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tendency, and this could be as a result of the fact that they have emotional and
social connections with the area they live in, which may tend to result into more
conservative and future-oriented decisions. However, such mitigating effect
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INTRODUCTION

Financial distress is commonly recognized as a precursor to corporate bankruptcy. As such, information
regarding potential financial distress is highly valuable for both managers, who must design strategies to
prevent bankruptcy, and investors, who need to formulate informed investment plans (Dwiantari & Artini,
2021; Nugrahanti et al., 2020). One important factor influencing financial distress is the profile of corporate
leadership. Previous studies have investigated the connection between CEO attributes and the risk of financial
distress across various settings (Chowdhury & Doukas, 2022; Mohammed et al., 2024; Muien et al., 2024;
Yao, 2021).

The recent data indeed illuminate the gravity of the situation. 2022 witnessed the highest surge of
bankruptcies in the world recorded in Indonesia with an increase of 104%, far exceeding the recorded
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bankruptcies emerging in economies such as Austria (50%), France (50%), and the United Kingdom (49%).
The Japanese figure is most particularly striking as it underscores the emerging and heightened susceptibility
of Indonesian firms to distress and financial ruin. This makes it all the more important to examine the factors
contributing to financial vulnerability, especially those pertaining to the domain of corporate governance and
the structure of the firm’s capital.
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Figure 1. Economies that reported an increase in bankruptcies in 2022
Source: Dun & Bradstreet (2023)

However, the role of CEO local, which may reflect the leader’s social and cultural proximity to the
firm's operating environment, remains underexplored, especially in developing economies. In this regard,
local CEO defined as a CEO who hold the same nationality as the country where the firm operates are
presumed to exert a different influence compared to their foreign counterparts (Lai et al., 2020; Ren et al.,
2021; Tong et al., 2023). Place attachment theory explains how individuals form emotional bonds with
specific places and communities, leading to a sense of belonging and responsibility (Mesch, 1996). According
to this perspective, local CEOs are likely to develop stronger emotional ties and a heightened sense of
obligation toward the communities in which their firms are embedded (Tong et al., 2023). These connections
may foster a stronger commitment to long-term corporate sustainability and lead to more cautious and future-
oriented managerial decisions.

In addition to the numerous leadership aspects, the financial relation technique of a firm, in particular
the use of debt, the usage of which deeply influences the financial risk exposures of e firm, is crucial. Myers
& Majluf (1984) and Myers (1984) propounded the concept of the pecking order theory, which states that a
business will prefer to utilize internal funds before external financial sources. Firms will use external
financing in the form of debt financing when the internal financing resources are depleted. An excessive
reliance on debt financing, however, can increase risk exposure by raising financial obligations and
decreasing the ability to allocate and deploy resources (Umam & Yusuf, 2024). Regardless of the
significance, there exists a substantial gap in the literature exploring the relationship between CEO attributes
and capital structure, focusing on leverage, which is particularly relevant.

The underspecified local CEO impact on a firm’s financial vulnerability deserves more sophisticated
scrutiny, particularly as such analyses become more thoughtful regarding the financial structure. This
research attempts to narrow that gap by not only examining how the presence of a local CEO directly relates
to financial distress, but also by shedding light on the often-overlooked role of leverage as a moderating force
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in that relationship. This study is the first attempt to place the paradox of pecking order capital structure and
place attachment to a territory in the context of leadership traits recalibrating the financial distress risk capital
structure in an emerging economy.

This study aims to investigate the extent to which the presence of a local CEO influences the likelihood
of financial distress and whether leverage acts as a moderating variable in this relationship. The analysis is
based on 1,500 firm-year observations from non-financial firms listed on the Indonesia Stock Exchange
between 2021 and 2023. This period represents a phase of economic recovery following the COVID-19
pandemic, making it an appropriate context for assessing how local CEO leadership affects firms' financial
vulnerability. The study employs hierarchical regression for hypothesis testing and applies the Coarsened
Exact Matching method for robustness checks. The results indicate that firms led by local CEOs tend to face
a lower risk of financial distress. However, when leverage reaches high levels, the risk of financial distress
increases and the positive effect of local CEO leadership becomes less pronounced.

This study offers valuable contributions both theoretically and practically. From a theoretical
perspective, it broadens the understanding of the relationship between CEO characteristics and financial
distress (Chowdhury & Doukas, 2022; Mohammed et al., 2024; Muien et al., 2024; Yao, 2021) by
incorporating insights from place attachment and pecking order theory, particularly within the context of
emerging markets. Additionally, it complements prior findings that examine the impact of local CEO
presence on various firm outcomes, such as debt costs (Tong et al., 2024), labor investment efficiency (Tong
et al., 2023), short-term decision-making tendencies (Lai et al., 2020), firm performance (Gatot et al., 2022),
and competitive advantage (Badru, 2016). From a practical standpoint, the findings can inform corporate
boards and investors in enhancing executive selection policies and financial planning strategies.

This paper is structured to first present the theoretical framework and hypotheses, followed by the
research design. It then outlines the findings along with robustness analyses, and concludes with key insights
from the study.

LITERATURE REVIEW
Place attachment theory

Place attachment arises in the sphere of environmental psychology and sociology, defining emotional
connection that people form with a given place, often representing the place of origin (Mesch, 1996). This
attachment is developed by individual, social and cultural experience and then informs the values, duties, and
behavior of that individual in various spheres of life including leadership styles in corporations. In managerial
contexts, the chief executive officers (CEOs) sharing the same country or even the same region of origin with
the headquarters of the enterprise have closer connections with the locality than CEOs without such kind of
connection (Tong et al., 2023). Such attachment promotes ethical attitude of making efforts to uphold the
continuity of the corporation as it takes care of the community around it. Therefore, local CEOs do not usually
have as much pressure to demonstrate their abilities through quick and short-term outcomes (Lai et al., 2020).
There is the ensuing release of this pressure which matters in enabling local CEOs to have a long-term
orientation in pursuing strategic decisions, thus enhancing the sustainability of business operations (Lai et
al., 2020; Ren et al., 2021; Tong et al., 2023, 2024). This kind of long-term orientation dampens managerial
opportunism, agency costs, and reduces uncertainty (De Groote et al., 2023; Nienhaus, 2022), and reduces
the firm when promising to meet its debt obligations (Flammer & Bansal, 2017). In the time of financial
distress, it is expected that this local attachment ensures that it makes more conservative decisions in trying
to maintain reputation and credibility by avoiding a high-risk expansion or excessive debt leverage.

Pecking order theory

The pecking order theory, formulated by Myers (1984) and Myers & Majluf (1984), elucidates a firms
inclination in choosing funding sources. This theory suggests that firms opt for internal financing initially
because it involves reduced information costs and risks. When internal resources are inadequate, firms seek
debt financing, while equity remains the final alternative (Kalash, 2023). In practice, high levels of debt (high
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leverage) increase a firm's fixed obligations, such as interest payments and principal installments (Umam &
Yusuf, 2024). This reduces financial flexibility and increases risk, especially if the firm’s revenue declines
or economic conditions worsen. In crisis situations, such as the Covid-19 pandemic, highly leveraged firms
are more vulnerable to liquidity pressures and difficulties in meeting their obligations, which can lead to
financial distress. Previous literature has shown a positive correlation between leverage and financial distress
(Safitri & Yuliana, 2021; Umam & Yusuf, 2024; Waqas & Md-Rus, 2018), indicating that leverage is
considered one of the key determinants of financial distress risk.

Local CEO and financial distress risk

Local CEO referes to a chief executive officer who holds the same nationality as the country where the
firm operates (Ren et al., 2021). This variable captures the leader’s social and cultural proximity to the firm’s
environment. Empirical data document relatively more stable financial performance of firms whose chief
executive officers (CEOs) are locally based, and this association is linked to their high awareness of
nonfinancial factors and reputation in the community where they work (Lai et al., 2020; Ren et al., 2021;
Tong et al., 2024). These CEOs are bound to take into account the financial objectives together with the
purported uncertainties of ethical scrutiny or social standing (Tong et al., 2024), thus adopting a more
circumspect attitude toward options that might compromise the firm’s capital foundation. In addition, the
local contextual knowledge and social networks that these CEOs access, thanks to the deep local roots, are a
goldmine in anticipating and managing shifting financial ecosystems, operating within the local market, and
attending to multiple stakeholders, all of which offer a robust financial distress risk mitigant (Tong et al.,
2023). Place attachment theory suggests that local CEOs are more inclined to foster enduring sustainability
and embrace more financially conservative approaches, thereby lessening the risk of financial distress.
Hi: Local CEOs have a negative effect on financial distress risk

Leverage and financial distress risk

Leverage measured as the ratio total liabilities to total assets, reflects the extent to which a firm’s assets
are financed by debt (Kuzey et al., 2023). A higher leverage ratio indicated that a larger portion of the firm’s
resources 1s tied to external obligations, which increases vulnerability to financial risk. In an environment
where the macroeconomy is not stable, or revenues are declining, firms with high liability-to-asset ratios may
struggle to generate sufficient resources to cover their commitments (Nugrahanti et al., 2020; Umam &
Yusuf, 2024). A high proportion of liabilities in the capital structure reduces financial flexibility and hightens
the probability of financial distress. Empirical studies consistently show that leverage positively contributes
to financial distress risk (Safitri & Yuliana, 2021; Umam & Yusuf, 2024; Wagas & Md-Rus, 2018).
According to pecking order theory, reliance on debt is a natural step when internal funds are insufficient, but
excessive leverage amplifies financial vulverability and distress risk.
H,: Leverage has a positive effect on financial distress risk

The moderating effect of leverage on the connection between local CEO and risk of financial distress

This study also examines the interaction between leadership (local CEO) and financial structure
(leverage). Even though the available bodies of empirical research have revealed that local chief executive
officers (CEOs) are agents that have been endowed with attributes favorable in ensuring that they can develop
a long-term strategy and be able to carefully manage risk (Lai et al., 2020; Ren et al., 2021; Tong et al., 2023,
2024), the effect of these benefits can be avoided under extreme conditions of financial stress. When the
proportion of liabilities relative to assets is high, firms have less flexibility in managing resources, and local
CEOs may be forced to prioritize short-term survival over long-term strategic orientation. This condition can
limit their ability to implement conservative approaches despite their intrinsic preference to do so (Umam &
Yusuf, 2024). Simply, the beneficial effect of local CEOs in reducing the risk of financial distress commonly
becomes less effective in cases where leverage ratios are high. Earlier research indicates that a firm's financial
health can enhance or diminish the influence of specific CEO traits on decision-making (Tripathi et al., 2024;
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Xuezhou et al., 2021). Grounded in both place attachment theory and pecking order theory, it is expected that
leverage, as measured by the liability-to-asset ratio, moderates the relationship between local CEO presence
and financial distress risk, weakening the protective effect of local leadership under conditions of high debt
reliance.

Hj: The negative effect of local CEOs on financial distress risk is weaker in firms with high leverage.

RESEARCH METHODS

The investigation will include the sample of firms listed beside the Indonesia Stock Exchange in 2021
to 2023 and exclude those firms that receive the protection of the Standard Industrial Classification code
number six which is under the financial sector. This decision is based on the unique regulatory structure that
governs financial institutions, as discussed by Guizani & Abdalkrim (2023). By removing these firms, the
study achieves greater uniformity among the firms being analyzed, a step that aligns with the approach
recommended by Ngelo et al. (2022). The resulting dataset consists of 1,500 firm-year entries. The study
deliberately applied purposive sampling so that only firms fitting the predetermined criteria were included,
while all subsequent statistical procedures were carried out with the aid of Stata software. The final dataset
comprises 1,500 firm-year observations, with a summary of how the sample was derived presented in Table
1. Table 2 captures the distribution of firms in various business sectors. The manufacturing group, which
includes food processing, chemical production, oil refining, has the greatest share of the firms making up a
total of 25.27 percent. Secondly is the group of transportation, communication, and utility service-related
group which has an overall proportion of 18.60 percent of the total observations. These statistics underline
the vital role both groups play in Indonesia’s economic structure. Meanwhile, the category that includes
healthcare, legal, education, and consultancy services has the fewest firms represented. This smaller presence
might reflect a slower pace of growth compared to other sectors that are expanding more rapidly in the
country, as noted by Rizki et al. (2024).

Table 1. Sample Selection Process

Descriptions Number of observations
Total listed non-financial firm from IDX for 2021 — 2023 2,826

(-) Missing data: CEOLOCAL 1,261

(-) Missing data: FDR 49

(-) Missing data: CEOAGE 16

Total sample observations 1,500

Source(s): Author’s own work

Similar to trends in the existing body of research, this study implements a hierarchical regression model
(Oware & Mallikarjunappa, 2023; Xie et al., 2019). Within this study, leverage is explored in the role of a
moderating factor. A moderator refers to a variable that, through its association with another factor, can
meaningfully alter the linkage between an independent and a dependent variable (Oware & Mallikarjunappa,
2023). The central aim of this analysis is to test whether leverage reshapes the connection between the
presence of a local CEO and the likelihood of financial distress. To evaluate this, a stepwise hierarchical
regression is applied: (i) the initial model estimates the influence of a local CEO on financial distress, (ii) the
subsequent model incorporates leverage into the regression framework, and (ii1) a final step added the
interaction term LOCAL LEV to test the moderating effect. The regression equation that would be used in
the modelling is given below.

FDRit=a+ 1 CEOLOCAL;;+ B2 CEOGENDER;; + 35 CEOAGE;i; + B4 BSIZE;; + Bs FSIZE;+ fs ROAi;

+ B7 CASHTA, + Bs Year FEi; + Bo Industry FE;; + ¢.. e (1)
FDRi:= a+ 1 CEOLOCAL;;:+ B2 LEVi; + B3 CEOGENDERH + [34 CEOAGE” + [35 BSIZE”+ B FSIZE;
+ B7 ROA; + Bs CASHTA + Bo Year FE;; + Bio Industry FEit+ € ..o 2)

FDRi;= o+ Bi LOCAL LEVi,+ B, CEOLOCALi;+ B3 LEVi;+ Bs CEOGENDER;, + s CEOAGE;; + Be
BSIZEi, + B7 FSIZEi, + Bs ROAi + Bo CASHTAi; + Bio Year FEi, + B1i Industry FEi, +
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Table 2. Sample Distribution by SIC

SIC Freq. Percent Cum.
0 (Agriculture, Forestry, and Fishing) 78 5.20% 5.20%
1 (Mining and Construction) 205 13.67% 18.87%
2 (Manufacturing 1) 379 25.27% 44.13%
3 (Manufacturing 2) 221 14.73% 58.87%
4 (Transportation, Communications, and Utilities) 279 18.60% 77.47%
5 (Wholesale and Retail Trade) 140 9.33% 86.80%
7 (Service 1) 149 9.93% 96.73%
8 (Service 2) 49 3.27% 100%
Total 1,500 100.00%

Source(s): Author’s own work

The study in question incorporates the concept of financial distress risk (FDR) as a dependent variable,
whose measurement the Altman Z-score model (Aminatuzzuhro et al., 2024; Boubaker et al., 2020; Kuzey
et al., 2023) will be used to determine. In particular, the greater values of Altman Z-score are associated with
decreased FDR. The primary predictor is CEOLOCAL with binary values showing the presence or absence
of agreement in the region of the chief executive officer in the same region as the firm (Ren et al., 2021). In
this study, the variable of CEO nationality is operationalized as CEOLOCAL and coded as 1, in the case of
an Indonesian national CEO and 0 otherwise, following Al-Duais et al. (2021).

Table 3. Variables Operationalization

Variable ‘ Definition | Measurement ‘ Source
Dependent Variable
FDR Financial Altman Z-score = 1.200 (Working capital / Financial Report
distress risk total assets) + 1.400 (Retained earnings/ total
assets) + 3.300 (EBIT / total assets) + 0.600
(Market value of equity / book value of total
liabilities) + 0.999 (Net sales / total assets)
Independent Variable
CEO LOCAL Local CEO Dummy variable, 1 when the citizenship of | Annual Report
CEO is Indonesian and 0 when otherwise
Moderator Variable
LEV ‘ Leverage | Total liabilities / total assets ‘ Financial Report
Control Variable
CEOGENDER Gender CEO Dummy variable that equals 1 when there is Annual Report
a female CEO employed by the firm and 0
otherwise
CEOAGE CEO age CEO’s age Annual Report
BSIZE Board size The total amount of board of directors and Annual Report
commissioners
FSIZE Firm size The natural log of the total assets of the firm Financial Report
ROA Return on Net income / total assets Financial Report
Assets
CASHTA Slack Cash and cash equivalents / total assets Financial Report

Source(s): Author’s own work

Leverage is included as a moderating variable, denoted as LEV. Leverage indicates the ratio of a firm’s
assets that are funded through debt. An elevated leverage ratio signifies a stronger dependence on borrowing,
which can heighten business risk, particularly during challenging economic periods (Nugrahanti et al., 2020).
In accordance with the method of Kuzey et al. (2023), leverage is calculated by dividing total liabilities by
total assets. The analysis incorporates multiple control variables, adhering to the framework set by previous
research (Ali et al., 2023; Aminatuzzuhro et al., 2024; Boubaker et al., 2020; Huang et al., 2025; Kuzey et
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al., 2023). Corporate governance is controlled using variables related to CEO attributes, specifically age and
gender, as well as board characteristics, specifically board size. Firm-level characteristics are captured by
firm size, while financial performance is controlled using measures of profitability and liquidity. Table 3
provides detailed descriptions and the operationalization of each variable. In line with the approach utilized
by Aminatuzzuhro et al. (2024), the analysis incorporates fixed effects for year and industry to account for
unobserved variability over time and between sectors.

RESULT AND DISCUSSION
Result
Descriptive statistics

This research utilizes descriptive statistics to obtain a preliminary insight into the utilized data. Table 4
outlines the mean, standard deviation, minimum and maximum scores of each variable under study. The
dependent variable is the financial distress risk (FDR) and it is calculated using Altman Z-Score method. The
bigger the Z-Score the lower the chance of the financial distress diminishes, and vice versa. The descriptive
results indicate that the mean FDR is equal to 5.320, standard deviation is 13.361, and the minimum of the
FDR is equal to -13.305 which is accompanied by the maximum of 103.120, therefore, indicating a significant
level of heterogeneity among firm financial conditions. The main independent variable, CEOLOCAL has a
mean of 0.919 indicating that about 91 percent of the firms are run by Indonesian citizens. Moderating
variable leverage (LEV) will consist of ratios where total liabilities will be divided by total assets. Its
minimum of 0.016 means that it has low debt dependence, and its maximum of 3.388 implies that it has great
dependence on debt financing that exceeds the corresponding asset base.

Table 4. Descriptive Statistics

Mean Median Minimum Maximum SD
FDR 5.320 2.598 -13.305 103.120 13.361
CEOLOCAL 0.919 1.000 0.000 1.000 0.272
LEV 0.501 0.427 0.016 3.388 0.468
CEOGENDER 0.071 0.000 0.000 1.000 0.257
CEOAGE 54.236 54.000 30.000 79.000 10.076
BSIZE 7.593 7.000 4.000 18.000 3.111
FSIZE 28.120 28.065 23.383 33.212 1.913
ROA 0.020 0.029 -0.616 0.423 0.130
CASHTA 0.125 0.076 0.001 0.741 0.141

Source(s): Author’s own work

Pearson Correlation

Table 5 presents the Pearson correlation test results among financial distress risk (FDR), CEO locality
(CEOLOCAL), and leverage (LEV). The analysis indicates the correlation coefficient between CEOLOCAL
and FDR as being equal to 0.0209, and a p-value of 0.4191. Considering this p-value, it is defined that the
relationship of these two variables is not significant. Contrarily, LEV displays a high negative relationship
with FDR having a coefficient of -0.6822 and p-value of 0.000. These results imply that those firms that
experience a larger leverage tend to be exposed to financial distress. However, Pearson correlation test
assumes the identification of only direct linear relationships hence a multivariate analysis is essential to see
whether CEOLOCAL has a certain impact on FDR given that LEV is introduced as a moderating variable.
Moreover, all correlation coefficients are below 0.8, suggesting no multicollinearity issues in the model
(Binesh et al., 2025; Umar et al., 2025). This is further supported by the Variance Inflation Factor (VIF)
values from the main regression model, all of which fall well below the commonly accepted threshold of 10
(Yadav & Asongu, 2025).
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Table 5. Pearson Correlation

Panel A: From FDR to CASHTA
[1] [2] [3] [4]
[1] FDR 1.0000
[2] CEOLOCAL 0.0209 1.0000
(0.4191)
[3] LEV -0.6822%** -0.0741%** 1.0000
(0.0000) (0.0041)
[4] CEOGENDER 0.1056*** 0.0060 -0.0529%** 1.0000
(0.0000) (0.8162) (0.0404)
[5] CEOAGE -0.0363 -0.0598** 0.0517** -0.0544%**
(0.1595) (0.0206) (0.0454) (0.0352)
[6] BSIZE 0.0186 -0.150Q7%** 0.1012%%** 0.0064
(0.4717) (0.0000) (0.0001) (0.8058)
[7] FSIZE -0.0694*** -0.0649%** 0.1831*** -0.0115
(0.0071) (0.0120) (0.0000) (0.6565)
[8] ROA 0.5638*** 0.0085 -0.3384*** 0.1074%**
(0.0000) (0.7429) (0.0000) (0.0000)
[9] CASHTA (0.4382%*** 0.0057 -0.2715%** 0.0518**
(0.0000) (0.8259) (0.0000) (0.0448)
Panel B: From CEOAGE to CASHTA
[5] [6] [7] [8] [9]
[5] CEOAGE 1.0000
[6] BSIZE 0.1593*** 1.0000
(0.0000)
[7] FSIZE 0.1735%** 0.658]*** 1.0000
(0.0000) (0.0000)
[8] ROA 0.0672%** 0.2050%** 0.25071*** 1.0000
(0.0092) (0.0000) (0.0000)
[9] CASHTA 0.0762%** 0.182]*** 0.1491*** (0.3833%** 1.0000
0.0032 (0.0000) (0.0000) (0.0000)

Source(s): Author’s own work

Independent T — Test

Independent t-test was applied to examine the occurrence or absence of difference in firm financial
distress risk (FDR) due to the nationality of chief executive officer (CEO). This analysis showed a significant
difference whereby organisations that were headed by domestically appointed CEOs had an average FDR of
5.546 as opposed to the mean FDR of 2.749 of firms that had their CEOs appointed by foreign countries.
This bivariate comparison had a statistical significance of 5 % showing a t -statistic of 2.211 with a coefficient
0f'2.797. Its findings therefore signify that the domestic leadership tends to have lower financial distress risk.

Another important distinction turned out to be capital structure. The average leverage value in firms
managed by locally appointed CEOs stood at 0.492 compared to an average leverage of 0.610 observed in
firms managed by foreign based CEOs. At 1 % significance level, this difference was statistically significant
because t-value was -2.682 and the coefficient value was -0.119. The results indicate that local managed
firms were likely not to use as much debt financing as those managed by foreigners. Even though the
independent t-test provides a starting point of contrasts between groups, the bivariate nature of the test fails
to appreciate variables that could be controls or moderators. This means that multivariate regression analysis
is relevant in providing a more insightful and accurate causal relationship.
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Table 6. Independent T — Test

MEAN
CEOLOCAL CEOFOREIGN COEF T-VALUE
FDR 5.546 2.749 2.797" 2211
LEV 0.492 0.610 -0.119™ -2.682
GENDERCEO 0.072 0.066 0.006 0.232
CEOAGE 54.063 56.207 -2.144™ -2.247
BSIZE 7.471 8.983 -1.513" -5.173
FSIZE 28.091 28.454 -0.363"" -2.003
ROA 0.020 0.012 0.008 0.669
CASHTA 0.125 0.126 -0.001 -0.040

Source(s): Author’s own work

Main Regression

The first hypothesis (H1) postulates that the firms with local chief executive officers (CEOLOCAL)
will have a lower tendency to face financial distress. This inclination is supported by the empirical testing.
In Model 1 of Table 7, the t-value of the coefficient of CEOLOCAL is 3.66 and the coefficient is 2.252,
therefore the hypotheses holds true at the significance level of 0.01.

Table 7. Main Regression

(1) VIF (2) VIF (3) VIF
FDR Value FDR Value FDR Value
LOCAL LEV -3.112" 8.45
(-3.02)
CEOLOCAL 2273 1.05 1.532™ 1.05 3.365"" 2.10
(3.66) (2.74) (3.48)
LEV -7.717 1.38 -5.082™" 7.79
(-9.25) (-7.96)
GENDERCEO -0.120 1.04 0.287 1.04 0.331 1.04
(-0.11) (0.26) (0.30)
CEOAGE -0.096"" 1.08 -0.066" 1.09 -0.065" 1.09
(-2.75) (-1.94) (-1.91)
BSIZE -0.057 1.87 -0.052 1.87 -0.061 1.87
(-0.41) (-0.38) (-0.44)
FSIZE -0.925™ 1.99 -0.788"" 1.99 -0.771*" 2.00
(-3.25) (-2.88) (-2.82)
ROA 17.694"* 1.13 4.370 1.45 3.933 1.46
(5.02) (1.07) (0.95)
CASHTA 21.494™" 1.06 19.186™"" 1.08 19.190""" 1.08
(4.88) (4.57) (4.58)
cons 32.499™" 32.545™" 30.521""
(4.03) (4.17) (3.93)
Year FE Yes Yes Yes
Industry FE Yes Yes Yes
R? 0.139 0.192 0.193
R? Adjusted 0.129 0.182 0.183
N 1500 1500 1500
Mean VIF 2.12 2.10 2.87

Source(s): Author’s own work
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Still, in Table 7, Model 2 adds a leverage variable (LEV) to the regression model, but the coefficient
linking CEOLOCAL and FDR is significant at 1 % level (coefficient = 1.532; t value = 2.74). Conversely,
the insertion of LEV displays a strong negative correlation between it and FDR, as the coefficient at -7.717
and the t-value at -9.25 is significant at 1 % level. These findings also confirm the second hypothesis (H2),
increasing leverage raises the probability of distress.

Next, Model 3 indicates that leverage diminishes the impact of local CEOs on the risk of financial
distress. The coefficient for the interaction of CEOLOCAL and LEV is -3.112, with a t-value of -3.02, which
is significant at the 1% level. This indicates that the beneficial impact of local CEOs on minimizing financial
distress diminishes in firms with high leverage. In other words, the ability of local CEOs to strengthen the
firm’s financial condition diminishes when the firm carries a large debt burden. Therefore, the third
hypothesis (H3) is also supported.

Discussion

The results of the hierarchical regression shown in Table 7 demonstrate that having a local CEO notably
lowers the likelihood of a firm facing financial distress. This aligns with the perspective presented by Tong
et al. (2023), suggesting that local CEOs, because of their emotional and social connections to their
communities, tend to make more sensible business choices. It also correlates indirectly with Tong et al.
(2024), who suggest that local CEOs are linked to reduced borrowing expenses, as they often refrain from
taking on excessive debt to preserve their personal reputation and professional credibility. Their familiarity
with local culture, awareness of regional norms, and strong desire to maintain a positive image contribute to
their tendency to avoid decisions that may elevate financial risk. These results provide empirical support for
place attachment theory, which argues that individuals with strong ties to their communities tend to prioritize
long-term stability and adopt conservative strategies, thereby mitigating financial distress risk.

In addition, the analysis confirms that higher leverage significantly contributes to increased financial
distress. This finding is consistent with the research of Dwiantari & Artini (2021), which notes that a capital
structure heavily reliant on debt can restrict financial agility and strain liquidity. The obligations related to
interest payments and long-term debt commitments reduce a firm’s capacity to adapt to external shocks,
particularly during periods of economic uncertainty (Nugrahanti et al., 2020). These results reinforce earlier
studies that found a positive link between leverage and financial distress risk (Dwiantari & Artini, 2021;
Nugrahanti et al., 2020; Safitri & Yuliana, 2021; Umam & Yusuf, 2024; Waqas & Md-Rus, 2018). This
finding aligns with the pecking order theory, which explains that while firms rely on debt financing when
internal funds are insufficient, excessive dependence on debt heightens vulnerability and increases the
probability of financial distress.

Furthermore, the analysis reveals that the beneficial effect of having a local CEO in reducing financial
distress risk diminishes when a firm operates with high levels of leverage. In such cases, financial pressure
within the firm may outweigh the personal preferences of CEOs to manage risk cautiously. Although local
CEOs are generally known for being prudent and focused on long-term outcomes (Lai et al., 2020), they may
still be forced to make short-term decisions to ensure business continuity. This result underscores the
interaction between place attachment theory and pecking order theory, while local CEOs’ emotional bonds
with their communities encourage long-term stability, the structural constraints imposed by high leverage
reduce their ability to act on these preferences, weakening the protective effect of local leadership. Therefore,
the impact of leadership characteristics such as CEO nationality is highly dependent on internal structural
conditions, particularly the level of leverage.

Robustness Test
Coarsened Exact Matching (CEM) Regression

Referring to Rizki et al. (2024), to reduce bias arising from observed variables, this study adopts the
Coarsened Exact Matching (CEM) regression. CEM is a nonparametric data preprocessing technique
designed to balance the characteristics between the treatment and control groups by controlling for the
influence of confounding variables prior to analysis. The main objective of this approach is to minimize
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sample selection bias by reducing observable differences across firms, thereby enhancing the validity of
comparisons between groups.

This study utilizes Coarsened Exact Matching (CEM) by grouping control variables into three strata
for the matching process. The outcomes of the CEM procedure are summarized in Table 8. Following
matching, the sample comprises 1,436 firm-year observations. The results obtained from the CEM-based
regression align with those from the primary regression analysis shown in Table 7. The research findings
demonstrate consistency across both unmatched and matched samples, showing that local CEO leadership is
associated with a reduced risk of financial distress. On the other hand, leverage continues to exhibit a
significant positive association with increased financial distress risk. Furthermore, the analysis indicates that

the effectiveness of local CEOs in mitigating this risk tends to decline in firms with high debt burdens.

Table 8. CEM Regression

LOCAL CEO=0 LOCAL CEO=1
All 121 1379
Matched 121 1315
Unmatched 0 64
€9 (2) 3)
FDR FDR FDR
LOCAL LEV -5.247"
(-3.59)
CEOLOCAL 2.305™" 1.242™ 4.256™"
(3.66) (2.17) (3.86)
LEV -9.314™ -5.315™
(-7.82) (-7.85)
GENDERCEO -0.221 0.240 0.333
(-0.20) (0.22) (0.30)
CEOAGE -0.083"" -0.057" -0.055
(-2.40) (-1.68) (-1.63)
BSIZE -0.037 -0.035 -0.051
(-0.25) (-0.24) (-0.35)
FSIZE -1.008™" -0.744" -0.697"
(-3.36) (-2.54) (-2.37)
ROA 18.489™* 3.254 2.102
(4.22) (0.63) (0.40)
CASHTA 20.949"* 18.229"* 18.084""
(4.67) (4.28) (4.26)
cons 33.833™ 31.715™ 28.095™"
(4.05) (3.92) (3.47)
Year FE Yes Yes Yes
Industry FE Yes Yes Yes
R? 0.129 0.182 0.185
R? Adjusted 0.119 0.172 0.175
N 1436 1436 1436

Source(s): Author’ own work

CONCLUSIONS

This research seeks to examine the impact of having a local CEO on the risk of financial distress and to
evaluate the influence of leverage as a moderating factor in that connection. The results indicate that having
a local CEO is strongly linked to a decreased risk of financial distress. Conversely, elevated corporate
leverage raises the chances of financial trouble. Nonetheless, the positive impact of local CEOs in reducing
such risk seems to diminish in firms with significant debt loads. By applying the Coarsened Exact Matching
(CEM) method, the results remain consistent, thereby strengthening the validity and reliability of the analysis.
These findings imply that both leadership quality and capital structure must be considered when evaluating
a firm’s financial resilience. A local CEO can serve as a strategic asset, particularly in times of financial
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pressure, if supported by a sound capital structure. This suggests that leadership effectiveness cannot be
separated from a firm's financial and institutional context, as both interact to influence performance and
stability.

Even though this study has contributed to the field, there are some limitations. First, the proxy of local
CEOs only depends on the nationality, where a CEO is considered local when he or she is Indonesian citizen
or otherwise. Such a strategy fails to capture the emotional or geographic attachment of the CEO to the area
of operations of the firm. Future studies are welcomed to integrate quantitative measures of attachment like
place of birth or years of residence, with more qualitative methods like in-depth interviews in order to obtain
a more complete picture of the emotional and social aspect of attachment of a CEO to the local community.
Moreover, this research paper only uses the Altman Z Score as a single indicator of the financial distress risk.
The use of one measure can restrict the applicability and the extent of the research. In future research, more
prediction models, like the Zmijewski Score or Ohlson O-Score, should be taken into account to reinforce
the validity of results and enable a comparison of methods. The multiple indicators will be used to give a
more comprehensive picture of the situation of financial distress of a firm.
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