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ABSTRACT 
 

Purpose - The relationship between Chief Executive Officer (CEO) qualities and firm 

financial performance has gained more and more attention from both academic 

researchers and practitioners. While the topic “Relationship between CEO education and 

firm performance” is not completely new in the literature, this study specifically focuses 

on the education level of the CEO and the performance of the firm and provides Hong 

Kong evidence. Particularly, we are going to examine whether there is any difference in 

the result between family owned and non-family owned companies since we find the 

ownership structure in Hong Kong is unique, in the sense that many of the Hong Kong 

companies are family-owned instead of publicly held or state-owned. Thus, in this study 

we take firm’s ownership structure into consideration as well. 

 

Methodology – The sample comprises of 123 listed companies in Hong Kong Stock 

Exchange for the periods 2003-2013. Among them, 77 are family firms and 44 are non-

family firms. The data extracted from financial database and annual reports are all 

publicly available. 

 

Findings – In contrast with the results from various empirical researches, a significantly 

negative relationship is found in our study. Interestingly, such correlation is supported for 

family owned firms but not for non-family owned firms. It implies that a higher 

educational level for CEOs will not help to improve firm performance but rather worsen 

it 

 

Keywords: CEO, educational level, firm performance, ownership structure, Hong Kong 
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INTRODUCTION 
 

Both academic researchers and practitioners pay attention to the impact of Chief 

Executive Officer (CEO) qualities on firm financial performance. There is no doubt that 

CEO plays a strategically crucial role in affecting the performance of a firm since he/she 

possesses the significant power in making decision and determining key operations 

within a firm. Fligstein(1990, p. 4) suggested that the educational background of CEOs 

may affect the way they perceive organizational challenges and the cognitive process 

they use in the decision making process. In other words, CEO educational background is 

critical for the performance of a firm.   

 

While the topic “Relationship between CEO education and firm performance” is not 

completely new in the area of research, the following aspects make this study different 

and unique. Specifically focusing on the education level of the CEO and the performance 

of the firm by using the sample of firms in Hong Kong as evidence, this study aims to 

find out whether there exists any significant and causal relationship between CEO 

education and firm performance. In addition, we take firm’s ownership structure into 

consideration since we find the ownership structure in Hong Kong is quite special, in the 

sense that many of the Hong Kong companies are family-owned instead of publicly held 

or state-owned. As an international hub with a deep-rooted Chinese culture, Claessens et 

al. (2000) shows that two-third of the companies listed in Hong Kong are owned by 

families. Thus, we would like to provide some insight as to how educational backgrounds 

of CEOs are likely to affect firm performance in Hong Kong. Particularly, we are going 

to examine whether there is any difference in the result between family owned and non-

family owned companies. 

 

On one hand, CEO educational background somehow would be viewed as a proxy 

measure of CEO intelligence. Xiaowei & Zhang (2010) have used a high level of CEO 
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education to proxy a good capacity to process information and flexibility to openness, 

innovation and development of strategic decisions.  

 

On the other hand, De Kort and Vermeulen (2010) stated that overconfidence bias can be 

caused by a high level of education. That is to say, increasing CEO educational level may 

raise entrepreneurs' tendency to be overconfident, which in turn hurts the firm 

performance. Therefore, CEOs who completed their postgraduate degree may not 

necessarily be able to provide the firm with a performance advantage. Oppositely, they 

may even make poor and ineffective managerial and investment decisions because they 

are overconfident.  

 

Is CEO’s level of educational attainment a useful proxy of their abilities? Are firms led 

by CEOs who have completed a postgraduate degree necessarily outperform firms that 

led by CEOs without a postgraduate degree? Will the ownership structure of the firm 

have influence on the result? Since family owned firms are said to have weaker corporate 

governance practices in Ease Asian countries, will the over-confidence bias be more 

serious for family-owned firms than for non-family owned firms? 

 

We attempt to answer these questions using empirical evidence from Hong Kong in the 

rest of the paper which is systematized into six parts: Part 1 included some literature and 

prior research findings that are related to the background or information that is related to 

our topic. The next part shows the methodology and procedures of collecting the data and 

developing the analysis in order to reach our findings. The third part states the results that 

are drawn from Part 2. Part 4 is the discussion part which explains the results in detail. 

The fifth part points out the limitations of this study and the last part concludes. 
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PART 1-LITERATURE REVIEW 

1.1 CEO EDUCATIONAL BACKGROUND AND FIRM PERFORMANCE 
 

A number of articles have studied the relationship between CEO educational background 

and firm performance as well as other variable factors. In this section we review selected 

key articles from this body of literature. 

Gottesman and Morey (2010) related the Chief Executive Officer (CEO) educational 

background to firm financial performance and CEO compensation empirically using 

EXECUCOMP data and the results show that the quality of CEO education is not related 

to financial performance. They measured the average SAT and GMAT scores of the 

schools and could not find any evidence that firms with CEOs from more prestigious 

schools outperform those from less prestigious schools. Specifically, the study failed to 

show any evidence to support that firm headed by CEOs with a postgraduate degree 

outperform firms led by CEOs with a bachelor or undergraduate degree. They also found 

that firms managed by CEOs with MBAs do not have better performance than firms 

headed by CEOs that do not hold non-liberal arts undergraduate degrees, law degrees, or 

liberal arts undergraduate degrees. Also, CEOs without graduate degrees do not 

underperform CEOs with MBA and other graduate degrees. They found some evidence 

to support that firms managed by CEOs with non-MBA and non-law graduate degrees 

perform a little bit better than other firms in the risk-adjusted market. 

 

Subramanian, Bolton and Bhagat (2010) constructed a unique and comprehensive dataset 

on CEO educational backgrounds and analyzed how CEO education affect CEO turnover, 

which means firing and replacement of employees, and firm performance. They 

suggested that education is not a useful proxy in assessing CEO ability. Their results 

show that though education does play an important role in CEO hiring decisions, CEO 

education background does not significantly affect long-term firm performance and there 

is no consistent relationship between these two variables.  
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Ayaba(2012) examined the impact of CEOs’ educational background on firm 

performance by using listed firms in the Stockholm stock exchange as evidence, 

particularly in manufacturing and IT sectors. The results of this study suggested that CEO 

educational background and educational level have a limited impact in accounting for 

differences in firm performance. Thus, there is no evidence showing that firms led by 

CEO with a higher level of education (postgraduate degree) had a substantially better 

firm performance over firms led by a CEO with an undergraduate degree. 

 

Jalbert, Jalbert and Furumo(2010) conducted an extended study of Jalbert, Rao and 

Jalbert (2002) to examine compensation and performance of CEOs from the largest U.S. 

firms by utilizing return on asset (ROA) to measure the firm financial performance. They 

used annual Forbes CEO compensation lists and Compustat data covering 500 or more 

firms in the analysis over ten years from 1997-2006. They ranked the universities on the 

basis of the number of graduates that is positioned as top CEO and of the total 

compensation earned by their graduates as chief executive officer.  Their results indicated 

that although the CEO market was dominated by Harvard at all educational levels, their 

graduates generate lower returns for their investors. The study also found that there is no 

positive relationship between the time CEOs stay with the company and their earning 

ability.  

 

Koyuncu et al. (2010), examined how CEO educational background affects  firm 

performance based on a sample of 437 CEOs of firms selected from S&P 500 for the 

period from 1992-2005. The results indicated that those firms led by a CEO with an 

educational background in operation related issues such as engineering outperformed 

firms managed by CEOs with other functional background. Moreover, they found that 

low-performing firms had a higher chance to hire a CEO with a background in operations 

than those with a background in finance, marketing, law or accounting. This is consistent 

with Burkart et al. (2003) and Bhattacharya et al. (2004) argument that there is a vital 

relationship between CEOs educational background and firms’ operation characteristics. 
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1.2 OWNERSHIP STRUCTURE IN HONG KONG 
 

Although Hong Kong is an international business hub, it still keeps a lot of Chinese 

culture. Chinese people treasure relationships, in particular family tie. This culture does 

not only prevail in their daily lives but also in doing businesses. This is the reason why 

many of the companies in HK are family-owned instead of publicly held. This typical 

ownership structure has been discussed in the literatures. 

 

Claessens et al. (2000) examine on the ownership structure of 9 Asian countries and the 

result shows that at least 50 percent of the companies listed in Asian markets are owned 

by families. Particularly, two-third of the listed firms in Hong Kong are categorized into 

family-owned, which means their founders have at least 20% of the outstanding shares 

and are the controlling owners of the firms. The paper also stated that it is more likely for 

firms with long history to be family-controlled. 

  

Alex, John and Angus (2007) examined the reasons why it is not effective to apply the 

Western-style governance concepts in Hong Kong. They believed that the monitoring 

mechanisms for family owned firms are weaker because their boards are usually 

dominated by the controlling shareholders and their family members or representatives. 

To prevent reducing the influence of the family to maximize private benefits of control, 

the likelihood for family owned firms to have the incentive to improve their governance 

and disclosure practices will be less than non-family owned firms. 

 

Chen, Xia and Cheng, Qiang (2013) pointed out that the presence of the founding family 

will obviously affect the agency conflicts within a company. In their research, they 

examined how the sensitivity of CEO turnover performance varies if the firm is led by 

family CEO, professional CEO and nonfamily CEO respectively. Their results indicated 

that if the founding family is presented, it would have a significant influence on the 

decisions of CEO turnover. To be more specific, it aligns shareholders’ interest with 

managers’ interest if the CEO is not one of the family members, while the family power 
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is strengthened and agency conflict between small and the controlling shareholders is 

aggravated if one of the family members is the CEO of the firm. This result is being 

reflected not only in CEO turnover performance sensitivity but also in CEO turnover 

announcement returns clearly. 

Lam (2012) examined whether the board committees and firm performance are 

interrelated.  In particular, they would like to know the moderating effect of family 

ownership for Hong Kong’s public companies. They stated that firms in Southeast Asia 

are mostly family owned and they found that board committees are related to firm 

performance significantly. Besides, family ownership is account for the negative effect 

on the relationship between the board and firm performance of Hong Kong’s public 

companies  

1.3 OVERCONFIDENCE BIAS  
 

The overconfidence bias is one of the major behavioral biases brought forward by the 

theory of behavioral finance. It will lead investors to believe that they are always precise 

and correct if the bias is serious and extreme. A number of papers have been working on 

this topic and evaluating the effect of the bias on firms’ performance. Most of them 

support the proposition that overconfidence affect the outcomes of people’s decisions 

negatively. 

 

By using REITs, Piet and Erkan (2011) investigate how CEO overconfidence bias 

influences corporate investment activity. They approximated CEO overconfidence by 

their trading in own-company stock and find that overconfident CEOs are likely to 

purchase more and sell fewer assets than their counterparts. Besides, they have a poorer 

operating and stock performance than the non-overconfident CEOs significantly.  

 

According to De Kort and Vermeulen (2010), the bias of overconfidence can be regarded 

as a way of information processing. Thus, overconfidence bias of the CEOs can also be 

affected by their education level because for those who have attained a higher educational 

level, their knowledge structures would probably be more comprehensive which in return 
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influences how they process information. As a result, increasing the educational level of 

entrepreneurs may have a positive effect on raising their tendency to overconfidence 

biases. 

 

Maximilian Margolin (2012) stated two contradictory views about the effect of CEO 

education on their level of overconfidence. On one hand, when a person is better 

educated, they are expected to have a higher accuracy in his decision. However, on the 

other hand, education could give one an illusion of “being safe” and tend to overestimate 

their actual abilities. The latter view is supported by Mayhew and Simpson (2002), who 

point out that in the example of driving safety, safety education does not reduce the risk 

of an accident but increase it instead. The reason for this paradoxical result is that special 

drivers’ training in emergency maneuvers and collision avoidance techniques fosters the 

drivers’ overconfidence, so they will be less careful when they are driving. Apart from 

that, in a study of U.S. CFOs’ forecasts about market returns of the stock and the 

corresponding confidence intervals given by the CFOs, Ben-David et al. (2006) found 

that the CFOs that are better educated showed higher overconfidence level as measured 

by mistakes of their forecasts. 

 

Li, Chen, Yu (2006) compared the overconfidence bias in two countries, China and 

Singapore and predicted that the overconfidence bias would be more obvious for those 

who are educated in China than those who are educated in Singapore. It is mainly due to 

the fact that the education system in Singapore is more highly westernized compared with 

that in China in terms of the medium of instruction and the use of textbook and tutorials. 

In other words, they find out that Chinese students would have a higher degree of 

overconfidence than Singaporean students do. 

 

Ulrike and Geoffrey (2005) argue that managerial overconfidence is responsible for the 

distortions in corporate investment. They classify CEOs as overconfident if the CEOs are 

not able to lower their personal exposure to company-specific risk persistently. In order 

to test their hypothesis about overconfidence bias, they used the data on personal 

portfolio and corporate investment decisions of Forbes 500 CEOs. In their finding, it 
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shows a significant result that the investment of CEOs who are overconfident is more 

responsive to cash flow, especially for equity-dependent firms. When the CEOs are 

overconfident, they overestimate the corresponding returns to the projects they invest and 

view external funds as too expensive. Thus, they invest too much when they have 

abundant external fund but underinvest when external financing is required.  

STATEMENT OF HYPOTHESIS 
 

This study studies if there is any associations between CEO education background and 

firm financial performance. We consider the importance of corporate ownership structure 

and investigate the impact on CEO education on firm performance for both family owned 

firms and non-family owned firms. Drawn from the above discussion, we hypothesize 

that the top management who holds a postgraduate degree would have an adverse effect 

on firm financial performance due to the overconfidence bias.  

 

H1: There is a negative relationship between top management with postgraduate degree 

and firm performance 
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PART 2-RESEARCH METHODOLOGY 
 

2.1 SAMPLE 
 

The companies in our sample were randomly selected from the Hong Kong listed 

companies in the Main board of Hong Kong Exchanges and Clearing Limited (HKEx). 

Selecting samples randomly can ensure the study’s objectivity and fairness. The financial 

dataset period was from 2003 to 2013, covering 11 years and was obtained from 

Bloomberg. Annual financial reports of the selected companies were extracted manually 

from HKExnews to determine the top management educational background as well as the 

ownership structure of the companies. The educational backgrounds of top management 

were also collected from the companies’ websites, basic.10jqka.com.cn and 

businessweek.com. In the sample selection process, 150 listed companies were randomly 

selected by excel and 6 of them were deleted because of overlapping selection. In 

addition, 21 companies are further excluded from the sample due to a lack of educational 

information of CEOs. There were total 123 listed companies left after the elimination 

process. Out of this sample, 77 are family owned companies whereas 44 are non-family 

owned companies. 

 

The sample distributes in 21 out of 24 industry categories according to Global Industry 

Classification Standards (GICS). Due to random selection, no sample was chosen in 

industry groups of Household & Personal and Products and Telecommunication Services. 

2 listed companies categorized in Pharmaceuticals & Biotechnology industry were 

selected initially but were eliminated later on because of insufficient information about 

the top management education. The range of the number of observations in different 

industry groups is 15. 
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Table 1 : Sample Distribution 

Industry Category  Observations 

Energy  6 

Materials  16 

Capital Goods  11 

Commercial & Professional Services  1 

Transportation  4 

Automobiles & Components  1 

Consumer Durables & Apparel  14 

Hotels Restaurants & Leisure  7 

Media  1 

Retailing  9 

Food & Staples Retailing  1 

Food, Beverage & Tobacco  5 

Household & Personal Products  0 

Health Care Equipment & Services  2 

Pharmaceuticals & Biotechnology  0 

Banks  5 

Diversified Financials  5 

Insurance  1 

Real Estate  15 

Software & Services  3 

Technology Hardware & Equipment  5 

Semiconductors & Semiconductor Equipment  4 

Telecommunication Services  0 

Utilities  7 

Total  123 
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2.2 DEFINITION AND CODING OF INDEPENDENT VARIABLES 
 

Dependent, independent and control variables are used in this research and two dummy 

variables were used to represent the qualitative variables. The variables explanation and 

calculation methods are shown below. To avoid fluctuations in firm performance due to 

external factors not related to current CEO, such as economic situations, the financial 

data were taken an average over the period from 2003 to 2013. 

2.2.1 DEPENDENT VARIABLES 
 

ROA 

Return on assets (ROA) is a measure of profitability and firm performance and is 

calculated as the percentage of the profit for the year divided by the average of the 

beginning and ending balance of total assets. However, such a measure has a drawback 

that it may not take into consideration the impact of inflation, risk and the lapses between 

prior management investment action and today’s firm performance (McGahan, 1998; 

Whittington, 1983).  

ROE 

Return on equity (ROE) is also a measure of profitability as well as firm performance and 

is expressed as the percentage of the profit for the year divided by the average of the 

beginning and ending balance of total shareholders’ equity. The figures from 2003 to 

2013 were then taken an average. 

2.2.2 INDEPENDENT VARIABLES 
 

EDU 

In this study CEO educational background is a dummy variable to study whether the top 

managements have a postgraduate degree or not. Unlike the previous researches which 

compared CEOs with just a bachelor degree to those who hold a postgraduate degree, we 

also take into account the top management who do not even have a bachelor degree. 

Some companies do not have a CEO so we selected the top management who plays the 
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role of a CEO, as stated in the annual financial reports. CEO duality is observed in most 

of the family controlled firms and in some cases one of the executive directors exercises 

the powers of a CEO. In order to provide reliable and accurate data for the research, 

biographies of top management were cross checked in the sources above. 

2.2.3 CONTROL VARIABLES 
 

LEV 

Leverage is a measurement of how the firm’s total asset is being financed, by debt or 

equity. It shows the percentage of the firm’s assets financed by debt and is expressed as 

the ratio of total debt to total assets. 

SIZE 

It is an important control variable because firm size affects firm performance 

significantly. Following the previous researches on how CEO educational background 

affects firm performance (Koyuncu et al., 2010; Zhang, 2008), this study uses the natural 

logarithm of the annual turnover as a measurement of the firm size. 

GICS 

Global Industry Classification Standards (GICS) is an eight-digit code assigned to a 

company indicating the types of business it is in. In this paper, it is another dummy 

variable which was used as an industry control and the first four-digits were extracted to 

represent the industry group the firm belongs to. There are 24 industry categories in total. 

 

In this study we divided the whole sample companies into two subgroups, namely family 

owned companies and non-family owned companies. Despite the fact that previous 

studies in Hong Kong used 10% or above shareholding to classify a company as family-

owned, this study defines family controlled firm as a firm with the largest shareholder 

holding at least 20% of the company’s shares and this controlling shareholder is either the 

founder or from the same family of the founder because almost 90% of all Hong Kong 
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public firms have one controlling shareholder or family group holding at least 25% of the 

outstanding shares (Hong Kong Society of Accountants, 1997). If any of the above 

criteria is not met, the firm is defined as a non-family owned company. 

2.3 METHODS 

In this study multi-regression analysis was used because there are two or more 

explanatory variables. Initially two dummy variables were to be created and studied. One 

is whether the top managements have a postgraduate degree or not. Another one is if the 

top managements who hold a postgraduate degree have their degrees earned overseas or 

in Hong Kong. However, due to insufficient information about the universities which the 

top managements attended, large amount of sample had to be eliminated so in the end this 

variable was abandoned. 

The following regression model was used specifically for this paper to test the firm 

performance, where Y is the firm performance measured by ROA, ROE. 

Y= α + β1EDU + β2LEV + β3SIZE + β4GICS + ε 

 

Two accounting-based performance measures are used in the model in which ROA is the 

return on assets used to measure firm financial performance (Net income/Average of 

Total Assets) and ROE is the return on equity used to measure firm financial performance 

(Net income/Average of Total Equity). EDU is a dummy used for CEO educational level, 

with a value of 1 if the CEO has a postgraduate degree if not zero. Each company’s 

characteristics are taken into account as control variables because they affect the 

performance of the company. The control variables include leverage (LEV), natural 

logarithm of firm sales (SIZE), industry dummy (GICS), and theεstands for the error 

term. 
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PART 3-EMPIRICAL RESULTS 

3.1 DESCRIPTIVE STATISTICS 
 

The descriptive statistics of all variables, including mean, median, standard deviation and 

range for all sample companies, family companies and non-family companies are 

presented in Table 2 below. The average return of assets of all samples, family owned 

companies and non-family owned companies are 3.33%, 4.21% and 1.74% respectively. 

The mean of ROE for all the selected companies is 7.48% whereas the figure for family 

owned companies is 13.33% and that for non-family owned companies is -3.03%. The 

average leverage is 22.22% for the whole dataset. The figure for family owned 

companies is 23.34% and the percentage of non-family owned companies is 20.11%. 

Since the sample size of family and non-family companies is not the same in this study, 

comparison of firm performance between the two ownership structures could not be made 

by looking at the figures of ROA and ROE. 

 

The average percentage of top management who hold a postgraduate degree is 57.7% for 

the 123 selected firms. 51.8% of the 77 family owned firms have their top managements 

holding a postgraduate degree while the figure for non-family owned firms is 68.2%. 
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 Non-family Owned Companies (N=44)  
Variables Mean Median SD Maximum Minimum 

RoA 1.739 1.511 18.995 95.648 -41.245 

RoE -3.029 8.018 36.978 38.258 -190.615 

EDU 0.682 1 0.471 1 0 

LEV 20.111 18.398 13.482 60.964 0.398 

SIZE 7.361 7.306 2.370 13.147 3.121 

Table 2: Descriptive Statistics 
     
  All Companies(N=123)   

Variables Mean Median SD Maximum Minimum 

RoA 3.328 4.639 14.787 95.648 -41.245 

RoE 7.478 12.340 30.933 87.799 -190.615 

EDU 0.577 1 0.496 1 0 

LEV 22.223 19.98 16.846 119.144 0 

SIZE 6.821 6.881 2.117 13.147 0.560 

 Family Owned Companies (N=77)  
Variables Mean Median SD Maximum Minimum 

RoA 4.213 6.219 11.870 27.822 -34.374 

RoE 13.329 15.546 25.414 87.799 -50.414 

EDU 0.518 1 0.503 1 0 

LEV 23.340 20.673 18.433 119.144 0 

SIZE 6.520 6.664 1.912 10.906 0.560 
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3.2 RESULTS OF T-TEST STATISTICS 
 

The result of the regression model to estimate the impact of top management education 

on firm performance using the entire whole firm sample is presented in Table 3 below.  

 

The Adjusted R2 of 20.48% and 16.20% means that the independent variables can explain 

20.48% and 16.20% of the variation in the dependable variables, ROE and ROA 

respectively. The result also reveals that top management with a postgraduate degree 

(EDU) and firm size (SIZE) are significant with both of their p-values being less than 

0.05 at 95% confidence level. The EDU P-value is 0.012 for ROE and 0.006 for ROA. P-

values of SIZE are 0.000 in both ROE and ROA.  

 

The EDU variable is negatively correlated with firm performance. This suggests that top 

managements holding a postgraduate degree not only do not improve but jeopardize firm 

performance. This negative correlation is more significant when firm performance is 

measured by ROE. The level of firm size shows a marked positive correlation with firm 

performance. It implies that the greater the level of firm size, the better the firm performs 

and this result is consistent with the similar researches done before. 

 

Leverage and the industry dummy are not significant to the firm performance because 

they have the P-values larger than 0.05 at 95% level of confidence. 

 

In short, the regression model suggests that there is a negative relationship between CEO 

educational level and firm performance over the period from 2003 to 2013. The 

hypothesis that there is a negative relationship between top management with 

postgraduate degree and firm performance is supported. 
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Table 3: Results of Regression Model (N=123) 

Sample Group ROE ROA 

Variables Coefficients t stat P-value Coefficients t stat P-value 

EDU -13.626 -2.540* 0.012* -7.415 -2.816* 0.006* 

LEV 0.018 0.122 0.903 -0.012 -0.165 0.869 

SIZE 6.653 5.465* 0.000* 2.850 4.770* 0.000* 

GICS -0.234 -0.629 0.530 0.012 0.068 0.946 

R2 0.231 0.190 

Adjusted R2 0.209 0.162 
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Table 4A presents the result of the same regression model being tested with 77 family owned 

firms while Table 4B shows the result of the same regression model on 44 non-family owned 

firms. According to the adjusted R2 in Table 4A, 15.83% and 17.27% of the variation in ROE 

and ROA can be explained by the independent variables. The same applies to Table 4B but 

the figures for ROE and ROA are 40.57% and 12.12% respectively.  

 

For family owned companies, the results indicates that top management with a postgraduate 

degree (EDU) and firm size (SIZE) are significant to the firm performance given that both of 

their p-values being less than 0.05 at 95% confidence level. On one hand, the EDU variable 

is negatively correlated with ROE and ROA. It demonstrates that top managements with a 

postgraduate degree inversely affect firm performance, particularly in ROE. On the other 

hand, there is a significant positive correlation between the firm performance and the size of 

the firm.  

 

For non-family owned companies, only the firm size (SIZE) shows significance to the firm 

performance with the P-values being 0.000 for ROE and 0.010 for ROA at 95% level of 

confidence. Since the P-value of EDU is larger than 0.05, the hypothesis that top 

management with postgraduate degree lead to better firm performance for non-family owned 

companies cannot be justified. 

 

Overall, the figures suggest that CEO educational level is negatively correlated to firm 

performance for family owned firms. However, there is no relationship between top 

management educational level and firm performance for non-family owned firms during the 

period of 2003-2013. The hypothesis that there is a negative relationship between top 

management with postgraduate degree and firm performance is supported for family 

controlled firms but not for non-family controlled firms. 
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Table 4A: Results of Regression Model of Family Owned Firms (N=77) 

Sample Group ROE ROA 

Variables Coefficients t stat P-value Coefficients t stat P-value 

EDU -11.911 -2.152* 0.035* -5.425 -2.116* 0.038* 

LEV 0.139 0.925 0.358 -0.017 -0.250 0.803 

SIZE 5.475 3.808* 0.000* 2.833 4.254* 0.000* 

GICS 0.154 0.393 0.696 0.093 0.515 0.608 

R2 0.201 0.215 

Adjusted R2 0.158 0.173 

Table 4B: Results of Regression Model of Non-Family Owned Firms (N=44) 

EDU -6.213 -0.609 0.546 -9.592 -1.505 0.140 

LEV -0.593 -1.831 0.075 -0.074 -0.366 0.716 

SIZE 9.379 4.985* 0.000* 3.196 2.720* 0.010* 

GICS -0.835 -1.256 0.217 -0.053 -0.128 0.899 

R2 0.461 0.203 

Adjusted R2 0.406 0.121 
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PART 4-DISCUSSION 
 

In our study, it is found that the results are quite special and interesting. While in general, 

there is a significant and negative relationship between CEO educational level and firm 

financial performance, differences exist between family owned firms and non-family owned 

firms. For the former group, CEO educational level significantly has an adverse effect to the 

firm’s financial performance. In contrast, the relationship between the two variables is not 

statistically significant for the latter group. 

The finding of this study, which is a significantly negative correlation between CEO 

educational level and firm financial performance, contradicts to most of the previous 

empirical studies. For example, Subramanian, Bolton and Bhagat (2010) and Ayaba(2012) 

found that CEO education background does not significantly affect long-term firm 

performance and there is no consistent relationship between these two variables. 

Nevertheless, only a few studies with similar topic are found to investigate the relationship 

based on Asian data and none of them are based on Hong Kong data. We believe that this is 

the main reason for the differences in the results. Two reasons are suggested below to 

explain the negative relationship between CEO educational level and firm financial 

performance in Hong Kong. 

OVERCONFIDENCE BIAS  
 

Being confident is not bad at all especially for the CEOs who possess the absolute power in 

making decisions and managing the firm. Confidence helps CEOs to make determined and 

reliable judgments. Yet, when they become “too confident”, this is no longer a good 

characteristic that can help improving the firm performance. The overconfidence bias is a 

well-established theory to describe the situation which someone's subjective confidence in 

their judgments is reliably greater than their objective accuracy. 

Ben-David et al. (2007) found that education level is positively related to long term 

overconfidence and this positive correlation is the most significant for those whose 

educational levels reach master’s level or above. According to De Kort and Vermeulen 
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(2010), increasing entrepreneurs' educational level may have a positive effect on increasing 

entrepreneurs' tendency to overconfidence biases. These literatures suggest that CEOs with 

postgraduate degrees are likely to be overconfident than CEOs with just bachelor degrees or 

below. More specifically, Li, Chen, Yu (2006) found out that Chinese students would have a 

higher degree of overconfidence than students who receive western education. The table 

below shows the style of education postgraduate degree-holding CEOs in this study received. 

47.88% of the sample CEOs earned their postgraduate degrees in Chinese institute compare 

to 42.25% of the sample CEOs earned their postgraduate degrees overseas. In other words, a 

majority of the sample CEOs in this study may be overconfident. 

 

Many of the papers studying the relationship between overconfidence bias and firm 

performance show that this bias has an adverse effect on firm performance. Overconfident 

CEOs tend to invest too much when internal funds are abundant but underinvest when 

external financing is required (Ulrike and Geoffrey, 2005). According to Presley (2010), 

there is a significant positive correlation between CEO overconfidence and the incidence of 

financial statement restatement. Park, Kim (2009), Oliver (2009) and Yu et al. (2006) found 

that managerial overconfidence may give rise to an increase in leverage. Hribar & Yang 

(2013) found support from their research that overconfidence increases the level of optimism 

in management forecasts. This is consistent with Maximilian Margolin (2012) that education 

could lead to an overestimation of one’s actual ability. All these researches justify our 

finding of a negative relationship between CEO educational level and firm performance that 

higher educated CEOs tend to be overconfident and this is likely to adversely affect firm 

performance. 

Table 5: Distribution of CEOs with Postgraduate Degrees 

Style of education received (postgraduate) Observations 

Chinese 34 

Western 30 

Insufficient information 7 

Total 71 
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SPECIAL OWNERSHIP STRUCTURE IN HONG KONG 
 

As mentioned above, obviously there are differences between family owned and non-family 

owned firms in terms of how CEO’s educational background influences firm performance. 

The following reasons explain why such differences exist. In other words, we are going to 

explain the role that ownership structure plays in affecting the results. 

Corporate governance is looser for family owned firms 

It is believed the corporate governance is looser for family owned firms. A number of the 

previous literatures also support this idea. According to Tannenbaum(2002) “Many family-

owned businesses do not maintain corporate records with the same rigor and discipline as 

publicly held businesses…Board meetings in family-owned businesses also tend to be more 

informally conducted, with little or no notice.” In addition, Cheung, Stouraitis and Tan (2010) 

shows that there is a negative correlation between a high level concentration of ownership 

and firm performance and family controlled firms usually operate with bad corporate 

governance. A difference in performance of family firms and non-family firms is explained 

by Bartholomeusz & Tanewski (2006) findings that the performance differentials between 

family firms and non-family firms are due to the substantial differences in corporate 

governance. 

 

Indeed, ownership structure is of a critical role in affecting firm performance in many cases. 

In the research of Lam and Lee (2010), they found that that CEO duality have a positive 

relation with accounting performance in non-family owned firms, while the two variables 

have a negative relationship in family-owned firms. They pointed out the major reason for 

the difference is that different board leadership structures have different costs and benefits. 

For family-owned firms, the likelihood for them to dominate the board and entrench the 

company for their own benefits is much higher. Hence, their cost of CEO duality will be 

much higher than non-family owned firms. Similar explanation can be applied to our case. In 

our result, a negative relationship between CEO education level and firm performance is 

significant for family owned firms but insignificant in non-family owned firms. We can also 

use the cost and benefit approach to explain the situation. CEOs of non-family owned firms 
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are under tighter corporate governance since he/she is not the controlling shareholders of the 

firms. Once they make a big mistake, they may get fired.  That’s why even they have attained 

a high level of education; they will be less likely to be trapped by the overconfidence bias. 

 

By contrast, as the corporate governance is weaker for firms owned by families, the 

overconfidence bias, as discussed above, is more likely to exist in this kind of ownership 

structure. Presley(2010) identified that a founder CEO or a CEO who has family members as 

other executive management or board members is more likely to be overconfident. Therefore, 

the literatures above support our results that education level is negatively correlated to firm 

performance for family firms but not non-family firms. 
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PART 5- LIMITATIONS 
 

There are some limitations in our study in examining the relationship between CEO 

educational background and firm performance. In particular, we divided our firms into two 

subgroups - family owned and non-family owned.  Though our statistics provide evidence to 

our conclusion, some variances may be caused in our results due to the following limitations. 

1. Sample size 

Firstly, only 150 listed companies in Hong Kong are randomly selected from the main board 

due to time limitation. Among these, 123 of them have valid data and are included in our 

sample pool. In other words, not all the HK listed firms are included in this research. Yet, the 

sample size should be enlarged so as to increase the reliability of the results, especially for 

the number of non-family owned firms. 

2. Uneven distribution between family-owned and non-family owned firms 

Secondly, the distribution of family-owned and non-family owned firms is quite uneven. To 

be more specific, 78 out of the 123 companies are family-owned and the rest are non-family-

owned in this study. That means around two-third of our sample pool belong to the former 

group while only one-third of them belong to the latter group. Nevertheless, this is consistent 

with the findings by Claessens et al. (2000).  

3. Change of top management 

During our sample period (2003-2013), there may be some changes in the board.  For 

example, the CEO changed in 2014 but the financial data is up to 2013 only so we have to 

chase back to the previous annual report in order to find the CEO corresponding to 2013 

financial figures. 
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PART 6- CONCLUSION& CONTRIBUTION 
 

As the highest-ranking corporate officer who possesses the greatest executive power in 

decision making and firm daily operation, CEO always plays an important role in affecting 

the firm performance. Hence, the quality of CEOs, including their educational backgrounds, 

and firm financial performance is closely linked. This has been catching more and more 

interest among both academic and popular literature. For instance, Ayaba(2012) did a 

research on this relationship using empirical data from Stockholm stock exchange. Jalbert, 

Jalbert and Furumo(2010) and Koyuncu et al. (2010) also studied the relationship using data 

from the United States. Most of the researches showed that there is no significant 

relationship between the two variables. 

 

However, Hong Kong is a unique city mixing both the Western and the Chinese cultures. 

Unlike the western countries such as the US that most of their listed firms are publicly held, 

or China that a number of large firms are state-owned, around two-third of the Hong Kong 

listed firms are owned by families. Will the result have any changes if we conduct the test on 

the two different types of ownership structures? 

 

Therefore, we further take the special ownership structure into consideration and it is 

surprising to find that ownership structure does play a critical role in affecting the result. In 

general, there is a statistically significant and inverse relationship between CEO educational 

level and firm financial performance. That means a higher educational level for CEOs will 

not help to improve firms’ performance but rather worsen it. The major reason for this 

paradoxical result is believed to be related to the overconfidence bias. Since higher 

educational level of the CEOs will probably lead to a higher chance for them to be 

overconfidence, this will in turn deteriorates the firm performance. The result is similar when 

it is specifically tested on family controlled firms but no significant relationship is shown for 

non-family controlled firms. The differences between the two groups can be explained by the 

looser corporate governance for family owned firms. 
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This study uses empirical data from Hong Kong to examine the relationship between CEO 

educational background and firm performance. More specifically, it examines this 

relationship on family firms and non-family firms so it provides some insights to the 

ownership structure in Hong Kong as well. It is of interest for corporate top management and 

academic researchers and it is worthwhile for future researchers to conduct a more 

comprehensive research such as enlarging the sample to all Hong Kong listed firms or 

including the style of education into the model. 
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