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Do Investors See the Darkness in Narcissism?

Abstract: We explore whether the impact of favorable financial disclosures on investors' judgment
and decision making is contingent on their perception about CEOs' narcissism. Specifically, our
theoretical model predicts that CEOs' narcissism impact investors' willingness to invest through
their perceptions of management credibility and disclosure credibility. Using data from 153 non-
professional investors, we provide support to those predictions. First, we find that investors'
perception of management credibility is lower when a more narcissistic CEO leads the company.
Second, our results indicate that this lack of credibility reduces investors’ perception of disclosure
credibility, which leads to a lower willingness to invest. Based on this evidence, we conclude that
CEOs' narcissism reduces the effect that reporting good news may have on investors' willingness
to invest. In other words, we document that CEOs' narcissism exerts an indirect negative effect on
investors' reactions (i.e., willingness to invest) to good news reported by a company.

Key Words: Management Credibility, Disclosure Credibility, Narcissism, Investors, Willingness
to Invest, CEO.

1. Introduction

Due to the substantial growth of communication technologies, investors’ nowadays have
access to a much higher amount of information than they used to. For example, social media allows
investors to share and access others’ opinions, and receive different types of information in a timely
manner. In such an environment, qualitative information about companies and their CEOs spreads
much faster and covers a wider audience than it used to. Likewise, several media outlets are sharing
information about favorable CEO traits such as the Forbes article entitled “7 Personality Traits
Every CEO Should Have” (Patel 2017). In this article, we explore the extent to which qualitative
information about CEOs’ personality influences investor’s reactions to firms’ corporate
disclosures. Specifically, we propose that investors will question the credibility of positive
corporate disclosures (i.e., reporting good news) coming from companies led by a more narcissistic
CEO. As a result of this lack of credibility, we posit that the influence of a company’s positive
(i.e., reporting good news) corporate disclosures on investors’ willingness to invest will be lower

when the company is led by a more narcissistic CEO.
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The term narcissism refers to a complex personality trait that includes an inflated view of
self, intrapsychic and interpersonal strategies to maintain this grandiose self-image, as well as poor
relational functioning and exploitative behavior (e.g., Morf and Rhodewalt 2001; Twenge and
Campbell 2003). Narcissism is perceived as a construct that has mostly negative implications for
the individual (Campbell 2001), and is classified as one of the dark triad of personality traits
together with psychopathy and Machiavellianism (Jones and Paulhus 2014). Consistent with this
overly negative conceptualization of narcissism, findings from academic literature in different
business areas suggest that CEO narcissism may have undesirable consequences on different
aspects of firm level outcomes such as firm performance (Chatterjee and Hambrick 2007, 2011,
Olsen, Dwokis, and Young 2014; Ham, Seybert, and Wang 2018), financial reporting (e.g., Major
2016, Ham et al., 2018; Marquez-lllescas, Zebedee, and Zhou 2019), tax reporting strategies
(Olsen and Stekelberg 2016), litigation risk (Rijsenbilt and Commandeur 2013; O’Reilly III,
Doerr, and Chatman 2018), or audit risk and costs (Johnson, Kuhn, Apostolou, and Hassell 2013).

The notions provided by prior academic business research have made its way to popular
business press and media, where it is somehow common to find articles highlighting the potential
negative effects that CEO narcissism may have on firm level outcomes. For instance, article titles
such as “How narcissistic CEOs put companies at risk” (Sahadi 2018), “Can a Narcissistic CEO
destroy their company” (Beheshti 2018), “Are narcissistic CEOs bad for business?” (Wood 2018),
“Narcissistic CEOs are more destructive than you think” (INSEAD Knowledge, 2014),
“Narcissistic CEOs tend to have larger legal bills” (Nordqvist 2018) or “Narcissistic CEOs
Weaken Collaboration and Integrity” (Savchuk 2019), are examples of how business media have
spread the notion that CEO narcissism is something that could potentially go against investors’

best interest. Likewise, beyond this kind of informative articles about the general consequences of
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CEO narcissism, business press has also provided insights about the level of narcissism of some
specific CEOs. For instance, Jackson (2013), in Forbes, published an article entitled: “The Top 25
Most Narcissistic CEOs In Tech”, and the Washington Post published an article titled “The least
narcissistic American CEOs” (Mcgregor 2013).

As suggested by the prior notions, CEO narcissism is likely to have a bad reputation among
business researchers and practitioners. However, prior studies fall short on providing insights
about whether CEO narcissism may have reputational consequences on investor’s reaction to
firms’ disclosures. In this manuscript, we fill this gap by arguing that CEOs’ narcissism has a
negative effect on investors willingness to invest, and that this effect is sequentially mediated by
investors’ perceptions of management credibility and disclosure credibility. Specifically, we use
Mercer’s (2004) framework to predict that CEOs’ narcissism decreases investors’ perception of
management’s credibility, which in turn reduce their perceptions of disclosure credibility, and
ultimately, their willingness to invest. Because investors are those who process the information
available in the market, we consider that understanding how CEO narcissism impacts investors’
decisions is equally important than understanding how narcissism impacts managers’ decisions.

We test out theoretical predictions using data from 153 non-professional investors collected
thorugh Amazon Mechanical Turk. In our experimental design, participants had to decide how
much money to invest in a fictitious company that is reporting a good financial performance.
Similar to the literature exploring the effect of CEO reputation (e.g., Cianci and Kaplan 2010), we
manipulated subjects’ perception of CEO narcissism by providing them with a press article in
which an independent source ranks the CEO of the fictitious company to be more or less
narcissistic. Consistent with our theoretical expectations, results show that investors perceive more

narcissistic CEOs to be less credible and this makes investors reluctant to believe in the CEO’s
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disclosures. As a result of these lack of credibility on the reported corporate information, investors
are less willing to invest in companies managed by narcissistic CEOs, even when they report a
positive financial outlook.

We consider that our study makes a number of contributions that may be interesting for
both researchers and practitioners. From the research perspective, we provide a theoretical model
that depicts the specific channel through which CEO narcissism influence investors’ reaction to
corporate disclosures. Specifically, we demonstrate that the effect of “CEO’s narcissism
reputation” on investors’ decisions flows sequentially through management’s credibility and
disclosure credibility.! Previous studies investigating different determinants of investors’
judgment and decision making have focused on either management credibility (e.g., Trinkle,
Crossler, and Bélanger 2015) or disclosure credibility (e.g., Grant, Hodge, and Sinha 2018; Triki
and Arnold 2016), as well as on the mediating role of disclosure credibility (e.g., Triki 2019). We
go one step beyond this prior work by proposing a sequential mediation model that encompasses
the mediating role of both management credibility and disclosure credibility. As stated by Mercer
(2004), “Mach of the accounting literature treats “disclosure credibility” as synonymous with
“management credibility”, but there are important differences between these concepts” (p. 186).
Concretely, our model shows that investors perceive more narcissistic CEOs to be less credible.
This lack of credibility on the CEO dampens investors’ credibility on good news reported by
companies. Overall, this CEO narcissism-driven lack of credibility on corporate disclosures seems
to reduce the influence that reporting good news may have on investors’ willingness to invest. In

this matter, our work complements prior literature using the ‘‘affect-as-information”’ theory (e.g.,

! Mercer (2004) defines Management credibility as “...investors’ perception of managers’ competence and
trustworthiness (cf., Hovland et al. 1953, 21)” and disclosure credibility as “investors’ perceptions of the
believability of a particular disclosure” (Mercer 2004 p. 186)
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Elliot, Hodge, and Jackson 2014) to explain investors’ reaction to the positive or negative news
provided by corporate reports (e.g., CSR reports). We document that investors’ reaction to
information is driven not only by the affect that the information disclosed by firms may generate,
but also by their perception about the credibility of the CEO. We show that investors link the
credibility of corporate disclosures to CEO’s personality traits such as narcissism. This finding
contributes to the research stream exploring the influence of CEO’s personality on market
perceptions and shareholder behavior (e.g., Harrison, Thurgood, Boivie, and Pfarrer 2019).
Specifically, this study expands the current knowledge about the effect of CEO narcissism on
capital markets. Our findings suggest that CEO narcissism might have an immediate negative
reputational effect on investors’ preferences that does not appear necessarily as a result of the
effect of CEO narcissism on firm-level outcomes. Keeping everything else constant, if investors
are presented with a choice to invest in two identical companies, they will be more likely to allocate
their resources to a company managed by a less narcissistic CEO.

From a practical perspective, evidence indicates that investors do not perceive narcissism
as a positive trait in CEOs. Investors’ perceive corporate disclosures coming from narcissistic
CEO:s as less credible, and this lack of credibility reduce their willing to invest. This is consistent
with prior work suggesting that a lack of credibility on corporate disclosures may reduce firm
returns both, in the short and long term (e.g., Ng, Tuna, and Verdi 2013). Corporate disclosures
are one of the main tools that companies have to satisfy investors’ information needs and reduce
their uncertainty about the future performance of the company. Our findings indicate that CEO
narcissism causes an immediate negative “image effect” that impairs the firm’s capacity to
influences investors’ behavior through corporate disclosures. Moreover, this lack of credibility

driven by CEO narcissism is likely to make a company less attractive to potential and current
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investors, even if the company is reporting a favorable economic outlook. Therefore, CEOs’
“narcissistic image” may actually represent a threat for the market value of the company. From a
practitioner or management perspective, our results indicate that firms should be at least aware of
this potential effect when hiring their CEOs. Also, firms should constantly monitor CEOs’
behavior and media exposure, and take actions to prevent CEOs from becoming known for their
narcissism.
2. Literature Review and Hypothesis
Narcissism is probably one of the most discussed personality traits in business literature in

recent times (Young, Du, Dworkis, and Olsen 2016). The term narcissism refers to a complex
personality trait that includes an inflated view of self, intrapsychic and interpersonal strategies to
maintain this grandiose self-image, as well as poor relational functioning and exploitative behavior
(e.g., Morf and Rhodewalt 2001; Twenge and Campbell 2003).2 As stated by Olsen et al. (2014,
245) “Narcissists have a strong desire for recognition, affirmation, and praise (Resick, Whitman,
Weingarden, and Hiller 2009) and can be reckless in pursuing self-enhancement opportunities
(Campbell, Reeder, Sedikides, and Elliott 2000; Wallace and Baumeister 2002)”.

Prior research generally relies on the upper echelon theory to explain the influence of CEO

narcissism on different firm-level outcomes.® Although some prior studies suggests that CEO

2 Narcissism is considered a continuous personality dimension (e.g., Emmons 1987; Chatterjee and Hambrick 2007),
and individuals may present different levels of narcissism without being diagnosed as mentally ill (Young et al. 2015).
As a matter of fact, all humans present some signs of narcissistic behavior (e.g., Amernic and Craig 2010). In the
extreme of this continuous dimension are individuals diagnosed with a mental pathology (i.e., Narcissistic Personality
Disorder or NPD). Business literature, including our study, explores the effects of non-clinical narcissism.

% Recent literature also explores the effect that other personality traits of CEOs, such as humility (Zhang, Ou, Tsui,
and Wang 2017; Ou, Waldman, and Peterson 2018), psychopathy (Boddy 2017), overconfidence (Galasso and Simcoe
2011; Kuang, Moham, and Qin 2015; Hsieh, Wang, and Demirkan 2018), extraversion and openness (Araujo-Cabrera,
Suarez-Acosta, and Aguiar-Quintana 2016; Becker, Medijedovic, and Merkle 2019), emotional intelligence (Azouzi
and Jarboui 2017), or Hubris (Tang, Qian, Chen, and Shen 2015; Park, Kim, Chang, Lee, and Sung 2018) have on a
wide range of firm outcomes (e.g., performance, voluntary disclosure, leadership, cost management, etc.). For a
general summary of prior research on this area, see Smith, Hill, Wallace, Recendes, and Judge (2018).

6
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narcissism may influence firm performance in a positive way, * most of these prior studies provide
an unfavorable perspective about the consequences of CEO narcissism on different firm-level
decisions and outcomes. In this matter, prior work suggests that companies led by more narcissistic
CEOs are more likely to be sued by investors (O’Reilly III et al. 2018), over-invest and exhibit
lower financial productivity (Ham et al. 2018), , commit fraud (Rijsenbilt and Commandeur 2013),
use more aggressive tax strategies (Olsen and Stekelberg 2016), choose riskier or bolder business
strategies (i.e., Chatterjee and Hambrick 2007, 2011), reduce employees’ motivation to behave
entrepreneurially (Engelen, Neumann, and Schmidt 2016), have higher audit risk, and pay higher
audit fees (Johnson et al. 2013).

In terms of the effect of top executives’ narcissism on corporate disclosures, past studies
indicate that CEO narcissism is likely to have a negative impact on different aspects of corporate
disclosures. For example, firms led by a more narcissistic top executives are more likely to use
more aggressive earnings estimates (Major 2016), report lower quality financial information (Ham,
Lang, Seybert, and Wang 2017), or use a more positive tone (Marquez-Illescas et al. 2018). Based
on these findings, one might assume that rational investors may have reasons to question the
credibility of the financial disclosures of firms led a narcissistic CEO. However, to our best
knowledge, there is not any theoretical or empirical work exploring this matter. In this manuscript,
we try to fill this gap by exploring whether non-professional investors’ knowledge about CEO
narcissism affect their willingness to invest in a company reporting a positive financial outlook. ®

Specifically, we propose that investors’ credibility on the good news reported by a company will

4 For instance, in terms of Earnings Per Share (EPS) and stock prices (Olsen et al. 2014), corporate social responsibility
reporting practices (Petrenko, Aime, Ridge, and Hill 2016), or the adoption of discontinuous technologies (Gerstner,
Konig, Enders, and Hambrick 2013).

5 In this regard, we investigate the case when investors are informed about CEO narcissism by a third party (i.e., press
article).
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decrease when they have some information indicating that the company’s CEO is highly
narcissistic. As a result of this lack of credibility driven by CEO narcissism, we posit that investors
will be less willing to invest in the company, even if it issues a positive corporate report.

Prior research provides some evidence suggesting that non-professional investors are likely
to perceive CEO narcissism as “negative”. In this regard, Rauthmann and Kolar (2012) compared
lay people perception of narcissism to each of the other two traits of the dark triad: psychopathy
and Machiavellianism. Findings from their study suggest that narcissism is the brightest (less dark)
trait among the dark triad. However, despite its relative brightness to the other two dark traits, on
its own, it remains a dark trait that is perceived as undesirable. Other research indicates that,
initially, narcissists might be charming (Back, Schmukle, and Egloff 2010) and look very
motivated (Furtner, Rauthmann, and Sachse 2011), which makes people interacting directly with
them to have a favorable first impression about them. However, this perception tends to deteriorate
over time as people get to know them better (Malkin, Zeigler-Hill, Barry, and Southard 2013). In
other words, once individuals realize that someone is highly narcissistic, they tend to have an
unfavorable opinion about that person. These prior studies suggest that non-professional investors
are likely to perceive CEO narcissism as undesirable. In the same vein, we consider that this
negative perception may be reinforced by popular business press, which commonly highlights the
potential negative effects of CEO narcissism on firm outcomes (e.g., Blanding 2018; INSEAD
Knowledge 2014; Jackson 2012). For instance, article titles such as “How narcissistic CEOs put
companies at risk” (Sahadi 2018), “Can a Narcissistic CEO destroy their company” (Beheshti
2018), “Are narcissistic CEOs bad for business?” (Wood 2018), “Narcissistic CEOs are more

destructive than you think” (INSEAD Knowledge 2014), or “Narcissistic CEOs tend to have larger
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legal bills” (Nordqvist 2018), are examples of how business media has spread the notion that CEO
narcissism is something that could potentially deteriorate investors’ returns.

Consistent with the prior arguments, some research suggests that investors are likely to see
CEO narcissism as something particularly negative when evaluating the information contained in
corporate disclosures. Hoffman et al. (2013) investigates the effect of leaders’ narcissism on
followers’ perceptions of leaders’ effectiveness across low and high ethical contexts. Their
findings suggest that followers view narcissistic leaders as unethical and ineffective in highly
ethical contexts only. The disclosure of corporate information is a business context in which
market agents (i.e., investors, creditors, regulatory agencies, etc.) demand firms to be ethical when
disclosing information. In this context, CEOs are supposed to communicate reliable and truthful
information in a timely manner to external stakeholders, so they can allocate their resources in the
most efficient way. Because corporate disclosures require a highly ethical behavior from CEOs,
we expect non-professional investors to perceive narcissism as a personality trait that may reduce
CEOs’ effectiveness to disclose useful and truthful information. Therefore, we expect CEO
narcissism to reduce investors’ perception of disclosure credibility.

In general, the extent to which a particular corporate disclosure can change investors’
decisions is contingent on investors’ favorable perception of the believability of such disclosure
(Mercer 2004; Grant et al. 2018). Prior literature on this matter suggests that the extent to which
investors may judge a communication to be credible is determined by their perception about the
credibility of the source of the message (Mercer 2004). In other words, investors asses the
credibility of the source to assess the credibility of the message. Given that financial disclosures
of companies are communicated by management (i.e., CEQOs), investors may address the

credibility of the information communicated in financial disclosures by assessing the credibility of
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the management of the company. In this regard, investors’ perceptions of management credibility
of a company’s CEO is likely to be determined by their combined perception of CEOs’ competence
and trustworthiness (Hovland, Janis, and Kelly 1953; Mercer 2004; Mercer 2005; Barton and
Mercer 2005; Koonce and Lipe 2010; Krische, Sanders, and Smith 2014; Trinkle, Crossler, and
Bélanger 2015). Since, as above mentioned, prior literature suggests that individuals view
narcissistic leaders as ineffective and unethical in highly ethical contexts (Hoffman et al. 2013),
we predict that CEOs’ narcissism will have a negative impact on investors’ perception of
management credibility.

Once investors assess the credibility of the source (management’s credibility), they use this
information to assess the credibility of the message (disclosure credibility). Mercer (2004, 186)

(13

defines disclosure credibility as “...investors’ perception of the believability of a particular
disclosure” and argues that higher management credibility should lead to a higher perception of
disclosure credibility.® Based on Mercer’s (2004) theoretical framework, we expect management
credibility to have a positive effect on investors’ perception of disclosure credibility. Concretely,
we posit that the negative impact that CEO narcissism has on investors’ perception of management
credibility will reduce their perceptions of disclosure credibility. Given that investors’ credibility
on firm disclosures is likely to determine their willingness to invest in such company (Triki,
Arnold, and Sutton 2015; Triki and Arnold 2016; Triki 2019), we expect the negative effect of

CEOQO narcissism on investors’ perception of management credibility (i.e., CEO) and disclosure

credibility to reduce investors’ willingness to invest.

6 Some studies tested the predictions made in Mercer (2004)’s framework and provided support to those predictions.
For example, Mercer (2005) reported that management credibility has a positive and significant impact on investors’
willingness to rely on subsequent disclosures. Likewise, Grant et al. (2018) find that CEO credibility mediates the
influence of the language (i.e., more or less modest) used by CEOs in corporate communications via different outlets
(i.e., conference calls and twitter) on investors’ willingness to invest.
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In summary, we expect CEOs’ narcissism to have a negative effect on investors’ perceptions
of management credibility. This lack of credibility in management will make investors less likely
to believe in companies’ financial disclosures, and as a consequence, less willing to invest. In other
words, we predict the effect of CEOs’ narcissism on investors’ willingness to invest is sequentially
mediated by investors’ perceptions of management credibility and disclosure credibility. This
reasoning motivates the following hypothesis:

H1: CEOs’ narcissism has a negative indirect effect on investors’ willingness to invest that

flows sequentially through investors’ perceptions of management credibility and disclosure

credibility.

3. Methods
3.1 Design

We conducted a 2x1 between-participants experiment to test our hypotheses.’ Participants
were first presented with a description of a fortune 500 company led by David Egan (CEO)
followed by the MD&A section. Then, participants were randomly assigned to one of two
experimental conditions: “low CEO narcissism” and “high CEO narcissism.” In both conditions,
participants were presented with a news article entitled “CEOs of fortune 500 companies, how
narcissistic are they?” that ranked Fortune 500 CEOs based on their degree of narcissism. In the
low [high] CEO narcissism condition, David Egan was ranked in the bottom 10% (rank 470) [top
10% (rank 30)] of fortune 500 most narcissistic CEOs (see Appendix).® After the news article,

participants were presented with additional information about XYZ: analysts forecast and some

" This study received approval from the Institutional Review Board (IRB).
8 Investors may have access to this types of information from business media. For instance, Jackson (2013), in Forbes,
published an article entitled: “The Top 25 Most Narcissistic CEOs In Tech.”.

11
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financials that showed that the company is in a good financial situation.® Participants were then
presented with a series of questions followed by the demographic questions.
3.2 Measured Variables
3.2.1. Management credibility

Following previous studies, we measure management credibility using a two-item
measure: one item to measure competence and one item to measure trust (Koonce and Lipe 2010;
Rennekamp 2012; Trinkle et al. 2015). We presented our participants with two items anchored on
a 7 point Likert scale ranging from “strongly disagree” to “strongly agree.” One questions stated
“I believe that David Egan is competent” and the other question stated “I believe that David Egan
is trustworthy.” The average response on these measures was used as a measure of management
credibility.
3.2.2 Disclosure Credibility

Consistent with previous literature, we use six items to measure investors’ perceptions of
disclosure credibility (Chesney and Su 2010; Flanagin and Metzger 2007, 2003, 2000; Triki et al.
2015; Triki and Arnold 2016; Triki 2019). Participants were asked to rate the extent to which the
information in the MD&A section was credible, accurate, trustworthy, unbiased, complete, and
reliable. Responses to these six items were also measured by using a seven-point Likert scale
ranging from “strongly disagree” to “strongly agree.” 1° The average score from these six items
was used as a measure of investors’ perceptions of disclosure credibility.

3.2.4 Investors’ Willingness to Invest

% In our design, XYZ has a good financial performance. We consider that credibility would be especially important
for investors who are facing a scenario in which a company provides them with “good news”.

10'We run a principle component analysis on all six items and they all loaded on one factor with an internal
reliability of (Cronbach o = 0.90).

12
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In the instructions, participants were told that they have a total of $50,000 in savings and
that they decided to invest $10,000 of their savings in stocks. After reading all of the information
related to XYZ, Inc, they were asked how much of the $10,000 they wanted to use to invest in
XYZ. More precisely, participants were provided with a sliding bar ranging from $0 to $10,000.
In line with prior research (Triki et al. 2015; Triki and Arnold 2016; Triki 2019), we use their
answer to this question as a measure of investors’ willingness to invest.

3.3 Participants

Similar to previous studies, we use Amazon Mechanical Turk (MTurk, hereafter) to reach
non-professional investors (Rennekamp 2012; Farkas and Murthy 2014; Triki et al. 2015; Arnold
and Triki 2016; Triki 2019). The survey started with three screening questions to make sure that
participants have invested at least once and that they had a least one year of investing experience.
1 participants that did not meet this screening condition were directed away from the study. 12 222
participants met the qualifications to participate in the study and were allowed to access the survey.
Participants were randomly assigned to the CEO with high narcissism condition or the CEO with
low narcissism condition.'® The survey included three questions to make sure that participants
were paying attention to the experimental materials and to our manipulation. More precisely, the
experiment included one attention check question, two comprehension check questions, and a
manipulation check question. The attention check question asked about the purpose of the study.

Under the question, participants were told that they have to pick a specific option. Those who did

1 The questions were adapted from Triki (2019)

12 We also used filters available in MTurk to improve the quality of our sample. The survey was only accessible to
participants located in the US. Additionally, as suggested by previous literature, participants must have completed at
least 500 tasks with at least 95% approval rate (Peer, Vosgerau, and Acquisti 2013; Triki 2019). Individuals in
MTurk that did not meet those conditions were not invited to participate.

13 96 participants were randomly assigned to the high CEO narcissism condition and 126 participants were randomly
assigned to the low CEO narcissism condition.

13
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not pay attention to the instructions were directed away from the study.}* The first [second]
comprehension check question asked whether “The MD&A section included a discussion on XYZ’s
presence on social media.”’[The MD&A section included a discussion on XYZ’s brand
recognition]. Participants who failed to answer either of these questions correctly were also
directed away from the study.'® The manipulation check question asked whether David Egan,
based on the news article, was ranked in the top or bottom 10%. Those who failed either of these
questions were directed away from the study.® The final data collection resulted in 153 usable
responses.
4. Results

Participants had an average of 7.84 years of investing experience and invested an average
of 64.71 times in stocks. Approximately, 91.5% of participants used financial statements to
evaluate a company, and 41.8% had prior business work experience. Participants were
predominantly male (64.1%) with an average age of 37.73. The survey included FINRA’s five
questions measure of financial literacy. Over 80% of participants answered 4 or more of those
questions correctly.

[Insert Table 1 about here]

Before testing the theoretical model, we first investigate the correlation between each of
the variables included in the model. As expected, CEOs’ Narcissism has a negative correlation
with management credibility, disclosure credibility, and willingness to invest. The correlation also

indicates that there is a positive association between management credibility and disclosure

14 Ten participants failed the attention check question.

15 43 participants failed at least one of the comprehension check questions. Additionally, two participants did not
provide an answer and were also excluded from the study.

16 Ten participants failed the manipulation check question. Also, four participants were removed because they
accessed more than one experimental condition.

14
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credibility, and between disclosure credibility and willingness to invest. Correlations are reported
in Table 2.

[Insert Table 2 about here]

We use model 6 in PROCESS (Hayes, 2018), to test the sequential mediation model
predicted in our theoretical model. CEO’s Narcissism was defined as the predictor, Management
Credibility was defined as the first mediating variable, Disclosure Credibility was defined as the
second mediating variable, and Investors’ Willingness to Invest was defined as the output variable.
The sequential mediation path model is tested by using coefficients from three regression models
(panel A through C in Table 3). Results from the mediation analyses are reported in Table 3 (panel
D&E). As expected, the results indicate that CEO ’s Narcissism has a significant indirect effect on
Investors’ Willingness to Invest that flows sequentially through Management Credibility and
Disclosure Credibility. The bootstrapped confidence intervals for the sequential mediation do not
include zero (Boot LLCI =-664.845; Boot ULCI = -150.397). Therefore, our findings indicate that
Management Credibility and Disclosure Credibility mediate the effect of CEO’s Narcissism on
Investors’ Willingness to Invest. These results provide support to our hypothesis. The results also
show that CEO'’s Narcissism does not have a direct effect on Investors’ Willingness to Invest. Prior
research indicates that an indirect effect can be found even if there no direct relationship between
the independent variable and the dependent variable e.g., (Zhao, Lynch, and Chen 2010;
Rennekamp 2012; Libby, Rennekamp, and Seybert 2015). This finding may indicate that there are
other offsetting indirect effects working in the opposite direction of CEO narcissism (e.g., Zhao et
al. 2010).

[Insert Table 3 about here]
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5. Additional Analyses
5.1 Analysis controlling for investment expertise

In this study, our efforts are concentrated on the judgment and decision making of non-
professional investors. We focus on non-professional investors because, as a group, they lack the
resources that professional investors have at their hand and have less expertise in reading financial
statement. Additionally, research on investors’ behavior suggest that non-professional investors
prefer to use qualitative information (e.g., Arnold, Bedard, Phillips, and Sutton 2010) while
professional investors tend to focus more on quantitative information (Hofstedt 1972). As a result,
ceteris paribus, non-professional investors are more likely to be impacted by information about
CEOs’ narcissism.

Although non-professional investors are often treated as a homogeneous group of
individuals, its members have different levels of investment experience. Different levels of
experience could create sub groups within that class of investors that do not process information
similarly (Elliott et al. 2008). Additionally, narcissists often swiftly rise to leadership roles, such
as president or Chief Executive Officer (CEO) (Deluga 1997; Maccoby 2000; Rosenthal and
Pittinsky 2006; Brunell, Gentry, Campbell, Hoffman, Kuhnert, and Demarree 2008). Investors
with experience may build the idea that narcissism is common trait among CEOs and, therefore,
may be less likely to be impacted by it. For the reasons stated above, we investigate the impact of
investment experience by adding a moderator to the theoretical mode presented in this paper. More
precisely, we test whether the effect of CEO’s Narcissism on Investors’ Willingness to Invest is
moderated by the variable Investment Experience. Similar to Elliott et al. (2008), we define this
variable as the number of years investing. To test the moderating effect of Investors’ Experience,

we use Model 85 in PROCESS (Hayes 2018). In this model, we use the same parameters that we
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had in the main study, but also add years of investment experience as a moderator (See Figure 2).
To explore the moderating effect of Investors’ Experience at different levels, we use the default
condition values in PROCESS: 16", 50", and 84™ percentiles. The 16™ percentile representing
individuals with the lowest experience, the 50" percentile representing individuals with a moderate
experience, and the 84™ percentile representing individuals with the highest experience.
Untabulated results, suggest that experience does not moderate the indirect effect of CEO’s
Narcissism on Investors’ Willingness to Invest.
5.2 Trust and Competence as proxies of CEO credibility

As discussed above, we used investors’ trust in the CEO and their perception of his
competence as a measure of management credibility. Since management credibility is combination
of competence and trust, the indirect effect of narcissism could be mainly driven by competence,
trust, or both. To better understand this relationship, we re-run our analyses, with competence and
trust as separate variables (see Figure 3). To test our new model, we use model 80 in PROCESS
(Hayes 2018). Results from the analyses are reported in Table 4. CEO’s Narcissism has an indirect
effect on Investors” Willingness to Invest and that effect flows through Trust and Competence.

[Insert Table 4 about here]

6. Discussion and Conclusion

Recent evidence suggest that narcissism is on the rise in western society (Konrath et al.
2008) and that many CEOQs are inflicted by it (Amernic and Craig 2010). While it may be early to
make inferences from a few nascent studies on CEO narcissism, the signs suggest that narcissism
may have a negative impact on companies’ outcomes. The early signs suggest an association
between narcissism and bad corporate practices such as over-investing (Ham et al. 2018), tax
sheltering (Olsen and Stekelberg 2016), aggressive estimates (Majo 2016), biased disclosure tones
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(Margeuz-lllescas et al. 2019), and unethical conduct (Amernic and Craig 2010; Rijsenbilt and
Commandeur 2013). This literature focuses mainly on managers and does not investigate the
potential effect of CEO narcissism on investors’ judgment and decision making. This study
identifies this gap and investigates whether CEO narcissism influences investors' willingness to
invest. We specifically posit that investors will perceive more narcissistic CEOs to be less credible,
and thus, they will perceive financial disclosures coming from these CEOs to be less credible too.
Ultimately, we claim this CEO narcissism-driven lack of credibility reduces investor’s willing to
invest. Our findings indicate that in fact, investors perceive more narcissistic CEOs to be less
credible, and thus, they are less likely to believe the financial disclosures coming from companies
led by these types of CEOs. As a consequence of this lack of credibility, we find that CEOs’
narcissism has a negative effect on investors’ willingness to invest.

By investigating the effect of narcissism on investors’ judgment and decision making, we
fill a gap in the literature and make several contributions to research and practice. Prior research
investigates the degree to which CEO narcissism influences different kinds of firm-level outcomes.
However, whether non-professional investors are aware of these negative consequences of CEO
narcissism stated by prior research is somewhat questionable. Most likely, the effect of CEO
narcissism on firm outcomes will not influence investors' decisions until the consequences of
CEOs' decisions are observable. In other words, these studies suggest that CEOs’ narcissism might
influence investors' willingness to invest through other channels, such as financial performance.
We show that the effect of CEOs’ narcissism on investors' behavior might be more immediate and
is associated with a reputational effect. In other words, we explore a consequence of CEOs’
narcissism that might not depend on the effect of CEOs’ narcissism on firm outcomes, but on the

"narcissistic” reputation of CEOs. This expands prior literature exploring the effect of CEOs’
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personality traits on firm outcomes. Prior research on this topic focuses on how CEOs’ narcissism
influences firm outcomes. We show that the effect of CEOs’ narcissism may act though different
channels. Concretely, we provide evidence suggesting that non-professional investors’ awareness
of CEOs’ personality might exert an effect on their investing decisions. Therefore, our results
indicate that companies might want to monitor the public image of CEOs (press releases, social
networks) so it does not reduce investors' willingness to invest.

Additionally, our findings suggest that the effect of CEOs’ narcissism on investors’
willingness to invest does not depend on investment experience. Non-professional investors with
more experience reacted similarly to CEOs’ narcissism as investors with lower experience. These
results suggest that, within our sample of non-professional investors, investors’ view of CEO
narcissism does not change as they accumulate more investment experience. Since professional
investors may behave differently compared to non-professional investors, we cannot generalize
these findings to professional investors.

Our study creates new research questions for future studies to address. We only focused on
one of the three dark traits that managers can have. While research suggests that there is an overlap
between those three traits, they are independent constructs (Jones and Paulhus 2014). In this
manuscript, we only focus on narcissism. We believe that future studies should investigate the
effect of each of the remaining components of the dark triad separately and jointly. In the same
vein, our findings indicate that when facing the decision to choose among two companies, non-
professional investors may decide to invest in the company that is led by a less narcissistic CEO.
Future research might try explore whether stock abnormal returns following corporate disclosures
include a discount or premium related with CEO narcissism. Finally, we explore a case in which

a company is reporting a favorable financial performance. In other words, a case in which a firm
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is reporting “good news”. It may be the case that the causality chain proposed in this study does
not hold if companies are reporting “bad news” because investors might find less reasonable to
question the credibility of “negative” disclosures. This could be a promising empirical question to

test in future research.
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Figure 1 Theoretical Model
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Figure 2 Supplemental Analyses
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TABLE 1
Demaographic Information

Mean Standard
Deviation
Average number of years of investing experience 7.84 7.335
Average number of times making purchases of common 64.71 245.305
stock
Age 37.73 10.366
Number Percent
Gender
Male 98 64.1
Female 53 34.6
Prefer not to Answer 2 1.3
Ethnicity
Asian 14 9.2
African American 12 7.8
Hispanic 7 4.6
Caucasian 116 75.8
Others 3 2.0
Prefer not to Answer 1 0.7
Education
High School Graduate 13 8.5
Some College 22 14.4
2-year college degree 14 9.2
4 year degree 80 52.3
Professional degree 21 13.7
Doctorate 3 2.0
Used Financial Statements to Evaluate Company
Performance
Yes 140 91.5
No 13 8.5
Prior Business Work Experience (Average is 12.47
years)
Yes 64 41.8
No 89 58.2
Prior Work Experience in financial analysis (Average is
4.19 years)
Yes 21 13.7
No 132 86.3
Plan to Invest in Common Stock in Future
Yes 150 98.0
No 3 2.0
Financial Literacy Scores (Average is 4.25)
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Participants who had five correct answers 76 49.7
Participants who had four correct answers 51 33.3
Participants who had three correct answers 19 12.4
Participants who had two correct answers 4 2.6
Participants who had one correct answers 2 1.3
Participants who had no correct answers 1 0.7
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TABLE 2
Correlation Matrix

Correlations
. 1 ’
CEO’s Management | Disclosure Willri;esrzzgi o
Narcissism | Credibility | Credibility g
Invest
CEQ’s Narcissism 1 -.3417 -.013 -.175"
Management credibility -.341" 1 586" 393"
Disclosure Credibility -.013 586" 1 396
Investors” Willingness to 175" 393 306" 1
Invest

**_ Correlation is significant at the 0.01 level (2-tailed).
*, Correlation is significant at the 0.05 level (2-tailed).
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TABLE 3

The effect of CEO s Narcissism on Investors’ Willingness to Invest

Panel A: The Effect of CEO s Narcissism on Management’s Credibility

Sig.
Coefficient SE t (One- LLCI ULCI
tailed)
(Constant) 6.037 0.093 | 65.078 | <0.001 5.883 6.190
CEQ’s Narcissism -0.607 0.136 -4.458 | <0.001 -0.832 -0.382
Panel B: The Effect of CEO’s Narcissism and Management Credibility on Disclosure
Credibility
Sig.
Coefficient SE t (One- LLCI ULCI
tailed)
(Constant) 1.482 0.418 3.542 | <0.001 0.790 2.175
Management
Credibility 0.657 0.068 9.639 | <0.001 0.544 0.769
CEO’s Narcissism 0.376 0.121 3.101 0.001 0.175 0.577

Panel C: The effect of Management Credibility, Disclosure credibility, and CEO’s Narcissism
on Investors’ Willingness to Invest

Sig.
Coefficient SE t (One- LLCI ULCI
tailed)
(Constant) -3020.012 | 1567.223 | -1.927 | 0.028 | -5613.992 | -426.032
Management 602.840 | 311.869 | 1.933 | 0.028 86.651 | 1119.028
Credibility
Disclosure Credibility | 894.261 | 293.796 | 3.044 | 0.001 | 407.986 | 1380.535
CEO'’s Narcissism -599.439 449978 | -1.332 0.092 -1344.217 | 145.339
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TABLE 3 (Cont.)

Panel D: The Direct Effect of CEO’s Narcissism on Investors’ Willingness to Invest

ism?

Sig.

Effect SE t (One- LLCI ULCI
tailed)

-599.439 449978 | -1.332 | 0.092 -1344.217 | 145.339

Panel E: The Indirect Effects of CEO’s Narcissism and Investors’ Willingness to Invest

Mediator Effect Boot SE Boot LLCI 5 Egtl
Management Credibility -365.928 | 214.809 -817.490 | -89.634
Disclosure Credibility 336.174 163.760 122.070 677.101
Mana_lg_er_nent Credibility and Disclosure 356372 | 154.269 .664.845 | -150.397
Credibility

P-values in bold are significant at the 0.05 level (p = b 0.05).
Bootstrapped confidence intervals in bold indicate the absence of zero within the bootstrapped confidence intervals

at a confidence level of 90%.
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TABLE 4

The effect of CEO s Narcissism on Investors’ Willingness to Invest

Panel A: The Effect of CEO’s Narcissism on Competence

Sig.
Coefficient SE t (One- LLCI ULCI
tailed)
(Constant) 6.134 0.083 | 73.675 | <0.001 5.996 6.272
CEO'’s Narcissism -0.233 0.122 | -1.904 | 0.029 -0.435 -0.031
Panel B: The Effect of CEO ’s Narcissism on Trust
Sig.
Coefficient SE t (One- LLCI ULCI
tailed)
(Constant) 5.939 0.120 | 49.594 | <0.001 5.741 6.137
CEO'’s Narcissism -0.981 0.176 | -5.582 | <0.001 -1.272 -0.690

Panel C: The Effect of CEO’s Narcissism, Competence, and Trust on Disclosure Credibility

Sig.
Coefficient SE t (One- LLCI ULCI
tailed)
(Constant) 9,511 2.839 3.350 0.001 4.812 14.210
CEQ'’s Narcissism 2.363 0.764 3.092 0.001 1.098 3.629
Competence 1.700 0.607 2.802 0.003 0.696 2.705
Trust 2.143 0.422 5.079 | <0.001 1.445 2.842

Panel D: The effect of Competence, Trust, Disclosure credibility, and CEO’s Narcissism on
Investors’ Willingness to Invest

Sig.
Coefficient SE t (One- LLCI ULCI
tailed)
(Constant) -2646.584 | 1765.679 | -1.499 | 0.068 | -5569.161 | 275.994
CEQ’s Narcissism -533.703 472912 | -1.129 0.130 | -1316.473 | 249.068
Competence 144,124 373.487 | 0.386 0.350 -474.077 | 762.326
Trust 405.839 274.125 | 1.481 0.070 -47.896 859.574
Disclosure Credibility 148.165 49.132 | 3.016 0.002 66.841 229.489

36




Do Investors See the Darkness in Narcissism?

TABLE 4 (Cont.)

Panel E: The Direct Effect of CEO’s Narcissism on Investors’ Willingness to Invest

Sig.

Effect SE t (One- LLCI ULCI
tailed)

-533.703 472.912 | -1.129 | 0.130 -1316.473 | 249.068

Panel F: The Indirect Effects of CEO’s Narcissism and Investors’ Willingness to Invest

Mediator Effect Boot SE | Boot LLCI 5’ I(_)g:tl
Competence -33.543 109.196 -229.543 | 125.547
Trust -398.241 | 262.289 -858.673 -6.609
Disclosure Credibility 350.178 175.082 85.253 651.873
Competence and Disclosure Credibility -58.637 44.883 -140.542 -0.845
Trust and Disclosure Credibility -311.620 | 133.867 -542.381 | -105.498

P-values in bold are significant at the 0.05 level (p = b 0.05).
Bootstrapped confidence intervals in bold indicate the absence of zero within the bootstrapped confidence intervals

at a confidence level of 90%.
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Appendix

CEO’s Narcissism Manipulation.

Low CEO ’s narcissism condition

CEOs of fortune 500 companies, how narcissistic are they?

4- August 2018 - We recently collected data on CEO’s degree of
narcissism. Based on the data we collected from fortune 500 CEOs we
were able to rank them from 1 (most narcissistic CEO) to 500 (least
narcissistic CEQ). The list below shares our ranking based on the data
we collected.

1-

2.

470- XYZ'’s CEO: David Egan

500-

High CEO s narcissism condition

CEOs of fortune 500 companies, how narcissistic are they?

4- August 2018 — We recently collected data on CEO’s degree of
[narcissism. Based on the data we collected from fortune 500 CEOs we
were able to rank them from 1 (most narcissistic CEQ) to 500 (least
jnarcissistic CEQ). The list below shares our ranking based on the data
we collected.

1-

2
30- XYZ’s CEO: David Egan

500-
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