclosed in ) Zhao et al. (2024);
the annual report. Yang and Zou (2025)
Supervisory Board Size Total number O.f supervisors on the - Zhao et al. (2024)
supervisory board.
. The CEO also holds the position of .
CEO duality chairman in the firm: 1 for yes, 0 for no. + Eugster et al. (2024)
The ratio of the combined ownership of the CSMAR
Share balance second- to fifth-largest shareholders to that + Chen et al. (2024a)
of the largest shareholder.
The company is reviewed by a Big-4
Auditor quality international auditing firm: 1 for yes, - Eugster et al. (2024)
0 for no.
CEO gender The firm’s CEO is male: 1 for yes, 0 for no. + Eugster et al. (2024)
, Chen et al. (2024a);
CEO age Natural log of the CEO’s age. - Yang et al. ((2025))
Education level: 5 = Doctorate, 4 = Master’s
CEO education Level degree, 3 = Bachelor’s degree, - Chen et al. (2024a)

2 = Associate’s degree, 1 = Technical school
or below.

CEO overseas

CEO overseas experience is defined as
follows: 1 = Foreign work or education
experience; 0 = No overseas background.

Gu (2022);

Guo and Wang (2021)

CEO academic

The firm’s CEO possesses academic work
experience: 1 for yes, 0 for no.

Chen et al. (2024b)

Note: institutional ownership are expressed as percentages (i.e., 90.33 represents 90.33%). Return on assets, firm
leverage, ownership concentration, and share balance are expressed as proportions rather than percentages (i.e.,

0.42 represents 42%).

3.3. Empirical Model

Negative binomial regression (NBR) is used to address the problem of overdispersion

in the count data, characterized by a positive skew distribution of the number of company

violations (Huang et al. 2025; Yang and Zou 2025). In this study, regression models are

constructed on the basis of the following logic. Initially, we analyze how insider CEOs

influence corporate misconduct to test Hypothesis 1.
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Model 1: Main-effect NBR model:
MIS_Num;j; = B¢ + B1 Insider CEO;; + Z Bx Controls; i + Vit + Kit + €t (1)

In Equation (1), the dependent variable MIS_Num represents the number of corporate
misconduct incidents. The primary explanatory variable, Insider CEO, indicates whether
the CEO is internally promoted. 3¢ denotes the constant term, whereas 3, indicates the
coefficients of interest. The terms v;; and pj; represent the fixed effects for industry and
year, respectively. We excluded firm fixed effects in the main model because insider CEO
status varies little within firms, and firm-level controls capture most heterogeneity (Table 3).
Including firm fixed effects would greatly reduce the sample size, so only industry and
year fixed effects were used in the negative binomial regression. ¢;; refers to the random
error term. We correct for possible heteroskedasticity and within-firm correlation of errors
by applying firm-clustered robust standard errors.

Table 3. Distribution of Internal Promotion CEO Changes.

Number of Changes Frequency Percent Cumulative Percent
1 6850 65.63% 65.63%
2 2707 25.94% 91.57%
3 677 6.49% 98.05%
4 167 1.60% 99.66%
5 36 0.34% 100.00%
Total 10,437 100%

3.4. Descriptive Statistics

Table 4 summarizes the main variables. The mean and standard deviation of the
dependent variable mis_num are 1.10 and 2.54, respectively, suggesting positive skewness.
The maximum value is 13, and our misconduct measure magnitude is similar to that of Wu
et al. (2024) studies. The variable mis_dumy indicates that approximately 26% of firms
engaged in at least one violation, a proportion slightly less than the 30% documented by
Yang and Zou (2025). The results show that most misconduct is consistent with previous
Chinese evidence from the same period as this sample. The Insider CEO variable has a
mean of 0.70, showing that 70% of the sample firms are headed by a CEO promoted from
within the firm. Chinese listed companies have a strong preference for internal leadership
development (Sun et al. 2023). Insider CEOs are also common in other countries. For
example, 58% of CEO successions in Australia are made through internal promotion (Islam
et al. 2021), whereas in the US, 67% of S&P 500 CEO appointments are made from internal
candidates (Oradi 2021). This suggests that the succession of an insider CEO is a globally
relevant governance practice.

Table 5 presents the industry distribution of the sample, which is based on the CSRC
Industry Classification Guidelines (2012). Overall, manufacturing firms account for 70.07%
of the sample, while the remaining firms are distributed across other industries, ensuring
sufficient representation of China’s listed companies. This distribution aligns with findings
from prior research on Chinese listed firms, highlighting that a few sectors play a dominant
role in China’s economic structure.
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Table 4. Summary Statistics.
Variable Obs Mean Std. Dev. Min Max
mis_num 10,437 1.1 2.54 0 13
mis_dumy 10,437 0.26 0.44 0 1
Insider CEO 10,437 0.7 0.46 0 1
Internal control 10,437 6.29 1.43 0 941
Institutional ownership 10,437 41.02 25.33 0.08 90.33
Firm size 10,437 22.37 1.32 15.98 28.54
Firm age 10,437 2 0.9 0 3.47
Return on assets 10,437 0.04 0.06 —0.19 0.22
Firm leverage 10,437 0.42 0.19 0.07 0.86
Ownership Concentration 10,437 0.59 0.15 0.24 0.91
Board size 10,437 8.33 1.61 4 18
Supervisory Board Size 10,437 3.41 0.91 3 7
CEO duality 10,437 0.4 0.49 0 1
Share balance 10,437 0.76 0.6 0.04 2.89
Auditor quality 10,437 0.06 0.23 0 1
CEO gender 10,437 0.92 0.27 0 1
CEO age 10,437 3.92 0.15 3.26 4.38
CEO education Level 10,437 3.37 0.95 1 5
CEO overseas 10,437 0.08 0.27 0 1
CEO academic 10,437 0.06 0.23 0 1

Note: institutional ownership are expressed as percentages (i.e., 90.33 represents 90.33%). Return on assets, firm
leverage, ownership concentration, and share balance are expressed as proportions rather than percentages (i.e.,
0.42 represents 42%).

Table 5. Industry distribution (CSRC Industry Classification Guidelines, 2012).

Code Industry Name (CSRC 2012) Industry Code Frequency  Frequency Percent
1 Agriculture, Forestry, Animal Husbandry and Fishery (A) AQ01-A04 138 1.32%
2 Mining (B) B06-B11 211 2.02%
3 Manufacturing (C1: Raw materials & primary processing) C13-C19 900 8.62%
4 Manufacturing (C2: Machinery, equipment & transport) C20-C29 2072 19.85%
5 Manufacturing (C3: Ifight industry, food, textiles, C30-C39 4342 41.60%

chemicals, others)
6 Manufacturing (C4: Specialized manufacturing & others) C40-C42 151 1.45%
7 Electricity, Heat, Gas and Water Production & Supply (D) D44-D46 271 2.60%
8 Construction (E) E47-E50 235 2.25%
9 Wholesale & Retail (F) F51-F52 430 4.12%
10 Transportation, Storage and Postal Services (G) G54-G60 199 1.91%
11 Accommodation & Catering (H) H61-H62 29 0.28%
12 Information Transmission, Software & IT Services (I) 163-165 539 5.16%
13 Finance (J) J66-J69 - -
14 Real Estate (K) K70 326 3.12%
15 Leasing & Business Services (L) L71-L72 176 1.69%
16 Scientific Research & Technical Services (M) M73-M74 106 1.02%
17 Water Conservancl:\}/i, Environment & Public Facilities N77-N78 102 0.98%
anagement (N)
18 Education (P) P82 18 0.17%
19 Health & Social Work (Q) Q83 27 0.26%
20 Culture, Sports & Entertainment (R) R85-R88 116 1.11%
21 Comprehensive (S) S90 49 0.47%

Note: The CSRC Industry Classification Guidelines (2012) is an official document issued by the China Securities
Regulatory Commission (CSRC) in 2012. It provides a standardized framework for classifying all publicly listed
companies in China’s A-share market into specific industries based on their primary business activities. This
classification system is widely used in academic research and financial analysis to ensure consistency when
comparing firms within the same sector or controlling for industry-specific effects in empirical studies. The
primary data source is the CSMAR database. Financial firms were removed from the sample.

3.5. Correlation and Multicollinearity Analysis

Table 6 reports the Pearson correlations for all variables. The analysis shows that
mis_num is significantly correlated with the explanatory variable. Specifically, a statisti-
cally significant negative relationship is observed between insider CEOs and misconduct
(r=—0.085, p < 0.01), suggesting that insider CEOs show a lower propensity for unethical
conduct. The correlations are all below 0.5, suggesting no serious multicollinearity and
supporting model robustness.
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Table 6. Pairwise correlations.

Title 1 1) ) 3) @) (5) (6) (7) 8) ) (10)
mis_num 1
Insider CEO —0.085 *** 1
Internal control —0.356 *** 0.095 *** 1
Institutional ownership ~ —0.073 ***  —0.086 *** 0.071 *** 1
Firm size —0.061 *** —0.062 *** 0.160 *** 0.425 *** 1
Firm age 0.086 *** —0.217 *#** —0.118 *** 0.234 *** 0.404 *** 1
Return on assets —0.250 *** 0.083 *** 0.323 *** 0.090 *** 0.037 *** —0.181 *** 1
Firm leverage 0.087 *** —0.072 *** —0.056 *** 0.200 *** 0.479 *** 0.292 *** —0.356 *** 1
Ownershi ek ok Aok Ak Ak ek ek A
Concentrati]?)n —0.125 0.039 0.135 0.431 0.119 —0.378 0.231 —0.078 1
Board size —0.051 *** —0.061 *** 0.033 *** 0.203 *** 0.254 *** 0.155 *** 0.007 *** 0.119 *** —0.002 *** 1
Supervisory Board Size ~ —0.050 *** —0.100 *** 0.006 0.247 *** 0.291 *** 0.280 *** —0.041 *** 0.174 *** —0.006 0.314 ***
CEO duality —0.022 ** 0.068 *** 0.050 *** —0.160 *** —0.137 *** —0.225 *** 0.057 *** —0.111 *** 0.032 *** —0.207 #**
Share balance 0.074 *** 0.039 ** —0.033 ** —0.230 *** —0.046 *** —0.115 *** —0.011 —0.047 *** —0.026 ** 0.016
Auditor quality —0.064 *** —0.010 0.087 *** 0.232 *** 0.357 *** 0.108 *** 0.048 *** 0.116 *** 0.159 *** 0.099 ***
CEO gender 0.012 0.019 * 0.001 0.073 *** 0.026 ** 0.014 —0.018* 0.043 *** —0.022 ** 0.071 ***
CEO age —0.085 *** 0.066 *** 0.052 *** 0.057 *** 0.135 *** 0.086 *** 0.015 0.039 *** —0.030 ** 0.035 ***
CEO education Level —0.007 —0.043 *** 0.027 ** 0.115 *** 0.176 *** 0.164 *** 0.022 ** 0.037 *** —0.065 *** 0.078 ***
CEO overseas 0.000 0.004 0.015 0.047 *** 0.002 0.008 0.015 —0.019* —0.007 —0.021 **
CEO academic 0.004 0.014 —0.001 0.016 —0.010 0.002 —0.005 —0.023 ** —0.014 0.019 **
an 12) (13) 14) (15) (16) 17) (18) (19)
Supervisory Board Size 1.000
CEO duality —0.200 *** 1.000
Share balance —0.078 *** 0.053 *** 1.000
Auditor quality 0.071 *** —0.046 *** 0.003 1.000
CEO gender 0.052 *** 0.042 *** 0.015 0.006 1.000
CEO age 0.019* 0.172 *** —0.016 0.068 *** 0.026 ** 1.000
CEO education Level 0.119 *** —0.060 *** 0.051 *** 0.104 *** 0.006 —0.043 *** 1.000
CEO overseas —0.069 *** —0.015 0.052 *** 0.082 *** —0.037 *** —0.106 *** 0.171 *** 1.000
CEO academic —0.031 ** 0.058 *** 0.025 * 0.007 0.007 0.085 *** 0.111 *** 0.031 *** 1.000

Notes: *, **, and *** correspond to significance levels of 10%, 5%, and 1%, respectively.

Variance inflation factor (VIF) diagnostics were also performed for models both with-
out and with interaction terms (Table 7). The average VIFs were 1.35 (maximum value
of 2.20) and 1.71 (maximum value of 4.79), respectively. Since all VIF values are under 5,
multicollinearity is unlikely to be an issue.

Table 7. Multicollinearity diagnostics (VIF).

Variable VIF 1/VIF VIF 1/VIF

Insider CEO 1.07 0.9332 1.08 0.9252

Internal control 1.18 0.8486 2.36 0.4241

Institutional ownership 1.88 0.5315 4.79 0.2088

Insider CEO x Internal control 2.20 0.4537

Insider CEO X Institutional ownership 3.60 0.2777

Firm size 2.11 0.4749 2.11 0.4744

Firm age 1.93 0.5189 1.93 0.5178

Return on assets 1.38 0.7231 1.39 0.7217

Firm leverage 1.62 0.6189 1.62 0.6179

Ownership Concentration 1.88 0.5320 1.90 0.5270

Board size 1.19 0.8372 1.19 0.8369

Supervisory Board Size 1.25 0.7972 1.25 0.7970

CEO duality 1.16 0.8587 1.17 0.8578

Share balance 1.09 0.9140 1.10 0.9130

Auditor quality 1.19 0.8438 1.19 0.8424

CEO gender 1.02 0.9768 1.02 0.9765

CEO age 1.10 0.9066 1.10 0.9059

CEOQO education Level 1.12 0.8935 1.12 0.8931

CEQ overseas 1.07 0.9386 1.07 0.9376

CEO academic 1.03 0.9719 1.03 0.9708
Mean VIF 1.35 1.71

4. Empirical Results
4.1. Baseline Results

The findings of the regression analysis are summarized in Table 8. Columns (1)-
(3) focus primarily on the coefficient of the Insider CEO variable, which reflects how
CEO insider status influences corporate misconduct. This stepwise regression design
first establishes the baseline effect of insider CEOs on misconduct and then gradually
introduces control variables and year and industry fixed effects to account for unobserved
heterogeneity. Across all model specifications, the estimated coefficients of Insider CEO
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on misconduct remain consistently negative, decreasing in magnitude from —0.399 in the
baseline model to —0.218 after adding controls and further to —0.182 when both industry
and year fixed effects are included, with all results statistically significant at conventional
levels. These results offer strong support for Hypothesis 1, implying that insider CEOs are
vital in reducing instances of corporate misconduct.

Table 8. NBR Results.

Variable (1) Mis_Num (2) Mis_Num (3) Mis_Num
Insider CEO —0.399 *** —0.218 *** —0.182 ***
(0.064) (0.065) (0.066)
Firm size —0.122 *** —0.127 ***
(0.033) (0.033)
Firm age 0.233 *** 0.240 ***
(0.048) (0.048)
Return on assets —5.309 *** —5.624 ***
(0.458) (0.460)
Firm leverage 0.680 *** 0.709 ***
(0.188) (0.193)
Ownership Concentration —0.568 ** —0.743 ***
(0.242) (0.235)
Board size —0.042 ** —0.034
(0.021) (0.021)
Supervisory Board Size —0.154 *** —0.152 ***
(0.044) (0.043)
CEO duality —0.022 0.013
(0.066) (0.064)
Share balance 0.271 *** 0.241 ***
(0.052) (0.053)
Auditor quality —0.649 *** —0.630 ***
(0.185) (0.180)
CEO gender 0.068 0.029
(0.129) (0.124)
CEO age —0.992 *** —0.871 ***
(0.217) (0.214)
CEOQO education Level —0.013 —0.004
(0.036) (0.036)
CEO overseas —0.121 —0.072
(0.105) (0.105)
CEO academic —0.014 —0.073
(0.128) (0.121)
Constant 0.362 *** 7.166 *** 6.733 ***
(0.054) (0.985) (0.987)
Year and industry fixed effect No No Yes
Observations 10,437 10,437 10,437
Log likelihood —12,456.64 —12,188.03 -12,077.37
Chi-square (x?) 38.97 *** 451.35 *** 740.44 ***
Pseudo R2 0.0019 0.0234 0.0323
Inalpha 1.904 *** 1.736 *** 1.668 ***
(0.035) (0.037) (0.038)

Notes: in parentheses, we present robust standard errors that are clustered at the level of the firm. Additionally,
significance levels are included, with asterisks indicating the statistical significance of the findings: *** p < 0.01,
** p < 0.05. Column (1) reports the baseline specification with only the insider CEO variable. Column (2) further
controls for firm- and CEO-level characteristics. Column (3) additionally includes year and industry fixed effects,
which represent our preferred specification.

On the basis of the negative binomial regression in Column (3), the coefficient of
—0.182 implies a 16.64% reduction (79182 _ 1) in the expected number of misconduct
incidents. Concerning the control variables, the estimated signs and significance levels
generally correspond to those identified in previous research (Yang and Zou 2025; Chen
et al. 2024a).

4.2. Robustness Tests

We carry out robustness analyses to ensure the results are reliable. To assess the sensi-
tivity of our findings, we employ a different measure of corporate misconduct. Based on the
approach of Yang and Zou (2025), we develop a different proxy for corporate misconduct
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(mis_dumy). We subsequently re-evaluate the model through logit regression analysis. As
illustrated in Panel A of Table 9, the coefficient associated with mis_dumy is significantly neg-
ative, thereby providing further support for Hypothesis 1. To measure corporate misconduct,
we exclude leader-related violations, such as insider trading, stock price manipulation, and
illegal stock trading (Chen et al. 2024b). Panel B of Table 9 reports the results for this adjusted
measure (Excluding_leader), which shows a significantly negative coefficient. This robustness
check confirms the consistency of our main hypothesis. Given that the dependent variable
mis_num is a non-negative and potentially left-censored count variable, we further employ a
Tobit model to address possible lower-limit censoring and to increase the robustness of our
main results, as reported in Panel C of Table 9. To further assess the robustness of our findings,
we also re-estimate the model with firm fixed effects while excluding the control variables.
The results remain consistent with those of the main analysis (Panel D of Table 9).

Table 9. Robustness checks.

Panel A: Alternative Measures of Corporate Misconduct

. )
Variable Mis_dumy
Insider CEO —0.202 ***
Constant 4.122 ***
(1.104)
Control variables Yes
Year and industry fixed effect Yes
Observations 10,437
Log likelihood —5601.6876
Chi-square (x?) 516.92 ***
Pseudo R? 0.0717
Panel B: excluding Leader-Related Misconduct from the Dependent Variable
. )
Variable Mis. Num
Insider CEO —0.178 **
(0.080)
Constant 7.112 %
(1.182)
Control variables Yes
Year and industry fixed effect Yes
Observations 9621
Log likelihood —9142.7605
Chi-square (x?) 566.26 ***
Pseudo R? 0.0335
Inalpha 2.004 ***
(0.045)
Panel C: Tobit Estimation
. )
Variable Mis. Num
CEO_INS —0.803 ***
(0.247)
Constant 19.160 ***
(3.870)
Control variables Yes
Year and industry fixed effect Yes
Observations 10,437
Log likelihood —12,101.848
F-statistic 14.74 ***
Pseudo R? 0.0455
Panel D: Negative Binomial Regression (NBR) with Firm-Level Fixed Effects
. )
Variable Mis. Num
CEO_INS —0.143 **
(0.059)
Constant —0.725 **
(0.330)
Control variables NO
Year and industry fixed effect Yes
Firm FE Yes
Observations 6854
Number of groups 1052
Wald chi? 192.22 %
Log likelihood —6397.2367
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Table 9. Cont.

Panel E: Heckman Two-Stage Model

. Heckman
Variable HecPkrr:;IIil: lliler:lt,ﬂ?;age Second—Stage
NBR Results
1) 2)
CEO_INS Mis_Num
CEO_INS —0.192 ***
(0.068)
IMR —0.103
(0.137)
Industry_insider_rate 3.042 ***
(0.303)
Region_insider_rate 3.087 ***
(0.253)
Constant —3.869 *** 6.882 ***
(1.014) (1.010)
Control variables Yes Yes
Year and industry fixed effect Yes Yes
Region FE Yes NO
Observations 10,437 10,437
Log likelihood —5243.994 —12,077.077
Chi-square (x?) 842.85 *** 740.20 ***
Pseudo R? 0.1727 0.0323
lnalpha 1.668 ***
(0.038)
Panel F: Instrumental Variable Estimation (Control Function Approach)
Variable m . @
CEO_INS Mis_Num
Confucian culture 0.024 ***
(0.006)
CEO_INS —5.506 ***
(2.018)
Residuals 5.324 ***
(2.020)
Constant 0.206 8.017 ***
(0.144) (1.085)
Control variables Yes Yes
Year and industry fixed effect Yes Yes
Observations 10,437 10,437
Log likelihood —12,070.945
F/Chi-square (x?) 38.24 *** 753.80 ***
Adj R-squared /Pseudo R? 0.1384 0.0328
Inalpha 1.665 ***
(0.038)
Panel G: Propensity Score Matching (PSM)
. 1)
Variable Mis_ Num
Insider CEO —0.143 **
(0.070)
Constant 6.423 ***
(1.033)
Control variables Yes
Year and industry fixed effect Yes
Observations 9349
Log likelihood —10,515.97
Chi-square (x?) 646.33 ***
Pseudo R? 0.0311
Inalpha 1.710 ***
(0.040)

Notes: in parentheses, we present robust standard errors that are clustered at the level of the firm. For brevity, the
regression results for the control variables are not tabulated. Additionally, significance levels are included, with
asterisks indicating the statistical significance of the findings: *** p < 0.01, ** p < 0.05.

Despite incorporating comprehensive control variables and year and industry fixed
effects, endogeneity remains an important concern in our model. First, to mitigate the
possible endogeneity arising from the non-random selection of insider CEOs, we implement
the Heckman two-stage estimation approach. During the initial phase, the proportion of
insider CEO appointments within the corresponding industry and region are utilized as
instrumental variables. These variables are anticipated to influence decisions regarding
CEO selection without having a direct effect on corporate misconduct. The inverse Mills
ratio (IMR), obtained from the selection equation, is incorporated as an additional regressor
in the subsequent negative binomial regression. As shown in Table 9, Panel E, the Insider
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CEO variable retains a statistically significant negative coefficient, which reaffirms the
robustness of our primary findings against selection bias.

Insider CEO appointment may suffer from endogeneity because unobserved firm-
level factors (e.g., corporate culture) could simultaneously affect the likelihood of internal
CEO promotion and corporate misconduct. Reverse causality is also possible if firms
adjust CEO selection strategies on the basis of perceived misconduct risk. To mitigate
these concerns, we employ an instrumental variable (IV) estimation via a control function
approach. Confucian culture shapes managerial norms and organizational values, affecting
the likelihood of internal CEO promotion while plausibly having no direct effect on firm
misconduct. We employed a control function approach using Confucian culture as the
instrumental variable. Following Zhang et al. (2024), Confucian culture is proxied by the
natural log of one plus the count of Confucian temples located within 100 km of a firm’s
registered address and is used as the instrument. The results reported in Panel F of Table 9
align closely with the primary findings.

Finally, given that firms with insider and outsider CEOs may differ systematically
in unobserved characteristics that influence misconduct, we adopt a propensity score
matching (PSM) approach to reduce selection bias. Propensity scores are estimated via
a logit model with the baseline control variables as covariates. We then implement 1:1
nearest-neighbor matching within a specified caliper to create a balanced matched sample.
Based on this matched sample of 9349 firm-year observations, we re-estimate the baseline
regression. As reported in Panel G of Table 9, the results remain qualitatively consistent
with our main findings, confirming the robustness of the insider CEO effect. Table 10
reports the PSM results. Insider CEOs exhibit significantly lower misconduct than control
firms do. In the unmatched sample, the difference was —0.473 (t = —8.70, p < 0.01),
which slightly decreased to —0.426 after matching (t = —2.82, p < 0.01), indicating that the
negative effect of insider CEOs on corporate misconduct remains robust after controlling for
observable covariates.

Table 10. Propensity score matching.

Variable Sample Treated Controls  Difference S.E. T-Stat
mis_num  Unmatched 0.9638 1.437 —0.473 0.054 —-8.7
mis_num ATT 0.9638 1.389 —0.426 0.151 —2.82

4.3. Moderating Effect Analysis

While prior research shows that insider CEOs can reduce misconduct through stronger
organizational identification, reputation concerns, and lower information asymmetry. How-
ever, it is still unclear whether and how this effect depends on other governance mecha-
nisms. Prior studies suggest that governance factors significantly shape misconduct (Braun
and Mueller 2025; Eugster et al. 2024). Internal control and institutional investors, in partic-
ular, are key mechanisms constraining managerial opportunism (Bhat 2023; Thosuwanchot
and Lee 2025). We therefore examine how governance mechanisms moderate the insider
CEO-misconduct relationship.

4.3.1. Internal Control

Building on agency theory, effective internal control mechanisms reduce information
asymmetry and mitigate principal-agent conflicts by providing monitoring and behavioral
constraints (Bhat 2023). Prior studies have shown that robust internal controls can curb
managerial opportunism and lower the risk of fraud (Tian and Sun 2023). They also
facilitate accurate risk identification and timely responses (Li et al. 2025). Although insider
CEOs often demonstrate stronger organizational identification and reputational concerns,
insufficient institutional constraints may still leave room for moral hazard. Thus, a strong
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internal control system can act as a complementary governance mechanism, reinforcing
accountability and aligning managerial discretion with shareholders’ interests. Thus, the
ability of insider CEOs to limit corporate misconduct is expected to be greater in firms with
well-developed internal controls. Columns (1) and (3) of Table 11 show that the interaction
term is positively significant, supporting this finding. Figure 1 further validates this effect.

Table 11. NBR Results.

. (V0] 2) 3)
Variable Mis_Num Mis_Num Mis_Num
Insider CEO —0.112* —0.183 *** —-0.114 *
(0.067) (0.066) (0.067)
Internal control —0.339 *** —0.333 ***
(0.028) (0.029)
Insider CEO x Internal control —0.127 *** —0.136 ***
(0.043) (0.043)
Institutional ownership —0.143 ** —0.135 **
(0.061) (0.061)
Insider CEO x Institutional ownership 0.139 ** 0.140 **
(0.066) (0.065)
Firm size —0.050 —0.123 *** —0.048
(0.034) (0.034) (0.034)
Firm age 0.175 *** 0.257 *** 0.189 ***
(0.049) (0.049) (0.050)
Return on assets —4.028 *** —5.597 *** —4.006 ***
(0.486) (0.460) (0.487)
Firm leverage 0.536 *** 0.726 *** 0.552 ***
(0.196) (0.194) (0.197)
Ownership Concentration —0.716 *** —0.554 ** —0.553 **
(0.235) (0.279) (0.274)
Board size —0.039 * —0.034 —0.039 *
(0.022) (0.021) (0.022)
Supervisory Board Size —0.151 *** —0.147 *** —0.146 ***
(0.043) (0.043) (0.043)
CEO duality 0.035 0.008 0.030
(0.063) (0.064) (0.063)
Shares balance 0.223 *** 0.236 *** 0.219 ***
(0.052) (0.053) (0.053)
Auditor quality —0.673 *** —0.619 *** —0.663 ***
(0.164) (0.183) (0.164)
CEO gender 0.092 0.037 0.098
(0.121) (0.123) (0.121)
CEO age —0.826 *** —0.872 *** —0.822 ***
(0.224) (0.216) (0.224)
CEO education Level 0.012 0.003 0.018
(0.036) (0.036) (0.036)
CEO overseas —0.045 —0.075 —0.049
(0.101) (0.106) (0.102)
CEO academic —-0.117 —0.073 —0.115
(0.124) (0.123) (0.125)
Constant 4.891 *** 6.453 *** 4.661 ***
(1.029) (1.045) (1.078)
Year and industry fixed effect Yes Yes Yes
Observations 10,437 10,437 10,437
Log likelihood —11,943.71 —12,074.11 —11,940.44
Chi-square 3) 1114.57 *** 752.24 #** 1118.41 ***
Pseudo R? 0.043 0.0326 0.0433
Inalpha 1.584 *** 1.667 *** 1.582 ***
(0.038) (0.038) (0.038)

Notes: in parentheses, we present robust standard errors that are clustered at the level of the firm. Additionally,
significance levels are included, with asterisks indicating the statistical significance of the findings: *** p < 0.01,
**p<0.05*p<0.1.

4.3.2. Institutional Ownership

Insider CEOs’ ability to reduce misconduct may depend on the strength of external
governance pressure (Gu 2022). Specifically, institutional investors—recognized as key
external monitors—typically exert pressure for increased transparency, accountability, and
short-term financial performance (Zaman et al. 2021; Eugster et al. 2024). While such
oversight is generally effective in disciplining managerial behavior (Thosuwanchot and Lee
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2025), its marginal effectiveness may diminish in the context of insider CEOs with strong
organizational identification. Rather than reinforcing governance, strong institutional
ownership may disrupt the internalized alignment between the CEO and organizational
values (Chen et al. 2024a). This argument aligns with that of Boivie et al. (2011), who
contend that under conditions of strong internal governance or self-regulating leadership,
added layers of external pressure may become redundant. Therefore, we believe that the
effectiveness of insider CEOs in curbing corporate misconduct diminishes with greater
institutional ownership. Columns (2) and (3) of Table 11 indicate that the interaction terms
remain positive and significant, and this result is further reinforced by Figure 2.
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Figure 1. The moderating effects of internal control on the relationship between insider CEOs and
corporate misconduct.
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Figure 2. The moderating effects of institutional ownership on the relationship between insider CEOs
and corporate misconduct.

5. Additional Analyses

How insider CEOs shape different types of misconduct remain uncertain. As sug-
gested by prior studies, the impact of governance mechanisms may differ depending on
the type of misconduct (Chen et al. 2024a; Zaman et al. 2021). Accordingly, we obtain
misconduct data from the CSMAR Corporate Violation Database. Based on this dataset, we
construct three measures that capture the annual number of violations in distinct domains.
First, disclosure-related misconduct (Vio_Dis_Num) refers to violations involving profit
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fabrication, asset misstatements, false or misleading disclosure, delayed disclosure, mate-
rial omissions, other forms of inaccurate disclosure, and improper accounting treatment.
Second, operational misconduct (Vio_Oper_Num) includes irregular capital contributions,
unauthorized use of funds, asset appropriation, illegal guarantees, and other similar vi-
olations. Finally, CEO-related misconduct (Vio_Lead_Num) comprises violations such
as insider trading, prohibited stock transactions, and stock price manipulation. Specif-
ically, we re-estimate the negative binomial model employing three distinct measures
of misconduct.

Through this approach, we can assess the consistency of our primary results across
various forms of corporate misconduct. Table 12 shows that the coefficients for Insider
CEOs remain consistently negative for all three categories of misconduct, suggesting that
insider CEOs act as a key determinant in mitigating corporate misconducts. However,
the impact may differ in scale among the various types of misconduct. These results
further confirm the reliability of the main findings and suggest that insider CEOs exert a
multidimensional governance effect.

Table 12. Additional analyses.

Variabl D (V) (3)
ariable Vio_Dis_Num Vio_Oper Num Vio_Lead_Num
Insider CEO —0.238 *** —0.137* —0.187*
(0.074) (0.073) (0.097)
Firm size —0.165 *** —0.105 *** —0.029
(0.036) (0.039) (0.046)
Firm age 0.283 *** 0.272 *** —0.083
(0.055) (0.054) (0.065)
Return on assets —6.456 *** —6.193 *** —1.958 ***
(0.536) (0.545) (0.664)
Firm leverage 0.901 *** 0.617 *** 0.197
(0.221) (0.219) (0.300)
Ownership Concentration —0.563 ** —0.622 ** —1.572 ***
(0.267) (0.265) (0.334)
Board size —0.044 * —0.035 —0.027
(0.023) (0.027) (0.033)
Supervisory Board Size —0.172 —0.158 *** —0.105
(0.052) (0.045) (0.065)
CEO duality —0.035 0.003 0.147 *
(0.072) (0.072) (0.090)
Share balance 0.219 *** 0.219 *** 0.402 ***
(0.057) (0.057) (0.067)
Auditor quality —0.721 *** —0.605 *** —0.336
(0.218) (0.226) (0.218)
CEO gender —0.002 0.109 —0.070
(0.143) (0.129) (0.158)
CEO age —0.891 *** —1.094 *** —0.179
(0.229) (0.247) (0.284)
CEO education Level —0.025 0.014 0.026
(0.039) (0.042) (0.048)
CEO overseas —0.091 —0.042 0.107
(0.117) (0.123) (0.164)
CEO academic —0.101 0.021 —0.269
(0.142) (0.138) (0.198)
Constant 7.068 *** 5.869 *** 0.388
(1.100) (1.120) (1.436)
Year and industry fixed effects Yes Yes Yes
Observations 10,437 10,437 10,437
Log likelihood —8523.2032 —7803.4681 —3550.2069
Chi-square (x?) 662.25 *** 661.27 *** 1699.54 ***
Pseudo R? 0.0474 0.0477 0.0242
Inalpha 1.620 *** 1.433 *** 1.897 ***
(0.050) (0.056) (0.084)

Notes: in parentheses, we present robust standard errors that are clustered at the level of the firm. Additionally,
significance levels are included, with asterisks indicating the statistical significance of the findings: *** p < 0.01,
**p<0.05*p<0.1
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6. Discussion

Corporate misconduct remains a pressing global challenge, eroding investor confi-
dence and market stability worldwide (Zhao et al. 2024; Yang et al. 2025). While extensive
research has been conducted, prior studies still lack a comprehensive understanding of its
determinants and how governance mechanisms shape these outcomes (Eugster et al. 2024;
Chen et al. 2024a). Our study addresses this gap by examining the role of CEO origin in
corporate misconduct and situates its findings within the international academic discourse
through comparative analysis with influential prior works.

Globally, researchers have adopted varied methodologies and sample constructions
to explore similar questions, allowing for richer comparative insights. Our result that
insider CEOs reduce misconduct is consistent with the findings of Kuang et al. (2014),
whose study of U.S. public firms showed that externally hired CEOs are more likely to
engage in accrual-based earnings management due to stronger career concerns and shorter
expected job tenure. Such behavior significantly increases the risk of financial information
distortion and potential future violations. This alighment underscores the relevance of
CEO origin as a critical governance factor in mitigating corporate misconduct across
different contexts. However, our result appears partially inconsistent with Gonzélez et al.
(2019), who reported that internal succession is not a significant predictor of price-fixing
violations among cartel firms in the U.S. market. This discrepancy may be attributed to
differences in sample composition and the specific types of misconduct examined. In
particular, collusive practices such as price-fixing often involve entrenched organizational
behaviors and industry-level dynamics that may diminish the influence of individual CEO
characteristics. By contrast, the misconduct examined in our study and in Kuang et al.
(2014) is more directly tied to individual executive decision-making. These comparisons
show that differences in local rules and types of misconduct affect how governance works,
reminding researchers to carefully consider specific conditions when studying corporate
violations across countries.

Beyond the main effect, we explore governance mechanisms as boundary conditions.
For internal governance, internal control systems were found to strengthen the negative
insider CEO-misconduct relationship, as indicated by a significant interaction term. This
finding extends prior work showing that strong internal controls reduce fraud risk and
extend the global consensus on its importance (Bhat 2023; Okeke et al. 2021). It high-
lights how governance tools reinforce insiders’ identity-driven motives. The mechanism
involves clear behavioral constraints, transparent reporting, and process accountability.
These elements, coupled with insiders” stronger reputation concerns, collectively limit
opportunities and rationalizations for misconduct. For external governance, institutional
investors serve as key monitors but also partially substitute for the compliance advantage
of insider CEOs. Our results support the substitution hypothesis advanced by Chen et al.
(2024a). It suggesting that institutional investors’ external oversight can replace some of
the governance benefits brought by insider succession (Eugster et al. 2024; Thosuwanchot
and Lee 2025).

7. Conclusions
7.1. Theoretical Implications

Prior research has not thoroughly explored the relationship between insider CEOs and
corporate misconduct, with the majority of studies focusing on family CEOs (Yang 2010;
Lei et al. 2025) or home background CEOs (Chen et al. 2024a; Lai et al. 2020; Cao et al. 2024).
This study extends the theoretical perspective on the drivers of corporate misconduct by
examining the role of insider CEOs in curbing corporate misconduct. Furthermore, this
research deepens the theoretical understanding of how internal governance mechanisms
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influence firm behavior. Although existing work, including Tian and Sun (2023), has
established that internal control systems can suppress misconduct, this study expands
this discourse by introducing a conceptual model that emphasizes the reinforcing role
of insider CEOs. Additionally, the framework offers new avenues for understanding
how external governance mechanisms, such as institutional ownership, shape corporate
behavior (Braun and Mueller 2025; Thosuwanchot and Lee 2025). The findings indicate that
institutional ownership can partially substitute for internal CEOs in mitigating corporate
misconduct, thereby broadening the theoretical scope of firm-level monitoring mechanisms
in influencing compliance behavior.

7.2. Implications for Practice

This conclusion offers valuable insights for practice. For CEOs, internally promoted
executives should leverage their organizational commitment and reputation concerns
to foster compliant behavior. For boards of directors, CEO selection should balance the
benefits of internal promotion with those of external hiring while reinforcing internal control
systems to reduce the likelihood of corporate misconduct. For shareholders, attention to
executive career paths is crucial, as internal promotions are generally associated with lower
misconduct risk, thereby protecting shareholder interests. When institutional ownership
is high, governance efforts should focus on balancing external monitoring and internal
controls to avoid redundancy and efficiency losses.

7.3. Limitations and Future Research Directions

Our findings indicate a negative correlation between insider CEOs and corporate
misconduct. However, we recognize some limitations in this study and outline directions
for further work. First, our sample is restricted to firms listed on China’s non-financial
A-share listed firms, which may constrain the applicability of the results to other con-
texts. Future studies could examine the relationship between insider CEO succession and
corporate misconduct in different institutional settings, industries, or countries. Second,
although we consider various forms of misconduct, subsequent studies could investigate
the effects of insider CEOs on specific categories of misconducts. Finally, future work
could further explore the role of additional governance mechanisms, particularly potential
mediating or moderating factors, in shaping the impact of insider CEO succession on
corporate misconduct.
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