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ABSTRACT:

The study assesses financial distress in the context of CEO attributes by
employing samples from listed non-finance firms in Nigeria between the
periods of 2012-2021. CEO turnover and CEO Gender are the CEO
characteristics employed in this study as the explanatory variables while
financial distress risk measured in terms of Altman Z-score Model and the
Zmijewski’s Model are the dependent variables. Longitudinal research
design was employed since the study sought to examine the effect of CEO
characteristics on firm financial distress risk of 70 listed non-financial firms
in Nigeria from 2012 — 2021. The data were sourced from related
companies’ annual financial reports for the periods as well as the Nigerian
Exchange Limited Websites (secondary data). Overall, mixed empirical
findings were obtained while assessing the effect of CEO characteristics on
financial distress risk of listed non-finance firms in Nigeria. The study
concluded that CEO gender has a significant positive effect on financial
distress risk when proxied in terms of Altman Z-score of listed firms in
Nigeria. The study further documents that CEO gender has a significant
positive effect on financial distress risk when proxied in terms of Zmijewski
score of listed firms in Nigeria during the period under study. As for CEO
turnover, study concluded that it has an insignificant positive effect on
financial distress risk when proxied in terms of Altman Z-score and
Zmijewski score of listed firms in Nigeria during the period under study.
Since female CEOs have lower leverage, less volatile earnings, and a higher
chance of survival than firms with male CEOs, this study therefore
advocates the promulgation of policies that will encourage women act as
CEOs’ which will go a long way to extend firms’ life spans.
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1. INTRODUCTION

There is little doubt that businesses operating in any market are increasingly exposed to both
domestic and international risks, especially in today's world of ambiguous legal tariffs and the
looming threat of uncertainties (Bhaiyat & Garrow, 2015). Responding to these increasing levels
of risk, is a risk in itself, as the emergence of the internet and social media have made companies
constantly under scrutiny from the public and are exposed to heavy criticism and backlash. The
upper management of a company is comprised of different influential people whose main goal is
to ensure the company’s longevity and prosperity and do their utmost to achieve this. According
to the 2018 Nigerian Code of Governance, upper management often consists of a Chief Executive
Officer (CEQ), Chief Financial Officer (CFO), Chief Operating Officer (COQ), and Chief Strategy
Officer (CSO), and are appointed/recruited by a board of directors to run a company on behalf of
its shareholders. The people in these positions are responsible for running different aspects of a
company’s day-to-day activities, as well as the implementation of long-term strategic goals. All
the lower management staff (managers and Heads of Department) have the responsibility of
reporting to the CEO, who has, as the name implies, executive power for decision-making. The
CEO is ultimately responsible for all aspects of the company and making the strategic choices that

will determine the future and success of the business.

Therefore, the financial distress of a company can be reflective of the CEO's attributes
(GrusuwmyNidu, 2015). Ojeka, Adegboye, and Dahunsi (2021) alluded to the fact that the CEO's
position is prime to the determinant of firm performance. The CEO who is also the team leader
exercises critical strategic control, monitoring, and decision-making attributes (Barno, 2017). The
CEO monitors from an agent perspective and often requires a diversity of skills for effective
company management. Some of the traits that have shown varied influence on CEO performance
include age, ethnicity, level of education, gender, work experience, and office tenure (Barno, 2017;
Bhaiyat & Garrow, 2015; Croci & Jankensgard, 2014 and Dittmar & Duchin, 2012). Barno (2017)
concluded that age and gender have a negative but statistically significant influence on firm
performance while tenure needs to be elongated to enable the CEO to gain a deeper understanding
of the company’s business. Age may be viewed as an indication of an individual's risk tolerance
and capacity for taking on risks. Bhaiyat and Garrow (2015) maintain that one of the striking
characteristics that have captured a lot of attention is the age of a CEO. They argued that CEOs'
age may be analytically correlated to risk preferences due to varying motivations over the CEO’s
career and fluctuating CEO physiological and psychological characteristics as the CEO gets older.
Gorts (2016) on the other hand, contends the influence of CEOs' age. Gorts argued that age has no

effect on financial strategy implying that age does not influence financial decision-making.
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The occurrence of financial distress weakens managerial power, as financial distress introduces
interference and scrutiny by other stakeholders who act in a manner so as to know/advise strategic
steps in reversing the performance (Barno, 2017). Gathaiya (2017) analysed issues affecting
collapsed firms in Kenya between 2015 to 2016 and concluded that the major contributors to
financial distress in most firms related to insider lending, weak corporate governance practices,
weaknesses in regulating and supervising bodies, weak or no risk management strategies,
ineffective internal control systems and conflict of interest. All those contributors point to the
leadership of the institutions ‘who is the CEO’. The role of the CEO then becomes critical if the
occurrence of financial distress must be curbed. Barno (2017), asserted that CEOs have the overall
mandate of the firms they have been appointed to provide leadership. Although organizations exist
to achieve goals, there is a belief that management essentially entails the application of acquired
skills in systems suggesting that CEOs have a greater role in a firm financial performance (Kumar,
2015). Zheng, Sarker, and Nahar (2018) maintained that it is critical for regulators to check
financial health to safeguard against failure. According to Jahur and Quadir (2012), the roots of
financial distress and corporate failure are often a complex mixture of complications and indicators
that need to be addressed. Based on the foregoing, this study examines the effect of CEO

Characteristics on the financial distress risk of non-financial firms in Nigeria.

The findings of this study will be beneficial to management, regulators, shareholders, investors,
financial institutions, and academicians/researchers. To the management, the study would enable
them to achieve the desired goals of the organization. The findings and recommendations of the
study enable management to know the CEO characteristics that have the highest level of influence
on financial distress and encourage its use for their benefit. The study would aid policy formulation
that would foster the growth and stability of non-financial sector firms in Nigeria, thus contributing
to the realization of the overall objectives of the government. Furthermore, the findings of this
study are very useful for regulators and policymakers as they provided insights into symptoms of
firm financial distress risk. Furthermore, this study would be beneficial to the shareholders and
other investors as this would enable them to identify the CEO attribute that has the highest level
of influence on interested firms during the consideration and investment decision-making

processes.
1.1 Objectives of the Study

The main objective of this study is to assess the financial distress risk of listed non-finance firms

in Nigeria. However, the specific objectives of the study are to;
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i.  investigate the effect of CEO gender on the financial distress risk of listed non-financial
firms in Nigeria.
ii.  determine the effect of CEO turnover on the financial distress risk of listed non-financial

firms in Nigeria.

1.2 Hypotheses

The following null hypotheses guided the study:

Hoi:  CEO gender has no significant effect on financial distress risk of listed non-finance firms
in Nigeria.

Ho:  CEO turnover has no significant effect on financial distress risk of listed non-finance firms
in Nigeria.

2. LITERATURE REVIEW

2.1 Conceptual review

2.1.1 Financial Distress Risk

Financial distress is a condition in which a company experiences a stage of decline in financial
conditions before bankruptcy (Boyer & Marin, 2013). Cybinski (2001) proposed the financial
distress continuum theory which is when companies experience various stages of distress before
failure or recovery. As a result, Sewpersadh, 2020 theorized that companies should therefore be
viewed on a success-failure continuum. However, studies on failure prediction have placed firms
distinctly into failed and non-failed categories, which do not account for the various financial
distress stages. Financial distress can be temporal, whereas recovery depends on early distress
detection and the success of turnaround strategies, the failure of which pushes the company into a
severely declined state, in which it becomes insolvent and not viable, leading to a corporate failure
(Sewpersadh, 2020). Financial distress represents the decline of a company’s earning power,
increasing the probability that it may not settle its obligatory payments, such as interest and debt

capital, consequently affecting its credit risk profile (Gordon, 1971).

It's an extremely negative/unpleasant event for any economy, firm, or business enterprise when
they experience financial distress which may lead to bankruptcy (Madhushani & Kawshala, 2018).
It causes a ripple effect which eventually turns out to be humongous (Chen, Miu, Qiu, & Charupat,
2014). Stakeholders are usually affected which may include the employees/staff of the firms,
managers, shareholders, creditors, the government, etc. (Baimwera & Muriuki, 2014). Lender and
investor confidence are seriously eroded thereby affecting firms adversely (Koech, Akuno, &
Mugo, 2018), other effects include depletion/loss of shareholders' wealth (Mwangi, Muathe &

Kosimbei, 2014), increasing probability of financial risks (Baimwera & Muriuki, 2014), fall in
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market value (Almeida & Philippon, 2006; Viswanatha, 2012; Mahama & Campus, 2015). The
effects of financial distress on firms are devastating and should be discouraged/avoided.

2.1.2 CEO Characteristics

CEO's responsibility includes but is not limited to ensuring their firm's performances are according
to the objectives of the firms which is occasioned by the high responsibility and commitment of
their respective stakeholders. As a result, CEOs would hereby require to possess certain qualities
and criteria to fit into the role. Hambrick (2007) argued that the intellectual base and values of
individual executives go a long way to influencing the basis of their personalized perception and
interpretations of the strategic situations they encounter. It’s a confirmation of a person’s
knowledge base, skills, values, and ability to process information, which influences the quality
and process of making decisions. Shefrin (2001) indicated that managers’ sociological and

physiological characteristics are likely to impact various management decisions.

Many characteristics of the CEOs have been identified in previous studies, such as gender,
education, expertise, tenure, age, career background, experience, shareholding, and duality, these
characteristics/attributes have been proven as well to impact the CEO’s behaviour (Bamber, Jiang,
& Wang, 2010; Jiang, Zhu, & Huang (2013). Further studies have revealed that CEOs’
characteristics also include CEO age and the ability to raise volumes of capital (Badru, Ahmad-
Zaluki, & Wan-Hussin, 2017), the CEO's demographic characteristics (e.g., experience, age,
education, professional experience, and gender) on corporate risk-taking (Farag & Mallin, 2018)
and the CEO power on corporate social responsibility disclosures (Muttakin, Khan, & Mihret,
2018). For this study, the researcher conceptualized the CEO as an executive officer (who is a
board member and at the same time serves as the head of the company management team) who is
basically in charge of making major/strategic corporate decisions and who manages the entire
operations and resources of the institution. These duties are delegated by the board of directors.
They (either male or female) are usually the communication link between the corporate operations
and the board of directors. They serve as the public-facing executive of the institution as they are

also the highest-ranking officer of the institute.

2.1.3 CEO Gender

CEO gender is measured in this study as a dichotomous variable of “1” where the firm CEO is a
female and “0” for otherwise. However, given the current dearth of female CEOs and directors,
studies such as that of Campbell and Minguez-Vera (2008) seem to suggest that correcting the
gender imbalance in corporate leadership will result in high marginal benefits. In addition,
multiple studies indicate that female leadership contributes in non-monetary ways, at times by
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complementing the male counterparts. Firms with more women in senior positions suffer less in
times of economic downturn, which suggests that gender diversity makes an important
contribution to performance (Eversheds, 2011). Female CEOs cultivate a more female-friendly
workplace environment and promote the payment of equal wages to newly hired workers (Yang
& Tate, 2012). Female directors affect the dynamics of the board of directors, and behave
differently from their male counterparts, significantly impacting board inputs and firm outcomes

and strengthening monitoring efforts (Adams & Ferreira, 2009).

Females are more likely than males to adopt a strict ethical stance, exhibit ethical behaviour in the
workplace (Bernardi & Arnold, 1997; Lund, 2008; Valentine & Rittenburg, 2004), speak out
against unethical behaviour (Miethe & Rothschild,1994; Vermeir & Van Kenhove, 2008), and
become internal whistle blowers (Rothschild & Miethe, 1999). Examining the gender differences
in a competitive environment, researchers have found that men and women behave differently in
negotiations. A majority find that women tend to underperform men in negotiations of different
settings. Just like in their works Niederle and Vesterlund (2007) and also, VVan der Grift and Yavas
(2009) reported that from experiments, women tend to shy away from competition, although there
is no difference in task performance between the two sexes. Eckel, Oliveira, and Grossman (2008)
report that women tend to be more egalitarian than men and often ask for less in negotiation. They
also find that women are more sensitive to the context of the negotiation and are less likely to fail
to reach an agreement than men. For this study, CEO gender has been included as one of the
characteristics of the CEO to be studied as affecting firm financial distress risk. This would be

considered a dummy variable. If CEO’s gender is female ‘1’ otherwise ‘0’.

2.1.4 CEO Turnover

CEOs are usually hired when companies desire that their leadership take a new dimension. CEO
turnover is a situation where a company changes a CEO within the year. CEO turnover decision
is likely one of the most important corporate decisions given the significant impact it has on all
aspects of a firm’s operations. Prior literature suggested that, compared with CEOs groomed
internally, CEQs airdropped from the outside have a stronger desire to achieve an immediate
performance improvement after their appointment, so that they can demonstrate their value to the
board and shareholders clearly and quickly. First, relative to internally sourced CEOs, external
CEO successors may encounter greater pressure from the board and the market to demonstrate
their managerial abilities by achieving quick results (Friedman & Saul, 1991; Shen & Cannella,
2002).
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A key aspect of corporate governance is embodied in the decision rights granted to a firm’s board
of directors to hire, compensate, and fire the Chief Executive Officers (CEQ). These decision
rights are manifested in comprehensive incentive schemes that include both a formal
compensation contract and an option, exercisable at a board’s discretion, to fire and replace
incumbent CEOs. Just as important is the corporate board that determines whether to keep or
dismiss the CEO, relying on their learning about the CEQ’s ability, how that ability matches with
the firm’s current needs, and the labour market for replacement CEOs. The board’s CEO
recruitment, retention, and termination decisions are among the most important decisions that they
make. High CEO turnover is traditionally interpreted as a sign of an active and effective board.
However, recent works have started raising doubts on this interpretation, by noting that the
decision to fire a CEO may be taken for the wrong reason. Hence, we included CEO turnover as
our second and final characteristic of the CEO characteristics that may affect the firm financial
distress. CEO Turnover in Dummy (1,0), and this is computed as "1" for Companies that have a
change of CEOs in a particular year and "0" otherwise.

2.1.5 Hypotheses Development

2.1.5.1 CEO Gender and Financial Distress Risk

The business and economics literature provides evidence of risk aversion among females. High-
risk firms are more likely to appoint female CEOs to modulate risk (Martin, Nishikawa &
Williams, 2009). Martin et al. (2009) observed bigger significant reductions in risks when female
CEOs are compared to their male CEO counterparts, reflecting the market’s perception of female
CEOs as relatively risk averse. Female CEOs are perceived to eschew risky financing and
investment opportunities. Firms with female CEOs have lower leverage, less volatile earnings,
and a higher chance of survival than firms with male CEOs. Just like, Zahra, Khan, and Warraich
(2018) their study found that lower-risk firms were associated with a higher proportion of female
directors, which could be explained, inter alia, by a risk-aversion hypothesis. A greater number of
females are perceived to engage in less risky behaviours, and they choose/give preference to
alternatives that involve less risk (Eckel & Grossman, 2008; Jianakoplos & Bernasek, 2007). The
risk-aversion of females significantly lowers their earnings with the men folk which in turn
reduces the risk of financial distress. They particularly opined that females tend to act emotionally,
with concern for others, and passively, making them more accommodating and less competitive
in a bargaining situation. This stream of the literature suggested that female CEOs will be more
cooperative and capitulate to sharecholders' desires to protect their interests. Besides, a female’s
relatively higher risk aversion may explain her weaker bargaining power. Croson and Gneezy
(2009) and Eckel and Grossman (2008) both reported various experimental evidence that women
are more risk-averse than men. Since negotiation is a risky environment, personal risk preferences
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will affect the negotiator’s tactics and outcomes. Martin, Nishikawa, and Williams (2009) found
changes in both firm total risk and idiosyncratic risk following a female CEO’s appointment which
is significantly lower than a male CEO’s appointment. Faccio, Marchica, and Mura (2015) found
that firms run by female CEOs have lower leverage, less volatile earnings, and a higher chance of
survival than firms with male. Hence, we expect that since most empirical literature documents
that female CEO are more risk-averse than their male counterpart, a female CEO will reduce the

risk of a firm’s financial distress. See hypothesis as formulated in section 1.2 above.

2.1.5.2 CEO Turnover and Financial Distress Risk

To establish whether CEO turnover during financial distress is significantly associated with a
firm’s survival is an empirical question. The answer is seen to be two-fold. On the one hand, CEO
turnover may be expected to be positively associated with firms’ likelihood of financial distress
for the following two reasons. First, financial distress firms are unlikely to be allowed to spend
their already limited corporate resources on CEO recruitment if they believe the firm has little
prospect of surviving and are thereby unwilling to change the CEO to avoid further costs. During
financial distress, creditors play a more active role in the governance of a firm compared with
normal times. While in financially healthy firms with no defaults, creditors are unlikely to have
any influence over managerial replacement, in contrast, during financial distress creditors have
more influence over managerial retention and turnover (Ayotte & Morrison, 2009). Given
creditors' superior access to information about the financial distress firm, they would be unlikely
to support a distressed firm in squandering its financial and managerial resources on recruiting a
new CEO, unless the creditors believe that the firm has prospects of improving its finances from
such recruitment. Therefore, creditors’ willingness to support CEO turnover may provide an
observable signal to capture their private information and beliefs about the underlying quality of
the firm (Bulow & Shoven, 1978; Aivazian & Callen, 1983).

In contrast, new CEOs can bring additional managerial skillsets and abilities which are valuable
during financial distress, such as expertise in restructuring and crisis management, to enhance the
firm's chances of survival (Gibbons & Murphy, 1990). As a result, there is evidence to suggest a
positive relationship between CEO turnover and financial distress. Even in recent cases of Forever
and WeWork, not all financially distressed firms appoint turnaround specialists to steer their firms
out of financial distress (Coleman-Lochner & Holman, 2020). In contrast, some financially
distressed firms which have slim prospects of surviving and may face liquidation could however
be inclined to appoint new executive officers, to obtain much of the needed expertise in crisis
management and liquidation to help the firm through the eventual winding-up process. For
example, during the bankruptcy proceedings of American Eco Corp in 2000, the firm appointed
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crisis-management specialist Thomas Gardner as its new CEO, who later became the firm’s, Chief
Liquidating Officer. Despite the CEO turnover, the firm was eventually liquidated and did not re-
emerge from bankruptcy. This anecdotal evidence suggests that CEO turnover is not necessarily
associated with an increase in the firm’s likelihood of financial distress. Hence for this study, CEO
turnover is expected to be associated with a lower likelihood of financial distress. See hypothesis

as formulated in section 1.2 above.

2.2 Theoretical Review

2.2.1 Upper Echelon Theory

The upper echelon theory is a management theory published by Donald C. Hambrick and Phyllis
A. Mason in 1984. It states that organizational outcomes are partially predicted by the managerial
background/characteristics of the top-level management team. The upper echelon theory
postulates that intuitions, values, and perceptions of management inspire strategic choices, hence
influencing the performance of the firm. According to Krishnan and Park (2005), reorganization
and restructuring are major approaches employed by various firms to achieve organizational goals
in the 1990s. It is argued that a strong relationship exists between characteristics of the upper
echelon (top management team) and organizational strategies as well as the achievement of an
organization’s objectives and its overall performance (Krishnan & Park, 2005).

This study is anchored on this theory (Upper Echelon theory) as this directly relates to the
characteristics of an entity’s Chief Executive Officer (CEO) who is the highest-ranking executive
and who is responsible for making decisions, and managing the day-to-day operations and
resources of the firm. This theory stipulates that the achievement or outlook of entities is a
reflection of the character of the person at the helm of affairs (CEO). Therefore, the theory
indicates that the performance which is inclusive of the financial stability of the firm is believed
to be affected by the physiological/demographic, cognitive, and sociological attributes of the CEO.
This study however using the null hypothesis states that the CEO characteristics of Nigerian and
Kenyan non-financial firms do not have a significant effect on the financial distress risk of those

firms.

2.3 Empirical Review

Muien, Nordin, and Badru (2022) explored the influence of CEO Reputation on a Company’s
Financial Distress. The population of the study consisted of all non-financial companies that are
listed on the Pakistan stock exchange (PSX). The final sample size was 285 companies and the
period covered was from 2006 to 2017. The study employed the panel regression technique to test

the hypotheses of the study. The authors noted that based on the upper echelon theory, CEOs can
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influence a company’s decision-making, influence value creation, and financial reporting

decisions based on their specific skills, reputation, and personal characteristics.

Leng, Ozkan, Ozkan, and Trzeciakiewicz (2020) investigated the impact of CEO overconfidence
on the probability of corporate bankruptcy. Using a large dataset of UK firms, they discovered
that firms with overconfident CEQs face a greater risk of failure. The presence of overconfident
CEOs leads to a higher risk of bankruptcy in innovative environments, while the impact is
insignificant in non-innovative environments. Moreover, overconfident CEOs can increase the
bankruptcy risk of firms with less conservative accounting. They find that banks, as major
creditors, seem to play an important role in constraining CEO overconfidence, thereby reducing
the likelihood of bankruptcy. Finally, the impact of overconfidence on the probability of

bankruptcy is stronger in firms with generalist CEOs than in specialist CEOs.

Liu, Le, and Thompson (2020) examined whether CEO overconfidence could explain cross-
sectional heterogeneity in the systemic risk of U.S. bank holding companies. Using measures of
overconfidence based on CEQOs' options exercise behaviour and language used in the Managerial
Discussion and Analysis of the 10K filings, they found that banks with overconfident CEOs have
higher systemic risk than their counterparts with non-overconfident CEOs. Banks with
overconfident CEQs also have a higher holding of private mortgage-backed securities and higher
leverage. During the 2007-2008 financial crisis, banks with overconfident CEOs experienced
higher realized systemic risk. Their study shows that the behaviour of overconfident bank CEOs

could impose negative externalities beyond individual bank boundaries.

Gupta and Mahakud (2020) tested the impact of Chief Executive Officers (CEOs) personal
characteristics on the performance of Indian commercial banks. In addition to that, they also
analysed the nonlinear relationship between CEO age and CEO tenure on the bank’s performance.
A balanced panel data approach was used in their study. The fixed effect estimation technique was
specifically used to examine the relationship between CEO characteristics and bank performance
during the period 2009-2010 and 2016-2017. The authors concluded that the professional
qualification of CEOs in the finance stream enhances performance. Correspondingly, their
findings further revealed that the impact of CEO duality had a positive and significant effect on
performance, male CEOs are more beneficial for bank performance and well-experienced CEOs

contribute to higher performance.

Gottardo and Moisello’s (2018) study leverage’s effect on a firm’s probability of financial distress

taking into account different forms of family influence on the business. As family firms are a non-
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homogeneous group and their governance and management characteristics may impact risk
attitude and financial distress likelihood. The authors also took into account other measures of
risks, board and CEO characteristics, accounting variables, and macroeconomic indicators. They
addressed the research objectives by analysing a sample of 1,137 Italian family and non-family
private firms for the period 2004-2013, covering the pre and post-financial crisis period. The
findings point out that these variables have a different significance in family and non-family firms’
probability of financial distress. Family firms have a lower probability of incurring financial
distress. Leverage has a strong effect on family and non-family firms, but a family’s direct
influence on the firm, by appointing a family CEO, has a significantly lowering effect on a firm’s

probability of financial distress when a family exerts its influence directly.

3. MATERIAL AND METHOD

This study employed ex post facto, causal, and longitudinal research designs. The ex-post facto
design is used since all the variables used are secondary data. The causal research design is
necessary because the study sought to examine the cause-effect of CEO characteristics and firm
financial distress risk. Specifically, the study sought to provide evidence of the cause-effect of the
independent variable on the dependent variable. Similarly, the longitudinal research design was
employed for the study since the study sought to examine the effect of CEO characteristics on firm
financial distress of 70 listed non-financial firms in Nigeria from 2012 — 2021. The study utilized
data obtained from a secondary source. The data were sourced from the related companies’ annual
financial reports for the periods as well as the Nigerian Exchange Limited Websites. The
population of this study is 109 non-financial firms listed on the floor of the Nigerian Exchange
Limited (NGX) as of December 31%, 2021. Specifically, as of 31% December 2021, there were 109
listed non-financial firms in Nigeria. The sample size for this study consists of 70 listed non-
financial firms in Nigeria. These firms were selected based on the purposive sampling technique.
The study used this technique since the firms were selected based on certain selection criteria
which is basically the availability of their data due to the existence/age of the firm. The study
conducted descriptive statistics to provide an understanding of the data in terms of the mean,
standard deviation, maximum, and minimum. Correlation analysis is also conducted to express
the relationship between the independent and dependent variables employed in this study.
However, to achieve the objective of the study, the panel fixed, and random effect regression were
employed as specified by the model specification analysis. Based on the theoretical literature and
earlier empirical studies, the present study adopted and modified the model of Rono (2018) to
express the econometric form of the model is expressed as:

ASCO;; = By + BLCEOG;; + P,CTRN;; + B3RETA;¢ + Uit ... Equation (1)
ZSC0; = By + BLCEOG;: + B,CTRN; + B3RETA;; + ujt .. Equation (2)
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Where:

ASCO = Altman Z-score
ZSCO = Zmijewski’s Score
CEOG = CEO Gender

CTRN = CEO Turnover

RETA = Profitability (Return on Asset)
Bo = Constant

B1- B3 = Slope Coefficient

U = Stochastic disturbance
i = i company

t = time

This study guaranteed the use of CEO attributes such as CEO Gender and CEO turnover, even as
it measures financial distress risk using the Altman Z-score Model and Zmijewski’s Model.
Altman's 1968 model took the following form: Z = 1.2A + 1.4B + 3.3C + 0.6D + .999E. If Z <
2.675; then the firm is classified as "failed" Where: A = Working Capital/Total Assets, B =
Retained Earnings/Total Assets, C = Earnings before Interest and Taxes/Total Assets, D = Market
Value of Equity/Book Value of Total Debt, E = Sales/Total Assets. The study measures the
independent variable of CEO gender as "1" for Companies that have Female CEOs and "0"
otherwise following the study of Rono (2018). Similarly, the study measures the CEO Turnover
as "1" for Companies that have a change of CEOs in a particular year or a change of CEO before
the expiration of his/her tenure and "0" otherwise also in line with the study of Rono (2018). In
the case of the control variable of return on asset in percentage is computed as profit after tax
divided by the Total asset in line with the studies of Akbarian, Rostamy, Rezaei, and Abdi (2019).

4. RESULT AND DISCUSSIONS

4.1 Data Analusis

The study assesses financial distress in the context of CEO attributes by employing samples from
listed non-finance firms in Nigeria between the periods of 2012 to 2021. CEO turnover and CEO
Gender are the CEO characteristics that have been employed in this study as the explanatory
variables while financial distress risk measured in terms of Altman Z-score Model and the
Zmijewski’s Model are the dependent variables. Specifically, to control the model’s goodness of

fit, the study employed the variable of profitability measured in terms of return on asset.
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4.1.1 Descriptive Statistics Analysis
In this section, the study examines the descriptive statistics for both the explanatory and dependent
variables of interest. Basically, each variable is examined in terms of the mean, standard deviation,

maximum and minimum. Table 1 displays the descriptive statistics for the study.

Table 1: Descriptive Statistics

VARIABLES MEAN STAN.DEV. MIN. MAX. NO OBS
ASCO 1.13 1.35 -9.60 8.41 697
ZSCO -0.84 2.24 -8.11 16.43 697
CEOG 0.07 0.25 0 1 697
CTRN 0.20 0.40 0 1 697
RETA 1.55 16.10 -179.92 176.27 697

Source: Author (2023)

Table 1 shows the descriptive statistics of this study. From the table, it is observed that the
dependent variable financial distress risk when measured in terms of Altman Z-score (ASCO) has
a mean of 1.13 and a standard deviation of 1.35. This result implies that on the average, the listed
non-financial firms under study are faced with financial distress risk during the period studied.
This is in line with Altman (1968) who stated that the lower the z-score the higher the financial
distress risk. Concurrently, the result shows that the mean of financial distress when measured in
terms of Zmijewski score (ZSCQO) was -0.84 and a standard deviation of 2.24. In the case of the
independent variables, the table shows the mean of CEO gender, the result shows that the mean
of CEO gender (CEOG) was 0.07 and a standard deviation of 0.25. The result implies that on the
average, during the period under study about 7% of the CEO of non-finance firms in Nigeria were
female. For the independent variable of CEO turnover, the table shows that the mean of CEO
turnover (CTRN) was 0.20 with a standard deviation of 0.40. The result implies that on the
average, about 20% of the firms under study in Nigeria change their CEO during the financial
year. Finally, in the case of the control variable, the study finds that the mean of profitability when
measured in terms of return on asset (RETA) was 1.55 and a standard deviation of 16.10. This

implies that on the overall, the under-study firms in Nigeria were profitable.
4.1.2 Correlation Analysis

in examining the association among the variables, the study employed the Pearson Correlation

Coefficient (correlation matrix), and the results are presented in the table below.
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Table 2: Correlation analysis
VARIABLES ASCO ZSCO CEOG CTRN RETA

ASCO 1.00

ZSCO -0.47  1.00

CEOG 0.08 -0.04 1.00

CTRN -0.01 0.08 0.03 1.00

RETA 0.70 -0.62 0.01 -0.01 1.00

Author’s computation (2023)

In the case of the correlation between the independent variables and dependent variables of the
study, the above results show that CEO gender has a positive association with the dependent
variable of financial distress when proxied in terms of Altman Z-score for the sample non-finance
firms in Nigeria (0.08). The control variable of profitability as measured in terms of return on asset
(0.70) also has a positive association with the dependent variable of financial distress risk when
proxied in terms of Altman Z-score. However, the study observed that there is a negative
association between the independent variable of CEO turnover (-0.01) and the dependent variable
of financial distress risk when proxied in terms of Altman Z-score. On the other hand, results
from the correlation analysis shows that there exists a negative association between the
independent variable of CEO gender (-0.04) and the dependent variable of financial distress risk
when proxied in terms of Zmijewski score. The control variable of profitability as measured in
terms of return on asset (-0.62) also has a negative association with the dependent variable of
financial distress risk when proxied in terms of Zmijewski score. However, the study observed
that there is a positive association between the independent variable of CEO turnover (0.03) and

the dependent variable of financial distress risk when proxied in terms of Zmijewski score.

4.2 Regression Analysis

To specifically, examine the cause-effect relationship between the dependent variables and
independent variables, this study employed the pool Ordinary Least Square (OLS) regression
analysis results and proceeded to validate the estimates of the OLS results. The result obtained are

presented below.
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ASCO ASCO ASCO ASCO ZSCo ZSCo ZSCo ZsCco
Model Model Model Model Model Model Model Model
(Pool (Fixed (Random (LSbV (Pool (Fixed (Random (LSbv
oLS) Effect) Effect) Regre oLS) Effect) Effect) Regres
ssion) sion)
CONS. 1.012 1.033 1.029 1.847 -0.709 -0.728 -0.721 -0.227
{0.000} {0.000} {0.000} {0.000} {0.000} {0.000} {0.000} {0.529
% %k % %k * %k k% %k k %k k% %k )k %k }
CEOG 0.232 0.117 0.135 0.117 0.043 0.153 0.125 0.153
{0.084} {0.000} {0.251} {0.000} {0.859} {0.000} {0.588} {0.000
% %k k% %k k% %k } k% k
CTRN 0.028 0.026 0.027 0.026 0.091 0.020 0.026 0.020
{0.740} {08.655} {0.646} {0.655} {0.556} {0.865} {0.823} {0.865
}
RETA 0.063 0.055 0.056 0.055 -0.096 -0.080 -0.082 -0.080
{0.000} {0.000} {0.000} {0.000} {0.000} {0.000} {0.000} {0.000
%k k %k k k% k k% k k% k k% k k% k } k% k
F-Stat/W-Stat 301.19 394.80 1241.21 45.38 212.61 212.38 687.28 29.35
{0.0000} {0.0000} {0.0000} {0.0000} {0.0000} {0.0000 {0.0000 (0.000
} } 0)
R- Squared 0.5659 0.6549 0.6549 0.8396 0.4793 0.5052 0.5052 0.7720
VIF Test 1.01 1.01
Hettero. Test 13.69 2.44
{0.0002} {0.0518}
FE/RE YES YES (1026.07 YES YES (751.71
(15.44 {0.0000}) (11. {0.0000})
{0.0000} 61
) {0.0
000}
)
Hausman 12.34 13.62
{0.0063} {0.0035
}
Note: (1) bracket {} are p-values; (2) **, *** implies statistical significance at 5% and 1% levels respecti
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The table above represents the results obtained from the regression analysis for this study. The
result indicates that the pool OLS regression had an R-squared value of 0.5659 when the dependent
variable of financial distress risk is proxied in terms of Altman Z-score and 0.4793 when the
dependent variable of financial distress risk is proxied in terms of Zmijewski score. This implies
that the independent and control variables of the study explained 57% and 48% of the systematic
changes in the dependent variable of financial distress when measured in terms of Altman Z-score
and Zmijewski score respectively. However, the unexplained part of financial distress risk has
been captured by the error term. The result of the F-statistics {(301.19 for the Altman Z-score and
212.61 for the Zmijewski score)} of the pool OLS regression model for the sample firms in Nigeria
with their associated p-value of 0.0000 indicates that the pool OLS regression models on the
overall are statistically fit at 1% level of significance and can be employed for statistical
inferences. However, to further validate the estimates of the pool OLS results, this study also tested

for multicollinearity and heteroscedasticity.

4.2.1  Test for Multicollinearity

The result from the VIF test shows a mean value of 1.01 when the dependent variable of financial
distress is measured in terms of Altman Z-score and Zmijewski score. Specifically, the result
shows that the mean VIF is within the benchmark of 10 in line with the position of (Gujurati,
2004) indicating the absence of multicollinearity and further show that none of the independent
variables should be dropped from any of the models.

4.2.2 Test for Heteroscedasticity

The test of the assumption of homoscedasticity of the pool OLS is conducted using the Breusch
Pagan module in Stata 14. The result shows a chi2 value of 13.69 with a p-value of 0.0002 for the
Altman Z-score model and a chi2 value of 2.44 with a p-value of 0.0518 for the Zmijewski score
model. The result shows significant p-values across both models indicating that the assumption of
homoscedasticity of the pool OLS regression results have been violated. Hence, the study re-
specifies the model to control for this violation by employing the twin panel regression of fixed

and random effects as recommended by (Greene, 2003).

4.2.3 Panel Fixed and Random Effect Regression

The result from the panel fixed effect as presented in table 4 shows an F-statistics value of 394.80
when the dependent variable of financial distress risk is measured using Altman Z-score and
212.38 when the dependent variable of financial distress risk is measured using Zmijewski score.
The probability value of 0.0000 for both models of Altman Z-score and Zmijewski score indicate
that on the overall, the fixed effect regression models are fits for statistical inference. The result

Page | 124 Department of Accountancy, Faculty of Management Sciences © September, 2023 JOGA



JOURNAL OF GLOBAL ACCOUNTING
9 (3) September, 2023.

ISSN: 1118 - 6828
https://journals.unizik.edu.ng/joga

indicates that the fixed effect regression had an R-squared value of 0.6549 when the dependent
variable of financial distress risk is proxied in terms of Altman Z-score and 0.5052 when the
dependent variable of financial distress risk is proxied in terms of Zmijewski score. This implies
that the independent and control variables of the study explained about 65% and 51% of the
systematic changes in the dependent variable of financial distress when measured in terms of
Altman Z-score and Zmijewski score respectively. However, the unexplained part of financial
distress risk has been captured by the error term. Similarly, the results from the panel random
effect shows a Wald statistics value of 1241.21 when the dependent variable of financial distress
risk is measured using Altman Z-score and 687.28 when the dependent variable of financial
distress risk is measured using Zmijewski score. The probability value of 0.0000 for both models
of Altman Z-score and Zmijewski score indicates that on the overall, the random effect regression
models are fits for statistical inference. The result indicates that the random effect regression had
an R-squared value of 0.6549 when the dependent variable of financial distress risk is proxied in
terms of Altman Z-score and 0.5052 when the dependent variable of financial distress risk is
proxied in terms of Zmijewski score. This implies that the independent and control variables of
the study explained about 65% and 51% of the systematic changes in the dependent variable of
financial distress when measured in terms of Altman Z-score and Zmijewski score respectively.

However, the unexplained part of financial distress risk has been captured by the error term.

4.2.4 Hausman Specification Test

The Hausman is based on the null hypothesis that the random effect model is preferred to the fixed
effect model. Specifically, a look at the p-value of the Hausman test for Altman Z-score model
{12.34 [0.0063]} and the Zmijewski score {13.62 [0.0035] implies a 5% level of significance.
This implies that the study should adopt the fixed effect panel regression results in drawing the
conclusion and recommendations. This also implies that the fixed effect results tend to be more
appealing statistically when compared to the random effect. Following the above, the discussion
of the fixed effect results became imperative in testing the hypotheses. However, fixed effect in
itself is a problem due to the presence of time and cross-sectional effect which leads to unobserved
heterogeneity. Hence, the study employed the Least Square Dummy Variable Regression to

control for the unobserved heterogeneity in the fixed effect regression.

4.2.5 Least Square Variable Regression (LSDV)

Succinctly, this study has provided interpretation and made policy recommendation with this
model. The result indicates that the Least Square Dummy Variable regression had an R-squared
value of 0.8396 when the dependent variable of financial distress risk is proxied in terms of Altman
Z-score and 0.7720 when the dependent variable of financial distress risk is proxied in terms of
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Zmijewski score. This implies that the independent and control variables of the study explained
about 84% and 77% of the systematic changes in the dependent variable of financial distress when
measured in terms of Altman Z-score and Zmijewski score respectively. However, the
unexplained part of financial distress risk has been captured by the error term. The result of the F-
statistics (45.38 for the Altman Z-score and 29.35 for the Zmijewski score) of the Least Square
Dummy Variable regression model for the sample firms in Nigeria with their associated p-value
of 0.0000 indicates that the Least Square Dummy Variable regression models on the overall are

statistically fit at 1% level of significance and can be employed for statistical inferences.

4.2.6 Discussion of Findings

In the case of the independent variables, CEO gender has a positive significant effect on financial
distress risk when measured in terms of the Altman Z-score (0.177 {0.000}) and Zmijewski score
(0.153 {0.000}). Particularly, we opined that females tend to act emotionally, show concern for
others, thus, making them more accommodating and less competitive in a bargaining situation.
Researchers also argued that women’s enhanced supportive leadership approach might be more
fruitful relative to men’s competitive techniques (Eagly & Carli, 2003). The women are more
conventional and cautious than men (Powell & Ansic, 1997); (Jianakoplos & Bernasek, 1998);
(Sunden & Surette, 1998), tend to evade financial detriment and are reluctant to take excessive
risks that may lead to financial distress. Finally, the study documents that the independent variable
of CEO turnover has a positive insignificant effect on financial distress risk when measured in
terms of the Altman Z-score (0.026 {0.655}) and a positive insignificant effect when the
dependent variable of financial distress risk is measured in term of the Zmijewski score (0.020
{0.865}). This study negated the view that creditors’ willingness to support CEO turnover may
provide an observable signal to capture their private information and beliefs about the underlying
quality of the firm (Bulow & Shoven, 1978); (Aivazian & Callen, 1983). The study also fails to
support the view that new CEOs can bring additional managerial skillsets and abilities which are
valuable during financial distress, such as expertise in restructuring and crisis management, to

enhance the firms’ chance of survival (Gibbons & Murphy, 1990).

CONCLUSION AND RECOMMENDATIONS

The occurrence of financial distress weakens managerial power due to greater scrutiny from other
stakeholders in a bid to know strategic steps being taken to reverse performance. The role of the
CEO then becomes critical if the occurrence of financial distress must be curbed. CEOs have the
overall mandate on the firms they have been appointed to provide leadership. Although
organizations exist to achieve goals, there is an essential belief that management entail application
of acquired skills into systems suggesting that CEOs have greater role in firm financial
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performance. It is critical for the regulators to check financial health to safeguard against failure.
Overall, the empirical findings of this study are mixed in proving the effect of CEO characteristics
on financial distress of listed non-finance firms in Nigeria. From the findings of the study, the
study concludes that CEO gender has a significant positive effect on financial distress risk when
proxied in terms of Altman Z-score of listed firms in Nigeria during the period under study.
Furthermore, the study documents that CEO gender has a significant positive effect on financial
distress risk when proxied in terms of Zmijewski score of listed firms in Nigeria during the period
under study. Finally, the study concludes that CEO turnover has an insignificant positive effect
on financial distress risk when proxied in terms of Altman Z-score of listed firms in Nigeria during
the period under study. Furthermore, the study documents that CEO turnover has an insignificant
positive effect on financial distress risk when proxied in terms of Zmijewski score of listed firms
in Nigeria during the period under study. The result implies that CEO turnover insignificantly
improves financial distress risk when proxied in terms of Altman Z-score and Zmijewski score
measure of financial distress of the listed non-finance firms in Nigeria during the period under

investigation.

This study supports the adoption of policies on “gender quotas” by non-finance firms in Nigeria.
Specifically, the study recommends that the services of a female CEO should be engaged since
female CEOs are found to avoid risky financing and investment opportunities. Furthermore, since
female CEOs have lower leverage, less volatile earnings, and a higher chance of survival than
firms with male CEOQs, this study carefully recommend advocates for policies that will allow
women act as CEOs’” which will go a long way to extend the firms’ lives span. Finally, this study
opines that CEO turnover has no significant effect on the risk of financial distress.
Notwithstanding, this study advocates for CEO turnover especially for poor performing firms. The
study recommends that for non-finance firms whose performance appears to be dwindling, old
CEOs should be replaced since new CEOs can bring additional managerial skillsets and abilities
which are valuable during financial distress, such as expertise in restructuring and crisis
management, to enhance the firms’ chance of survival. However, this recommendation should be
interpreted with caution since it is documented in this study that CEO turnover has no significant

effect on the risk of financial distress.
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