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Abstract 

Chief Executive Officers (CEO) have an important role in a company’s future, including the 
financial decisions of a company. Therefore, this study investigates the role of capital 
structure as a variable that mediates the effect of CEO narcissism and CEO overconfidence 
towards the performance of Indonesian infrastructure companies that are listed on the 
Indonesia Stock Exchange. This study obtained 39 companies as a study sample from 2017 
to 2021 and analyzed them using the multiple linear regression method. This study found 
that capital structure is negatively affected by CEO narcissism, and positively affected by 
CEO overconfidence. Capital structure doesn’t affect Return on Asset (ROA) but negatively 
affects Return on Equity (ROE). CEO narcissism doesn’t affect firm performance as 
measured by ROA but positively affects ROE. Unlike the CEO overconfidence doesn’t 
affect either ROA or ROE. Moreover, the capital structure can mediate the impact of CEO 
narcissism and overconfidence on ROE, but it cannot mediate the impact on ROA. The 
results of this study contribute to academics as well as corporate knowledge as research 
regarding CEO narcissism and CEO overconfidence is uncommon and can be useful as a 
reference for companies. 

Keywords : Firm Performance; Capital Structure; Debt Financing; CEO 
Narcissism;  CEO Overconfidence 

JEL Classification :  G32 

 
1. INTRODUCTION 

When a business can use its resources effectively and maximize earnings, it is 
considered to be performing well. The oversight of Chief Executive Officers (CEOs), who 
hold the highest positions in management, is typically indispensable in managing the 
company's resources and profitability. In addition to managing a business, the CEO is 
crucial in making financial decisions that may have an impact on how well the firm 
performs (Naseem et al., 2019). To hold stakeholders accountable, the CEO must make sure 
that the company's performance is consistent with its objectives. Consequently, to become 
the CEO of a company, a person must meet specific requirements (Altarawneh et al., 2020). 
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Since the CEO has complete authority over all business operational choices, the CEO 
bears a significant amount of responsibility for enhancing corporate performance (Ahmad 
et al., 2022). The CEO's decisions are influenced by his personality and psychological traits 
as well as reasoning, therefore they are not solely based on reason (Cragun et al., 2019). 
Narcissism is one of the traits that CEOs typically possess (Capalbo et al., 2017). The 
Diagnostic and Statistical Manual for Mental Disorders describes a person with a 
narcissistic personality tends to seek attention, has an unrealistic self-view, and the desire 
for this self-view is continually maintained by self-regulation, which results in a lack of 
attention to others (Cragun et al., 2019). 

CEO narcissism and business performance are frequently linked. Companies with 
narcissistic CEOs are seen to perform well because they are motivated by the desire of the 
CEOs to try to demonstrate their superiority and capabilities in meeting objectives 
(Youssef, 2022). Yet, Ernawan and Andiel (2020) contend that narcissistic CEOs do 
negatively affect firm performance. That is a result of the CEO's high level of confidence in 
taking calculated risks (Mira et al., 2022). Because the narcissistic CEO wants greater 
attention for the business to grow its supremacy, he makes the risky decision to pursue 
external finance through debt. The amount of debt utilized to finance the company 
increases in direct proportion to how narcissistic the CEO is (Zhang et al., 2021).  

Due to their position of authority within the organization, CEOs are more likely to 
develop narcissistic personalities (Korablev & Podukhovich, 2022). Due to their position of 
authority within the organization, CEOs are more likely to develop narcissistic 
personalities (Ho et al., 2016). CEO overconfidence is considered to have similarities with 
CEO narcissism because it can create a high-risk investment environment that causes the 
company to suffer losses (Chang & Lin, 2022). Overconfident CEOs are also prone to 
overinvesting in financing businesses by using debt on a much larger scale than equity to 
fund business operations because they don’t prioritize risk when making decisions (Mundi 
& Kaur, 2022).  

Financing a company with both debt and equity is known as the capital structure. 
The combination of debt and equity that can increase firm value and result in cheap capital 
expenses is known as the optimal capital structure (Rahaman Bala & Babangida, 2022). The 
capital structure of a firm is a significant performance indicator because it demonstrates 
how well it uses its resources to maximize earnings for shareholders (Abuamsha & 
Shumali, 2022). If the capital structure in the company is not appropriate, it will increase 
the financial risk and have an impact on decreasing performance.  

As an external funding source, debt has attracted many companies to restructure 
(Colline, 2022). Debt is typically used by businesses because it is easy to implement, has 
minimal transaction costs, is flexible and more efficient than equity financing, and has a 
lower capital cost burden (Feng et al., 2022 & Huang, 2022). Companies receive tax 
protection when they take on more debt, which allows them to lower their risk of 
bankruptcy and enhance their performance (Philemon et al., 2022). Currently, companies 
around the world have considered debt in their capital structure because financing with 
debt is more flexible, where companies can choose to use short-term and long-term debt to 
fulfill their business operations (Fasasi et al., 2022). The debt-to-equity ratio (DER) is a 
gauge of how much debt businesses are using (Feng, 2022). The DER ratio of companies 
listed on the Indonesia Stock Exchange (IDX) by sector is presented in Table 1. 
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Table 1. Sector-specific DER of IDX Listed Companies 
Sector Debt-to-Equity Ratio 
Energy 0,72 
Basic Material 0,86 
Industrial 0,65 
Consumer Non-Cyclicals 0,89 
Consumer Cyclicals 0,59 
Healthcare 0,44 
Financials 1,79 
Properties and Real Estate 0,47 
Technology 0,28 
Infrastructure 0,91 
Transportation and Logistic 0,29 

Source: IDX Quarterly Statistics (2022) 

The DER ratios of the businesses listed on IDX are contrasted in Table 1. The DER 
ratio is an indicator for evaluating a company's health. A high DER of a company could 
cripple the company’s ability to attain profit (Hasyim & Nuraeni, 2022). Following the 
research that DER harms firm performance. The high DER ratio in the financial industry is 
usual, even though there are exceptions for businesses like banking that engage in savings 
and loans (Murtini, 2022). Table 1 also reveals that infrastructure, with a DER of 0,91, is the 
business sector with the highest ratio outside of banking. The infrastructure sector has an 
unquestionably high DER ratio since businesses in this industry need a lot of operating 
capital and can't rely entirely on internal resources  (Kasenda, 2020). With a high DER ratio, 
it reflects that infrastructure sector companies tend to use debt rather than equity in their 
capital structure. 

According to historical statistics, Indonesian construction firms that are part of the 
infrastructure sub-sector typically have a low net profit margin and a sizable percentage of 
debt, which forces the company to shoulder a sizable interest burden (Kasenda, 2020). That 
ultimately triggers management to seek external funding sources with the lowest interest 
rates to improve firm performance and satisfy shareholders. This phenomenon shows a 
strong correlation between the capital structure's debt financing and firm performance. The 
usage of debt in a company’s capital structure and its effect on performance remains a 
debatable matter. According to Miller and Modigliani's 1963 capital structure theory, using 
debt will give businesses tax protection, allowing them to operate their businesses better 
(Olusola et al., 2022). It differs from the pecking order idea, though, which states that 
corporations that have a high level of profitability typically have less debt because they 
favor internal funding sources (Do et al., 2022).  

It needs more research because previous studies have shown that CEO narcissism, 
CEO overconfidence, capital structure, and firm performance are all strongly related. In 
addition, study on the effect of CEO narcissism and CEO overconfidence on firm 
performance is still limited and there seems to be a lack of studies using capital structure 
as a variable to mediate that effect. Therefore, this study will examine the effect of CEO 
narcissism and CEO overconfidence on the performance of infrastructure companies listed 
on IDX mediated by capital structure. This study also helps to produce new insights that 
businesses and academics may use as a resource. 
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2. HYPOTHESES DEVELOPMENT 

CEO Narcissism’s Impact on Capital Structure 
CEOs with narcissistic personalities have several attributes that are associated with 

them, such as the ease with people, openness, conscientiousness, intelligence, and a 
preference for taking risks (Braun et al., 2018 & Kusiyah et al., 2022). Companies managed 
by narcissistic CEOs will have more leverage since they enjoy making risky choices like 
using debt internally (Buyl et al., 2019). Zhang et al. (2021) also researched the impact of 
CEO narcissism on debt financing in China and their investigation provides credence to 
the notion that CEO narcissism benefits debt financing. They also claimed that the extent 
to which a corporation uses debt increases in direct proportion to how narcissistic its CEO 
is. 

H1: Capital structure is positively impacted by CEO narcissism 

Overconfident CEO Impact on Capital Structure 
Overconfident CEOs typically have inflated perceptions of their abilities (Liu et al., 

2022). Overconfident CEOs frequently take risky actions, such as increasing the company's 
leverage, because of their excessive confidence in themselves (Ho et al., 2016). CEO 
overconfidence is therefore thought to be intimately tied to the capital structure since they 
favor debt financing and disregard equity financing. According to research by Batool et al. 
(2022), CEO overconfidence has an advantageous impact on the capital structure because 
of its propensity to finance debt. Because corporations employ debt much more frequently 
than equity, according to  Mundi and Kaur (2022) CEO overconfidence has a favorable 
impact on the capital structure. 

H2: Capital structure is positively impacted by CEO’s overconfidence 

Capital Structure’s Effect on Firm Performance 
Companies utilize a combination of debt and equity ratios called capital structure to 

finance their operations (Spiff & Oriji, 2022) In order to build the best possible financial 
structures and enhance corporate performance, businesses might select debt and capital 
offers. Firm performance benefits from the capital structure as indicated by the debt ratio 
(Evbayiro-Osagie & Enadeghe, 2022; Orji et al., 2021 and Yinusa et al., 2019). Those findings 
are backed by Miller and Modigliani's 1963 theory, which contends that using debt will 
give businesses tax protection so they can boost a firm’s performance (Olusola et al., 2022). 
Likewise, the static trade-off theory contends that businesses can choose the best capital 
structure by weighing the advantages and drawbacks of employing debt to boost 
performance (Islam & Iqbal, 2022).  

Although Abuamsha and Shumali (2022); Olayemi and Fakayode (2021); Uremadu 
and Onyekachi (2019); and A et al. (2018) all claimed that capital structure had no bearing 
on business performance, the findings of the studies above contradict such claims. It also 
differs from the findings of Dat (2022); Islam and Iqbal (2022); Orlu et al. (2022); and 
Rajamani (2021) which show that capital structure has a significant, adverse impact on firm 
performance. This happens because when a company uses a proportion of debt that is too 
large in its capital structure, the resulting net profit is not enough to pay off the financial 
burden of the debt. 

H3: The performance of a firm is positively influenced by capital structure 
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CEO Narcissism’s Effect on Firm Performance 
High self-confidence and an excessive amount of admiration for oneself are 

characteristics of CEO narcissism (Christian & Sulistiawan, 2022). CEOs with narcissistic 
personalities like to show their superiority to get attention and praise from others (Rusydi, 
2021). Narcissistic CEO is closely related to firm performance. Narcissistic CEOs will use 
any means to increase company revenue to create a good image and get praise from others 
so that the leadership style of the narcissistic CEO encourages increased firm performance 
(Christian & Sulistiawan, 2022). By the results of Youssef (2022) and Olsen et al. (2013) 
research, CEO narcissism improves firm performance. The desire of CEOs to try to 
demonstrate their superiority and capacity in achieving goals is what drives companies led 
by CEO narcissism to accomplish goals  (Youssef, 2022).  

Ham et al. (2018) contend that CEO narcissism significantly lowers firm performance, 
which is in contradiction to those studies. It also differs from studies by Kusiyah et al. (2022) 
and Mira et al. (2022) which suggest that CEO narcissism does not significantly affect firm 
performance. Because all activities carried out by the CEO are not directly related to firm 
performance, even though the narcissistic personality influences his leadership style and 
decision-making style. 

H4: The performance of a firm is positively influenced by CEOs narcissism 

Overconfident CEO Effect on Firm Performance  
A key aspect impacting a company's decision-making is the CEO's overconfidence 

(Mundi & Kaur, 2019). CEOs who are overconfident frequently make poor decisions 
because they have an excessive amount of faith in their ability to control all decision 
outcomes (Chang & Lin, 2022). Overconfident CEOs are thought to be able to produce bad 
firm performance because they overestimate the risk of a decision and underestimate the 
outcomes (Galariotis et al., 2022). In accordance with the results of Kim and Jang’s (2020) 
research, a CEO's overconfidence has a detrimental impact on the profitability of the 
organization. Additionally, according to the research, organizations with an overconfident 
CEO perform worse. 

In contrast, Mundi and Kaur’s (2022) research states that firm performance will 
increase if it is led by an overconfident CEO. This is because the CEO had faith in his ability 
to select the degree of investment that would produce the best performance. That study 
supports the conclusions made by Ham et al. (2018) who found that CEO overconfidence 
had a large, beneficial impact on business performance.   

H5: The performance of a firm is positively influenced by CEO overconfidence 

The Mediating Role of Capital Structure in the Impact of CEO Narcissism on Firm 
Performance 
According to Buyl et al. (2019), narcissistic CEOs predominate when making 

hazardous decisions, such as funding businesses with debt, which affects raising firm 
leverage. The effect of CEO narcissism on capital structure is also proven by research done 
by Zhang et al. (2021), which indicated that CEO narcissism that narcissistic CEO does 
positively affect debt financing, with the amount of debt used in a company's capital 
structure increasing as CEO narcissism increases. 

The study by Olusola et al. (2022) shows that capital structure affects firm 
performance. By using a reasonable amount of debt in the capital structure, companies can 
perform better. The results of research by Evbayiro-Osagie and Enadeghe (2022); Olusola 
et al. (2022); Orji et al. (2021); and Yinusa et al. (2019) also show that capital structure 
positively influences firm performance. By lowering financing with equity in the 
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company's operations, a debt policy might encourage corporations to employ significant 
amounts of debt. As a result, companies with significant leverage can nevertheless perform 
well. 

These studies prove that the structure of capital decisions made by CEO narcissism 
can indirectly affect firm performance. When CEO narcissism is able to use a reasonable 
amount of debt in its capital structure, the company can create better performance. 

H6: Capital structure can intervene in the effect of CEO narcissism on firm performance 

The Mediating Role of Capital Structure in the Impact of CEO Narcissism on Firm 
Performance  
Batool et al. (2022) show that a CEO's level of confidence affects the company's 

financial choices, and overconfident CEOs have a propensity to borrow money, raising the 
leverage of the business. The effect of CEO overconfidence on capital structure is also 
proven by  Mundi and Kaur (2022) in their research, which states that overconfident CEOs 
use a large proportion of debt compared to equity to finance company operations. 

Dat (2022); Alfawareh et al. (2022); Orlu et al. (2022); and Rajamani (2021) prove that 
capital structure affects firm performance. Performance can be negatively impacted by the 
capital structure's excessive usage of debt since it can restrict managers' ability to oversee 
business operations. Yet, if the level of debt utilized to finance the company is still fair, then 
firm performance may improve (Olusola et al., 2022).  

These studies show that CEO overconfidence affects firm performance through 
capital structure. When debt is utilized excessively, it will have a detrimental effect on the 
performance of the firm since it might lead the business to suffer a heavy weight of interest 
due to CEOs' propensity for overusing debt. 

H7: Capital structure can intervene in the effect of CEO overconfidence on firm 
performance 

 
Figure 1. Schematic Framework 

 
3. METHOD, DATA, AND ANALYSIS 

Companies operating in the infrastructure industry and listed on the Indonesia Stock 
Exchange make up the population that this study is looking at. Transportation 
infrastructures, heavy construction and civil engineering, telecommunication, and utilities 
make up the four sub-sectors of the infrastructure sector, which together contain 58 firms. 
39 sample companies were drawn from the population using the purposive sampling 
technique. The sample companies chosen met the requirements as listed in Table 2 below. 

 

 

 

CEO	Narcissism	

CEO	Overconfidence	

Capital	Structure	 Firm	Performance	
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Table 2. Criteria for Research Sample 
Information Amount 
Infrastructure sector companies listed on Indonesia Stock Exchange 58  
Companies conducting initial public offerings after 2017 (13) 
Company's annual reports insufficient (3) 
The company's financial statements use currencies other than Rupiah (3) 
The number of sample companies that meet the criteria 39  
The number of samples for the 2017-2021 research period 195 sample 

Source: Data processed (2023) 

Secondary data types are collected to meet the overall research needs. Secondary data 
is information that has been gathered and made public by individuals other than 
researchers (Digdowiseiso et al., 2022). The secondary data used in this study are the 
financial statements of the sample companies that were posted between 2017 and 2021 on 
the Indonesian Stock Exchange's official website. Because it combines cross-sectional and 
time series data, the collected data is referred to as panel data. Therefore, the appropriate 
data analysis method in this study is multiple linear regression using the E-Views 12 
program to test the direct effect and using the Sobel Test to test the indirect effect. The 
following is the equation model applied in this study: 

Y = α + β1X1it + β2X2it + β3Zit + ɛit………………………… (1) 
Z = α + β4X1it + β5X2it + ɛit…………………………………………… (2) 
 
Where: 
Y = Dependent variable 
Z = Mediation variable 
X = Independent variable 
α = Constanta 
β = Coefficient beta 
ɛ = Error term 
i = Cross-section item 
t = Time series item 

The variables employed in this study will be subjected to hypothesis testing. A 
technique called hypothesis testing is used to determine how significant a relationship 
between study variables is (Sepriani & Candy, 2022). As a result, this research will verify 
the direct effects of CEO narcissism and CEO overconfidence on the capital structure and 
company performance as well as the importance of capital structure as a mediating 
variable. Table 3 displays the variables used during this research. 
Table 3. Measurement of the Variables  

Variable 
Type Variable Name Measurement Formula Source 

Dependent Firm 
Performance 

Return on 
Asset Ratio 

Net	Income
Total	Asset Rajamani 

(2021)  Return on 
Equity Ratio 

Net	Income
Total	Equity 

Independent CEO Narcissism 
(CEON) 

CEO 
Photograph 

a. A score of one is given if 
there is no photo of the 
CEO.; 

 Rusydi (2021) 
and Mira et al. 

(2022) 
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Variable 
Type Variable Name Measurement Formula Source 

b. A score of two is given if 
the CEO is shown in a 
photo with one or more 
co-executives.; 

c. A score of three is given if 
a CEO's photo is shown 
on less than half of a 
page; 

d. A score of four is given if 
the CEO's photo is 
displayed on more than 
half of a page; 

e. A score of five is given if 
the CEO's photo is shown 
in its entirety on a single 
page. 

CEO 
Overconfidence 

(CEOO) 

Dummy If the DER is above the 
industry median during the 
research year, it receives a 
score of one; otherwise, it 
receives a score of zero. 

(Bivianti et al., 
2022)  

Mediation Capital 
Structure 

Debt-to-
Equity Ratio 

Total	Liabilities
Total	Equity  Abughniem et 

al., (2020) 
Source: Data processed (2023) 

4. RESULTS 

The outcomes of the descriptive statistical test are the minimum, maximum, average, 
and standard deviation value which indicates how far or how close the sample data is to 
the mean. 
Table 4. Descriptive Statistical Test Result  

Variable 
Descriptive Statistic 

Min Max Mean Std. Dev 
CEON  1 5 4,06667 0,83769 
CEOO 0 1 0,55385 0,49837 
DER -2,85696 370,57409 4,39439 28,56644 
ROA  -1.396,86271 172,5264 -6,48432 100,87080 
ROE  -544,45356 5,90282 -2,98011 39,09641 

Source: Data processed (2023) 

Table 5 shows that the highest value of the CEO narcissism variable is 5 in 69 sample 
data and the lowest value is 1. The CEO narcissism variable has an average value of 4,06667, 
indicating that the majority of the sample companies are run by CEOs who have narcissistic 
personalities. The CEO narcissism variable's standard deviation is 0,83769, which is lower 
than average. This circumstance suggests that there is less diversity in the distribution of 
CEO narcissism variable data. 

The overconfidence CEO variable's descriptive statistical test yields a highest value 
of 1 and a lowest value of 0. From 2017 to 2021, a total of 108 sample data showed 
enterprises run by CEOs who were overconfident, while 87 other data showed businesses 
run by CEOs who were not overconfident. The overconfidence CEO variable's average 
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value, which is 0,55385, indicates that overconfident CEOs are in charge of the majority of 
businesses. Moreover, CEO overconfidence has a standard deviation of 0,49837, which is 
lower than the average. These findings suggest that the sample data used for this 
investigation are less diverse. 

In addition, the highest value of DER is 370,57409 and the lowest value is -2,85696. 
The average value of DER is 4,39439, meaning that the average sample company's debt is 
4,39439 times larger than its total equity. Also, the variable's standard deviation value, 
which is greater than the mean and stands at 28,56644, demonstrates the diversity of DER 
data.  
Table 5. Redundant Fixed Effect Test 

Dependent Variable: Capital Structure 
Independent Variables: CEO Narcissism and CEO Overconfidence 
Effect Test Statistic d.f. Prob 
Cross-section F 1,077279 (38.154) 0,3656 
Cross-section Chi-Square 45,965736 38 0,1757 

 

Dependent Variable: Firm Performance (ROA) 
Independent Variable: Capital Structure  
Effect Test  Statistic d.f. Prob 
Cross-section F 1,282420 (38.155) 0,1481 
Cross-section Chi-Square 53,309127 38 0,0575 

 

Dependent Variable: Firm Performance (ROE) 
Independent Variable: Capital Structure  
Effect Test  Statistic d.f. Prob 
Cross-section F 1,402862 (38.155) 0,0786 
Cross-section Chi-Square 57,641282 38 0,0214 

 

Dependent Variable: Firm Performance (ROA) 
Independent Variables: CEO Narcissism and CEO Overconfidence  
Effect Test  Statistic d.f. Prob 
Cross-section F 0,961038 (38.154) 0,5407 
Cross-section Chi-Square 41,496316 38 0,3208 

 

Dependent Variable: Firm Performance (ROE) 
Independent Variables: CEO Narcissism and CEO Overconfidence 
Effect Test Statistic d.f. Prob 
Cross-section F 1,202643 (38.154) 0,2168 
Cross-section Chi-Square 50,673819 38 0,0819 

 

Source: Data Processed (2023) 
 

The minimum value of the ROA ratio is -139.686,271% and the maximum value is 
17.252,640%. Judging from the average value, the sample companies have a ROA of -
648,432%. This value illustrates the company's ineffectiveness in managing assets to 
generate profits so that the company loses money. A value of 100,87080 is obtained for the 
standard deviation of ROA and is greater than the mean. These circumstances show that 
the ROA variable data is highly volatile.  

The variable ROE descriptive statistical test results show a lowest value of -
54.445,356% and a highest value of 590,282%. The mean value of the ROE variable is -



Jurnal Keuangan dan Perbankan 

 240 

298,011%. This value illustrates the inability of infrastructure companies to generate profits 
from their capital and such conditions must be anticipated immediately. Besides that, the 
standard deviation value of the ROE variable is 39,09641 which shows that there are 
variations in the data because it exceeds the average value. 

It is required to conduct multiple tests in stages to identify the optimal model that 
matches the research data to produce research results that are correct and fully represent 
the facts. Lagrange multiplier tests, Hausman tests, and redundant fixed effect tests are a 
few of the tests that must be conducted. 

Table 5 presents the results of the redundant fixed effect test for the effects of the 
study's variables. Redundant fixed effect tests were conducted to determine the regression 
model that existed between the common effect model (CEM) and the fixed effect model 
(FEM). Only one of the probabilities for the relationship between capital structure and ROE 
indicates a value less than α (α = 0,05), the others all surpass α (α = 0,05). In this method, 
the Hausman test will be carried out to decide which of the FEM and REM models is the 
best, and the Lagrange multiplier test will be applied to the remaining data. 

 
Table 6. Hausman Test 

Test Summary Chi-Sq Statistic Chi-Sq. d.f. Prob. 
Cross-section random 0,004576 1 0,9461 

Source: Data processed (2023) 
 

The Hausman test results in Table 6 show that the probability of the capital structure's 
impact on ROE is 0.9461. This value indicates that REM is more appropriate to use than 
FEM. That's because the probability value of random cross-section exceeds α (α = 0.05). As 
a result, to identify the most effective model between CEM and REM, we will conduct the 
Lagrange multiplier test using several variables that have a chi-square cross-section 
probability exceeding α (α = 0.05) in Table 5.  

 
Table 7. Lagrange Multiplier Test 

Dependent Variable:  Capital Structure 
Independent Variables: CEO Narcissism and CEO Overconfidence 

  
Test Hypothesis 

Cross-section Time Both 

Breusch-Pagan 
0,105907 0,116679 0,222586 
(0,7449) (0,7327) (0,6371) 

 

Dependent Variable: Firm Performance (ROA) 
Independent Variable: Capital Structure 

  
Test Hypothesis 

Cross-section Time Both 

Breusch-Pagan 
0,001159 0,056569 0,057728 
(0,9728) (0,8120) (0,8101) 

 

Dependent Variable: Firm Performance (ROE) 
Independent Variable: Capital Structure  

  
Test Hypothesis 

Cross-section Time Both 

Breusch-Pagan 
1,556647 0,266050 1,822697 
(0,2122) (0,6060) (0,1770) 
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Dependent Variable: Firm Performance (ROA) 
Independent Variables: CEO Narcissism and CEO Overconfidence 

  
Test Hypothesis 

Cross-section Time Both 

Breusch-Pagan 
0,139121 0,005856 0,144977 
(0,7092) (0,9390) (0,7034) 

 

Dependent Variable: Firm Performance (ROE) 
Independent Variables: CEO Narcissism and CEO Overconfidence 

  
Test Hypothesis 

Cross-section Time Both 

Breusch-Pagan 
0,041728 0,024613 0,066341 
(0,8381) (0,8753) (0,7967) 

 

Source: Data processed (2023) 
 

Table 7 displays the outcomes of the Lagrange multiplier test to determine which of 
the REM and CEM was the better model. If the Breusch-pagan cross-section value is greater 
than α (α = 0.05), CEM should be utilized. Thus, if the value is smaller than α (α = 0.05), it 
is recommended to use REM. Since all the values are bigger than α (α = 0.05), CEM is the 
best study model to use. Table 8 then displays the outcomes of the regression test using 
CEM. 
Table 8. Regression Test Results 

Dependent Variable: Capital Structure 
Variable Coefficient Std. Error t-Statistic Prob. 
C 27,46100 9,938840 2,762998 0,0063 
CEON -7,127581 2,491281 -2,861011 0,0047 
CEOO 10,68688 4,187461 2,552114 0,0115 

 

Dependent Variable: Firm Performance (ROA) 
Variable Coefficient Std. Error t-Statistic Prob. 
C -6,657524 7,327365 -0,908584 0,3647 
DER 0,039414 0,254158 0,155078 0,8769 

 

Dependent Variable: Firm Performance (ROE) 
Variable Coefficient Std. Error t-Statistic Prob. 
C 2,727545 0,895207 3,046833 0,0026 
DER -1,298852 0,031051 -41,82929 0,0000 

 

Dependent Variable: Firm Performance (ROA) 
Variable Coefficient Std. Error t-Statistic Prob. 
C -50,56447 35,93387 -1,407154 0,1610 
CEON 9,467419 9,007224 1,051092 0,2945 
CEOO 10,07376 15,13976 0,665384 0,5066 

 

Dependent Variable: Firm Performance (ROE) 
Variable Coefficient Std. Error t-Statistic Prob. 
C -37,93152 13,67011 -2,774777 0,0061 
CEON 9,988013 3,426566 2,914875 0,0040 
CEOO -10,23121 5,759532 -1,776396 0,0773 

 

Source: Data processed (2023) 
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According to the results of the regression test in Table 8, which reveal that CEO 
narcissism has a probability of 0,0047, which is less than 0,05, and a coefficient of -7,127581, 
it has a substantial negative effect on the capital structure. CEO overconfidence, on the 
other hand, has a significantly positive impact on the capital structure because it has a 
probability value greater than 0,05, specifically 0,0115, and a coefficient of 10,68688. 
Moreover, Table 8 also shows that capital structure has a significant adverse impact on ROE 
because it shows a probability of less than 0,05, namely 0,000, and a coefficient of -1,29885. 
Yet, as shown by a probability of 0,9769 exceeding 0,05, the firm's performance as assessed 
by ROA is unaffected by the capital structure. Furthermore, it is proven that CEO 
overconfidence does not significantly affect firm performance as assessed by ROA or ROE 
because it has a probability greater than 0,05, specifically 0,5066 and 0,0773. Meanwhile, 
CEO narcissism doesn’t affect ROA but has a substantial and positive effect on ROE. This 
is shown by the fact that the CEO narcissistic probability value on ROE is 0,0040, above 
0,05, with a coefficient of 9,988013. 

This study evaluates the direct impact of CEO narcissism and CEO overconfidence 
on firm performance as well as the indirect impact, with capital structure serving as a 
mediating factor. Table 9 shows the results of the mediation test, which was conducted 
using the Sobel test. 

 
Table 9. Mediation Test Results 

Dependent Variable: Firm Performance (ROA) 
Variable t-Statistic P-Value 
CEON -0,15093 0,88002  
CEOO  0,15087 0,88007 

 

Dependent Variable: Firm Performance (ROE) 
Variable t-Statistic P-Value 
CEON  2,85434 0,00431 
CEOO -2,54737 0,01085 

 

Source: Data Processed (2023) 
 
Table 9 displays the findings of the mediation test for CEO narcissism and CEO 

overconfidence with p-values of 0,88002 and 0,88007. These findings suggest that the 
capital structure is unable to intervene in the impact of the CEO's narcissism and 
overconfidence on ROA. Also, findings from the mediation test indicate that the p-values 
for CEO narcissism and CEO overconfidence, respectively, are 0,00431 and 0,01085. This 
value means that the capital structure can intervene in the impact of the CEO's narcissism 
and overconfidence on ROE. 
 
5. DISCUSSION 

The first hypothesis in this study is disproved, as shown by the panel regression 
results in Table 8, which show that CEO narcissism negatively affects capital structure. 
CEOs with narcissistic tendencies are more protective about things that can alter how 
others perceive them because they prefer to believe they are the most flawless people. 
Given this, the CEO of narcissism will employ equity rather than debt to preserve the 
company's reputation. When he can effectively manage the equity to produce profits, the 
narcissistic CEO believes that he will receive recognition from others. Using debt, however, 
will shame the narcissistic CEO because they are perceived as being unable to handle the 
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company's equity well and must borrow from external sources. This finding contradicts 
Zhang et al. (2021)’s research. 

The test results prove that CEO overconfidence influences capital structure positively 
and significantly. CEOs that are overconfident exhibit extreme levels of assurance. 
Overconfident due to their strong self-esteem, CEOs frequently engage in risky business 
actions including raising debt levels. The capital structure of a company run by an 
overconfident CEO will typically have more debt than equity because the overconfident 
CEO thinks he has the expertise to handle the company's debt. As a result, the study's 
hypothesis is supported by Batool et al. (2022) and Mundi and Kaur (2022). 

When firm performance is gauged by ROA, the effect of capital structure is negligible. 
The majority of infrastructure businesses have a somewhat high DER, but they are 
nevertheless able to manage their debts because when the projects they are implementing 
are finished, the projects can be sold and lower the company's DER ratio. In these 
conditions, the capital structure cannot strongly influence firm performance, hence the 
findings are irrelevant. In this study, corporate performance is also assessed using ROE in 
addition to ROA. The capital structure has a significant, negative impact on ROE. The 
majority of the infrastructure industry's projects are for the country's infrastructure 
development, and it is a business sector that frequently uses debt rather than equity to 
finance the projects that will be carried out. As a result, infrastructure firms must borrow 
money from banks to finance their long-term initiatives. Companies that borrow money 
from banks naturally pay interest, therefore when the company's net profit is insufficient 
to cover the interest expense, it will decrease the company’s profitability. This condition 
causes infrastructure companies with high DER to experience a decrease in ROE because 
they are not optimal in managing capital in the form of debt. The regression results in Table 
8 prove that capital structure does not affect firm performance as measured by ROA, where 
these results are supported by Abuamsha and Shumali (2022), Olayemi and Fakayode 
(2021), Uremadu and Onyekachi (2019), and A et al. (2018). However, in contrast to ROE, 
which is significantly negatively affected by capital structure, and consistent with research 
by Dat (2022), Islam and Iqbal (2022), Orlu et al. (2022), and Rajamani (2021). Based on these 
results, the hypothesis in this study was rejected.  

The firm performance determined by ROA is said to be unaffected by CEO 
narcissism. Because narcissistic CEOs enjoy being the center of attention, they will 
prioritize themselves over all other aspects of the business when they have narcissistic 
traits. Thus, the narcissistic personality of the CEO can only create a leadership style that 
produces a different atmosphere in the company and has no effect on the way the CEO 
utilizes assets to generate profits. A study by Mira et al. (2022) and Kusiyah et al. (2022) 
found no relationship between CEO narcissism and firm performance. On the other hand, 
CEO narcissism has a substantial and positive impact on ROE. Since ROE is a factor that 
investors consider when selecting whether to invest in a company, the narcissistic CEO will 
want to show that he is capable of handling the company's finances skillfully so that ROE 
increases. Naturally, having a positive ROE will encourage additional investors to invest. 
CEO narcissism uses enhancing firm performance to draw in investors as a means of 
preserving his self-esteem and, inadvertently, enhancing the CEO's reputation for being 
able to handle corporate capital well. These research results are consistent Youssef (2022) 
and Olsen et al. (2013). 

The hypothesis is disproved by the regression results in Table 8, which show that 
CEO overconfidence doesn't affect firm performance because the CEO overconfidence data 
has a less diversified distribution, hence it did not significantly affect business performance. 
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These findings go against the findings of studies by Mundi and Kaur (2022) and Ham et al. 
(2018), which claim that CEO overconfidence has a significant positive impact on firm 
performance.  

The mediation test results in Table 9 prove that CEO narcissism does not affect firm 
performance (ROA) mediated by capital structure. The narcissistic CEO may be able to 
choose between the equity and debt of a firm’s capital structure. Because infrastructure 
corporations already have substantial debt levels, this didn't significantly affect their 
capital structures. ROA is unaffected by a company's high amount of debt in the 
infrastructure sector. The returns from infrastructure companies are still balanced, in that 
they don't exhibit sharp increases or reductions, which suggests that this condition may be 
related to them. The research results are inconsistent with Zhang et al. (2021), Olusola et al. 
(2022), Evbayiro-Osagie and Enadeghe, (2022), Orji et al. (2021), and Yinusa et al. (2019). 
Also, this study found that capital structure can intervene in the impact of CEO narcissism 
on ROE. CEO narcissism will keep his self-esteem up so that when choosing the capital 
structure, he may give equity precedence over debt. So, the capital structure's proportion 
between debt and equity may be impacted by the narcissistic CEO. The choice of whether 
to categorize a project as capital or debt in the infrastructure sector affects the company's 
performance unquestionably. This is because infrastructure sector companies tend to use 
debt as capital to run their projects. If the debt cannot generate profit, it will decrease firm 
performance and vice versa. The results of this study supported by Zhang et al. (2021), 
Olusola et al. (2022), Evbayiro-Osagie and Enadeghe, (2022), Orji et al. (2021), and Yinusa 
et al. (2019).  

The mediation test in Table 9 further proves that there is no mediation role of capital 
structure in the relationship of CEO overconfidence towards the performance of firms 
when measured by ROA. DER of a company may rise if the overconfident CEO takes on 
debt to fund operations. The increase in DER won't have a significant effect on ROA, 
though, if it is countered by a return that is just adequate to balance the company's financial 
burden. Due to the weakness of correlation between variables, the capital structure doesn't 
mediate the relationship between CEO overconfidence on firm performance. The findings 
of this study are inconsistent with Batool et al. (2022), Mundi and Kaur (2022), Dat (2022), 
Alfawareh et al. (2022), Orlu et al. (2022), and Rajamani (2021). The test findings and the 
company's success as determined by ROE are different. CEO overconfidence is mediated 
by capital structure in its relationship with ROE. CEO overconfidence tends to make risky 
decisions like heavily weighting debt in the company's capital structure. The profitability 
of a company will suffer whenever debt gets utilized excessively and fails to generate 
profits. On the other hand, it will produce profitable returns if the debt can be managed 
well. This study’s outcome concludes that an overconfident CEO indirectly affects firm 
performance through capital structure intervention. These results are consistent with the 
research of Batool et al. (2022), Mundi and Kaur (2022), Dat (2022), Alfawareh et al. (2022), 
Orlu et al. (2022), and Rajamani (2021).  

 

6. CONCLUSION, LIMITATIONS, AND SUGGESTIONS 

This study is done to validate any relationship any relationship that ROA and 
ROE as measurements of firm performance have with CEO narcissism and CEO 
overconfidence. In addition, it also examines the indirect effect of using capital 
structure as a mediating variable. When the direct effect test is done, results show 
a strong negative effect of CEO narcissism towards capital structure, in contrast to 
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CEO overconfidence which was found to have a significant positive effect on capital 
structure. Additionally, is found to be negatively affecting ROE while having no 
relationship with ROA. The direct effect test of CEO narcissism has a strong positive 
impact on ROE but doesn't affect ROA. Likewise, CEO overconfidence doesn’t have 
any kind of significant relationship with either ROA or ROE. The outcomes of this 
study also validate the role of capital structure in intervening with the influence of 
CEO narcissism as well as overconfident CEOs in their relationship with firm 
performance. Capital structure has the role of mediating CEO narcissism and CEO 
overconfidence on firm performance as measured by ROE but was unable to 
mediate the effect of CEO narcissism and CEO overconfidence on ROA. 

This study is not representative of the variables as a whole due to several 
limitations. This constraint comes with the fact that previous research on narcissistic 
and overconfident CEOs is still limited, as is research that employs capital structure 
as a mediating variable. Because it exclusively focuses on infrastructure sector 
companies listed on the Indonesia Stock Exchange, this research is further limited 
by the object used. Aside from that, this study employs only two independent 
variables. 

Given the limitations mentioned, several suggestions can be applied in further 
research. More data regarding narcissistic and overconfident CEOs should be 
gathered for future research to develop novel approaches for measuring these two 
characteristics and provide more significant findings. In addition, the study object 
may be focused on international businesses or other corporate sectors. Future 
studies looking into CEO dark personalities might want to include CEO 
psychopathology and CEO Machiavellianism as independent factors. 

. 
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