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ABSTRACT

The endogeneity problem has always been one, if not the only, obstacle to

understanding the true relationship between different aspects of empirical corporate

finance. Variables are typically endogenous, instruments are scarce, and causality

relations are complicated. As the first attempt to summarise different econometric

methods that are commonly used to address endogeneity concerns in the context of

corporate governance, we explore the relation between CEO power and firm

performance, as an experiment, to illustrate how these methods can be used to

mitigate the endogeneity problem and by how much. After carefully dealing with the

endogeneity issues, we find strong evidence that the true relationship between CEO

power and subsequent firm performance is negative, suggesting CEOs are overpowered

in some firms. Furthermore, we show that all the prevailing econometric remedies are

generally effective in mitigating the endogeneity problem to some degree (i.e., to
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correct the sign from positive to negative), but quantitatively the effects vary

considerably. Among all the remedies, GMM has the greatest correction effect on the

bias, followed by instrumental variables, fixed effect models, lagged dependent

variables and the addition of more control variables. As for a combination of the

methods, firm fixed effects, year fixed effects and the addition of more meaningful

control variables appear to work as well, even without a valid instrumental variable.
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Notes

1. We exclude special cases such as firms with co-CEOs, interim CEOs, missing CEOs,

etc. After such screenings, we find about 5% of times that the CEO's pay is not the

highest in the firm. Including these negative gaps or not does not significantly change

the empirical results reported in this study.

Related research 

Recommended articles Cited by 

220

People also read

https://www.tandfonline.com/keyword/Endogeneity+problem
https://www.tandfonline.com/keyword/CEO+power
https://www.tandfonline.com/keyword/CEO+entrenchment
https://www.tandfonline.com/keyword/firm+performance
https://www.tandfonline.com/keyword/GMM
https://www.tandfonline.com/keyword/fixed+effects
https://www.tandfonline.com/keyword/instrumental+variable
https://www.tandfonline.com/keyword/lagged+dependent+variable
https://www.tandfonline.com/keyword/G34
https://www.tandfonline.com/keyword/G32
https://www.tandfonline.com/keyword/C58
https://www.tandfonline.com/keyword/D23
https://www.tandfonline.com/keyword/J33
https://www.tandfonline.com/journals/riaj20/collections/investment-analysts-journal-anniversary-collection


Information for

Authors

R&D professionals

Editors

Librarians

Societies

Open access

Overview

Open journals

Open Select

Dove Medical Press

F1000Research

Opportunities

Reprints and e-prints

Advertising solutions

Accelerated publication

Corporate access solutions

Help and information

Help and contact

Newsroom

All journals

Books

 Sign me up

   

Keep up to date

Register to receive personalised research and resources by email

Copyright © 2026 Informa UK Limited Privacy policy

Cookies Terms & conditions Accessibility

Registered in England & Wales No. 01072954 

5 Howick Place | London | SW1P 1WG

https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
https://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://privacy.informa.com/trackers/en/
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

