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Foreign Experience of CEOs and Managerial Risk Taking
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Abstract: Our paper uses a multidimensional analysis to provide a better insight on the
relationship between CEO foreign experience and corporate risk-taking. By decomposing
the foreign experience of CEOs from developing economies such as Malaysia, we find
that CEOs who have studied in OECD countries undertake higher levels of risk-taking and
CEOs’ foreign working experience may have an adverse effect on risk-taking behaviour
especially if the working experience is obtained from non-OECD countries. Additional
analysis reveals that younger CEOs and family CEOs with foreign working experience
matter in reinforcing the firms’ risk-taking activities. Overall, our findings provide
implication for researchers and policymakers seeking to nurture risk-taking behaviours
and innovativeness in emerging countries.
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1. Introduction

A wealth of research indicates inconclusive predictions with respect to the relationship
between CEO foreign experience and corporate risk-taking. One strand of literature
predicts that CEOs with foreign experience display higher levels of risk propensity as
managers with foreign experience are deemed to have greater failure-tolerance levels,
better global view and ability to accurately estimate risk and return on investment
(Herrmann & Datta, 2006; Yuan & Wen, 2018). Another strand of study contends that
CEOs with foreign experience may become unfamiliar with local culture after years of
life overseas and this results in a detrimental effect to an individual’s social network in
the firm of the home country, thus leading to a more risk averse behaviour (Georgakakis
et al., 2016; Nielsen & Nielsen, 2013; Yuan & Wen, 2018).

We contend that these inconclusive results may be attributed to variation in
capturing the foreign experience aspect. Prior studies are prone to capture foreign
experience using working and/or studying outside the country of origin (Giannetti et
al., 2015; Herrmann & Datta, 2005; Sambharya, 1996; Yuan & Wen, 2018). Some prior
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studies only cover international working orientation (Nielsen, 2010) and some studies
employ number of years on foreign working assignments experience (Carpenter et al.,
2001). As the international experience of CEOs is a multi-dimensional phenomenon, a
more comprehensive measure is required to analyse his/her foreign experience. We
propose to decompose foreign experience by distinguishing CEOs’ studying and working
experience, and further analyse the country of origin with respect to whether the foreign
studying and working experience are obtained from OECD or non-OECD countries.

In order to decompose the foreign experience, we need a country with a distinct
type of foreign experience, that is, a country which has a high rate of students’ crossing
borders and studying abroad, especially from emerging countries to investigate
the effect of spillover from developed countries. Based on the data from UNESCO
Institute for Statistics (UIS) on global flow of tertiary-level students, the outbound
mobility ratio for emerging markets in East Asia is generally low except for Malaysia.
The outbound mobility ratio which captures the rate of students’ crossing borders
and studying abroad are tabulated in Table 1. As shown in Table 1, Malaysian are
highly internationally mobile with a ratio of 4.8, which is the highest among the
emerging markets in East Asia. This is considerably counting on the continuous effort
of the Malaysian government in liberalising higher education policy (Yusoff et al.,
2000). Besides, Malaysia has gradually liberalised trade and integrated with the world
economy in the 1970s. Globalisation in the 1980s and 1990s has promoted international
trade expansion and open channels for locals to work overseas. It is also during the
early 1990s that Malaysia began to make higher education accessible to the public by
providing opportunities for distance learning and studying abroad through collaboration
with overseas universities (Yusoff et al., 2000).

Table 1. Outbound mobility ratio of emerging markets in East Asia

Country Ratio
Cambodia 2.9
China 2.2
Indonesia 0.6
Korea 3.3
Malaysia 4.8
Myanmar 1.1
Philippine 0.5
Singapore -
Thailand 1.3
Vietnam 3.6

Source: UNESCO Institute for Statistics (UIS). http://uis.unesco.org/en/
uis-student-flow

Malaysia thus provides an ideal setting for us to conduct the more refined inves-
tigation on foreign experience of CEOs by decomposing them into two categories:
CEO with foreign working experience and CEO with foreign education; and to further
examine the impact of foreign experience from developed (OECD) countries to the
managerial risk-taking of a firm. Being a former British colony, the United Kingdom has
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been the traditional higher education destination for Malaysians due to the historical
ties between the two countries. Most Malaysians tend to continue working in foreign
countries after completing their studies overseas. A World Bank report shows that
Malaysians are working in four key countries, namely Australia, Canada, the United
Kingdom and United States, mainly in sectors such as manufacturing, scientific,
technical and healthcare services (World Bank, 2015). Prior research shows that after
several years of education and/or business experience in developed or OECD countries,
returnees has created a significant knowledge transfer and innovation to home
countries (Filatotchev et al., 2011).

We use R&D expenditure and financial leverage as proxies for managerial risk-
taking as these are the two most widely examined risky investment and financial
policies in the previous literature. Although R&D and leverage are risky corporate
policies, they enhance the competitive advantage and economic growth for a firm
(Hoskisson et al., 2017). R&D activities involve long-term multi-stage processes that are
full of uncertainty (Holmstrém, 1989). It is riskier than investments on property, plant
and equipment as it involves uncertainty on realisation of expected payoff (Lu & Wang,
2018). However, when R&D expenditure leads to improvement of product offerings, it
brings a higher level of profitability to the firm (Trajtenberg, 1990). Similarly, financial
leverage is a riskier financial choice as debt financing may bring a negative impact on
the profitability of a firm (Faccio et al., 2011). However, financial debt is a very flexible
fund that can be sourced externally (Norden & van Kampen, 2013) for the investment of
productive assets to support output growth. Besides, it does not reduce the growth for
a firm with better investment opportunities (Lang et al., 1996).

Emerging economies generally lack expertise and resources to develop innovative
and entrepreneurial activities (Peng, 2001). There is increasing evidence showing
that emerging economies in East and Southeast Asia invest far less in R&D (Carney &
Gedajlovic, 2003). Similarly, Malaysia has hardly increased the R&D expenditure beyond
one percent of the country’s gross domestic product (Mahadevan, 2002). Besides,
corporate debt in Malaysia has been expanding at a slower pace as compared to other
emerging markets. On one hand, firms in Malaysia are averse to exposing themselves
to leverage in the aftermath of the Asian financial crisis 1997/98. On the other hand,
corporate sectors are facing difficulties to access borrowings due to consolidation of
banks and rigid guidelines on financing facilities (Tong & Ho, 2019). Therefore, we
investigate whether the broader views and higher failure tolerance behaviour gained
from foreign experience may weaken the risk averse behaviour of CEOs, and promote
higher levels of R&D investment and capital borrowing in the country.

This paper offers several contributions. Broadly, this study contributes to the
literature that investigates determinants of CEOs’ risk-taking behaviour. Previous
research has focused on how characteristics of CEOs such as education level, career
tenure and gender affect their risk preference (Barker Il & Mueller, 2002; Bertrand
& Schoar, 2003; Elsaid & Ursel, 2011). Specifically, this study identifies foreign
backgrounds of CEOs as a source of risk preference that influences the risk profile of
the firm managed by them. Thus, our research adds to the growing body of literature
examining the relationship between CEO foreign experience and risky corporate policy
(Yuan & Wen, 2018). Most of the prior studies examine foreign experience by not
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isolating the working and studying experience (Schmid & Altfeld, 2018; Yuan & Wen,
2018). We analyse the foreign experience in depth by decomposing not only the foreign
working and studying experience, but also the country of origin from which the CEOs
pursue their experience. This allows broadening of our understanding on the effect of
CEOs’ foreign experience to the managerial risk-taking of the firms.

We also demonstrate that observable managerial personal traits can be used to
deduce the strategic choice and performance level of an organisation, as proposed
by upper echelons theory. Investors who are able to diversify risk through investment
portfolios may prefer firms with riskier policies. Thus, foreign experience of a CEO may
serve as one of the criteria for investors in choosing firms as a target of investment.
Besides, this study also contributes to literature that investigates the matching between
firms and CEOs. We provide evidence that firms may consider the background such
as foreign experience of the CEO to match its preferred risk strategies when making
hiring decisions. Lastly, our study offers practical implications to policy makers not only
in Malaysia, but also other emerging economies. Our study provides insights on the
importance of spillover effects from developed countries in transferring knowledge and
technical skills to emerging countries. CEOs with foreign experience represent a source
of valuable knowledge and foreign experience in developed countries can stimulate
innovation and technology advancement. Policy makers of emerging countries may
encourage international exposure to promote innovation and entrepreneurial initiatives
in the country.

2. Theory and Hypotheses

Managerial risk-taking refers to the strategic choice of top managers that are associated
with risky consequences arising from uncertainties in the corporate world (Hoskisson
et al., 2017). Risk-taking plays an important role in strategic management as it affects
the competitive advantage, economic performance and growth of an organisation
(Bromiley, 1991). In a corporation, the CEO is the central decision maker that confronts
risk-taking decisions on a continual basis (MacCrimmon & Wehrung, 1990). CEOs tend
to face decision challenges due to ambiguous cues and information overload (von den
Driesch et al., 2015).

Upper echelons theory suggests that how the executive perceive and interpret
the information and situation around them affect their orientation. This orientation is
formed by observable experience and psychological properties of executives and are
translated into strategic choices such as risk-taking (Hambrick & Mason, 1984). The
theory is grounded on the principle of bounded rationality in which uncertain and
informationally complex situations can be predicted (Simon & March, 1958). Thus, the
act of an organisation such as undertaking of risky policies can to a certain extent be
explained from the characteristics of the CEO, and CEO foreign experience is one of the
observable attributes.

While it is well-established that the act of the firm can be predicted from the
foreign background of the CEQ, it is unclear how the foreign experience has benefitted
the firm. We argue from the resource-based view and failure-tolerance perspective
that foreign experience has become a crucial resource in enhancing the competitive
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advantage of a firm. For a resource to create sustainable competitive advantage, it
needs to be valuable, rare, non-substitutable and inimitable (Barney, 1991) and CEQ’s
foreign experience possesses all of these attributes (Carpenter et al., 2001). It is rare
as executives with international experience remain a relative rarity (Carpenter et al.,
2001); it is non-substitutable as these skills cannot be easily obtained through other
means (Sullivan, 1994) and be imitated as this experience is a function of unique
historical conditions (Daily et al., 2000).

From the perspective of resource-based view, international experience equips CEOs
with foreign knowledge and broader view in handling complex management challenges
in globalisation of business (Daily et al., 2000). Prior research posits that managers
with foreign experience are believed to have a wider global view, better knowledge
and greater confidence in estimating risk and return on investment (Herrmann &
Datta, 2006). Talents and specialised skills are formed to resolve difficulties and
tolerate uncertainties when managers are working in foreign countries, especially more
developed nations (Yuan & Wen, 2018). From the perspective of failure-tolerance,
managers with foreign experience are more tolerant with unsatisfactory results as they
have to resolve difficulties when studying or working in foreign countries alone (Yuan
& Wen, 2018). Managers with foreign experience have greater ability in identifying
opportunities and making more aggressive decisions. This is because they may have
experienced difficulties when they study or work in foreign countries and become more
tolerant of risk when confronting unexpected failures (Lumpkin & Dess, 1996).

However, there are arguments that managers with foreign experience are used
to foreign business practices and less receptive to the domestic way of doing things
(Nielsen & Nielsen, 2013). They may become unfamiliar with local culture and how
local companies are being operated and managed after years of life overseas. Besides,
on one hand, one may become more risk tolerant after experiencing failure; on
the other hand, one may become more prudent and less risk tolerant as they learn
clearly the possibilities of failure (Yuan & Wen, 2018). Nevertheless, previous research
demonstrated that CEOs with international experience prefer greenfield investments
which are of higher risk as foreign direct investment entry mode (Herrmann & Datta,
2006). Firms with more managers with foreign experience tend to expand business
in international markets (Sambharya, 1996). Managers with foreign experience tend
to appreciate the importance of R&D to firm growth and more prone to invest in
innovation activities (Yuan & Wen, 2018).

Hypothesis 1: CEOs with foreign experience are expected to undertake higher
levels of risk-taking.

Prior studies argued that international work experience may weaken the ability to
handle challenges arising from business environments due to lack of country-specific
habitus (Schmid & Altfeld, 2018). CEOs may be beneficial in the early phase of foreign
experience, but over a period of time, added gains from further years of international
experience may decrease (Kraimer et al., 2009). Thus, prolonged stays abroad has an
adverse effect resulting in diminishing benefits that can be gained from increasing
foreign experience (Schmid & Altfeld, 2018).
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Their management styles and points of views may not be easily accepted by those
without foreign working experience. They may become unfamiliar with corporate
culture and their operating style and management philosophy may not be accepted by
local managers and employees (Yuan & Wen, 2018). They may also lack the country-
specific set of dispositions, behaviours and expectations that are considered normative
by the national corporate elite (Kish-Gephart & Campbell, 2015; Schmid & Altfeld,
2018). As successful implementation of risky strategy requires managerial coordination
and support from all levels of the organisation, CEOs may become more prudent in their
act and risk averse in their strategic choice (Kuratko et al., 2005; Yuan & Wen, 2018).
However, CEOs who merely obtained education from overseas are less susceptible to
this problem as they are less likely to be influenced by unfamiliarity of local business
culture due to foreign working experience.

Malaysians tend to continue working in foreign countries after studying abroad.
Therefore, as compared to CEOs with solely education experience, CEOs with foreign
working experience generally spent more years overseas. As a result, CEOs with foreign
working experience may undertake lower level or risk-taking due to lacking the country-
specific set of dispositions and facing difficulties in obtaining acceptance and support
from all levels of the firm.

Hypothesis 2a: CEOs with foreign working experience are expected to undertake
lower levels of risk-taking.

Hypothesis 2b: CEOs with foreign education experience are expected to undertake
higher levels of risk-taking.

Prior research shows that returnees from OECD countries play an important role
in facilitating international knowledge transfer from developed to emerging countries.
They have significant spillover effects that stimulate innovation and technology
advancement in emerging economies (Filatotchev et al., 2011). Returning entrepreneurs
have gained vital knowledge, entrepreneurial expertise and resources, and can act as
a channel of international knowledge transfer from OECD countries to home countries
(Saxenian, 2006).

Individuals who have studied or worked in OECD countries have acquired scientific
and technical knowledge from the education institution and practical skills from working
in the business environment in these developed countries (Dai & Liu, 2009). Besides,
social relationships developed through working abroad in these developed countries
facilitate them to have better access to global networks and advanced technology
(Filatotchev et al., 2011). Most of these talents who gain their expertise in developed
regions such as the US and UK are believed to possess highly specialised skills, creative
abilities and are more innovative (Yuan & Wen, 2018). Innovation is an important
mechanism by which firms can draw upon core competencies to create a sustainable
competitive advantage (Reed & DeFillippi, 1990).

Hypothesis 3: CEOs with foreign education and working experience from OECD
countries are expected to undertake a higher level of risk-taking
relative to CEOs with foreign education and working experience from
non-OECD countries.
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3. Method
3.1 Baseline Model

To test H1, we set up a baseline model to examine whether CEOs with foreign
experience is positively related to managerial risk-taking as given in the model below:

Risk Taking, = a;, + Y.BControl, + B,Foreign Experience; + €,

3.1.1 Dependent Variable

The dependent variable of this study is managerial risk-taking, which is proxied by
research and development (R&D) and financial leverage (Leverage). R&D is measured
as R&D expenditure divided by book value of assets. Some studies use R&D intensity,
which has a similar definition as R&D expenses (Coles et al., 2006; Kini & Williams,
2012). R&D expenditure are normally fully expensed. However, as Malaysia adopts
the International Financial Reporting Standard (IFRS) that treats R&D as internally-
generated intangible assets if it meets the definition of assets stated in the International
Accounting Standards Board (IASB) framework, we include capitalised R&D presented
under statement of financial position in our analysis of results. Leverage is measured as
total long-term debts divided by book value of total assets (Hall, 2012).

3.1.2 Independent Variable

Our central explanatory variable is foreign experience of the CEO. It is a dummy variable
equals to one if the CEO has foreign experience.

3.1.3 Control Variables

Following prior studies (Abdel-Khalik, 2014; Elnahas & Kim, 2017; Habib & Hasan,
2017; Lu & Wang, 2018; Serfling, 2014), we control a series of CEOQ, firm and board
characteristics that have been widely used in previous studies. The control variables
include CEO tenure (CEOTenure, the number of years the CEO has been CEO of the
firm), CEO age (CEOAge, age of the CEO in the given year, CEO gender (CEOGender,
a dummy variable equal one if the CEO is female), firm age (LogFirmAge, the natural
logarithm of the number of years since the incorporation of the firm to the year of
observation), firm size (LogFirmSize, the natural logarithm of total assets), sales growth
(SalesGrowth, measured as annual rate of growth of sales), board size (BoardSize, total
number of directors on the board) and board independence (IndBoard, ratio of number
of independent directors on the board).

3.2 Subsequent Analysis on Decomposition of Foreign Experience

We extend the baseline model by decomposing two distinct types of CEOs foreign
experience: CEO with foreign working experience and CEO with foreign education to
allow a more refined analysis of the impact of each type of foreign experience. CEO
with foreign working experience is a dummy variable equals to one if the CEO has
foreign working experience. As most of the Malaysian CEOs has studied abroad and
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stayed back to work in overseas, CEOs with foreign working experience generally has
foreign education and working experience. CEO with foreign education is a dummy
variable equals to one if the CEO has foreign education. We further examine whether
foreign experience from OECD countries facilitates the risk-taking level of the firm.
We identify a country as OECD if it is an OECD member by 2017. Table 2 presents the
distribution of Malaysian CEOs with foreign experience by OECD countries. We have
502 observations of Malaysian CEOs who have foreign working experience in the OECD
countries and 466 observations in the non-OECD countries.

Table 2. Distribution of CEOs’ with foreign experience by OECD countries

OECD countries CEO with foreign working CEO with foreign education
experience in OECD countries experience in OECD countries
Frequency Percent  Cumulative Frequency Percent  Cumulative

Australia 114 0.23 0.23 492 0.19 0.19
Austria 0 0.00 0.23 0 0.00 0.19
Canada 20 0.04 0.27 189 0.07 0.26
Denmark 0 0.00 0.27 5 0.00 0.26
France 7 0.01 0.28 10 0.00 0.27
Ireland 4 0.01 0.29 4 0.00 0.27
Italy 0 0.00 0.29 0 0.00 0.27
Japan 11 0.02 0.31 32 0.01 0.28
Netherlands 0 0.00 0.31 0 0.00 0.28
New Zealand 8 0.02 0.33 88 0.03 0.31
Norway 0 0.00 0.33 0 0.00 0.31
Spain 0 0.00 0.33 0 0.00 0.31
Sweden 0 0.00 0.33 0 0.00 0.31
Switzerland 0 0.00 0.33 10 0.00 0.32
UK 256 0.51 0.84 1085 0.42 0.73
us 82 0.16 1.00 694 0.27 1.00
Total 502 1.00 2609 1.00

As shown in Table 2, the largest number of CEOs obtained their working experience
from the UK, followed by Australia and the US. Similarly, the largest number of CEOs
also obtained their educational experience from the UK, followed by the US and
Australia.

3.3 Data Collection

The sample for this study is drawn from public listed companies in Bursa Malaysia
that undertake R&D activities and financial leverage during the period 2009-2017. We
do not include finance companies, closed-end funds, exchange traded funds and real
estate investment trusts (REITS) as their profitability ratios, growth rates and leverage
ratios are calculated differently from non-financial firms. The foreign experience and
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other characteristics of CEOs and board characteristics are hand-collected from the
board of directors’ profile in the company annual report. Financial data of the firms are
gathered from Thomson Reuters Datastream. After removing incomplete data, the final
panel of samples consists of 1,827 firm-year observations for R&D and 6,041 firm-year
observations for leverage.

3.4 Estimation Method

Prior studies in the area of characteristics of CEOs are affected by endogeneity issues
due to its association with upper echelons theory. The theory is built on the notion that
executives take action based on information processing of the situation. This may not
be so if the action is because of selection bias by which CEOs possessing technology
background tend to invest in R&D expenditure (Hambrick, 2007) and firms which
prefer restructuring activities are more likely to select younger CEOs (Li et al., 2017).
In order to address this endogeneity problem, we employ the dynamic generalised
method of moments (GMM) system estimator (Arellano & Bover, 1995; Blundell &
Bond, 1998). The dynamic panel data estimations are characterised by individual effects
characterising the heterogeneity among the individuals and autocorrelation due to the
presence of a lagged-dependent variable among the regressors (Baltagi et al., 2012).

The GMM technique can reduce distortions caused by fixed effect, endogeneity and
simultaneity problems. It allows us to treat all independent variables as endogenous
(except year and industry dummies) and orthogonally uses their past value as the
respective instruments. This estimation technique can produce consistent coefficient
estimates but the consistency of the estimator is subject to an optimal choice of instru-
ments and the absence of autocorrelation in error terms. Thus, in order to ensure that
GMM results are reliable and consistent, we conduct two diagnostic tests, namely
Hansen test of over-identification and Arellano-Bond test for autocorrelation. For
Hansen test, the null hypothesis should not be rejected if the instruments used in the
GMM estimation are valid. For the Arellano-Bond test, we should expect first-order
autocorrelation (AR1) but no second-order autocorrelation (AR2) in the residuals of the
first-difference equation if there is no autocorrelation in the error terms.

4. Analyses and Results

4.1 Descriptive Statistics

Table 3 presents the descriptive statistics of the study. We provide the observation,
mean, standard deviation, minimum and maximum value of the variables. The mean
value of R&D expenditure is 0.007, which exhibits that Malaysian firms averagely only
invest 0.7% of total assets on R&D activities. The mean value for leverage is 0.087,
indicating that firms in Malaysia averagely undertake 8.7% of long-term debt as a
funding source to finance firms’ assets.

We calculate the Pearson correlation matrix of main variables and report the
results in Table 4. All the correlation values are between —0.5 and 0.5, except foreign
experience vs CEO with foreign education (0.744). However, this relationship will not
affect the results as both of them are not included in the regression models at the
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Table 3. Summary statistics for variable characteristics

Variables Mean S.D. Min Max
R&D 0.007 0.019 0 0.142
Leverage 0.087 0.111 0 0.591
Foreign experience 0.614 0.487 0 1
CEO with foreign working experience 0.157 0.364 0 1
CEO with foreign education 0.468 0.499 0 1
CEOTenure 10.566 8.535 1 46
CEOAge 54.728 9.136 23 96
CEOGender 0.043 0.203 0 1
FirmAge 25.604 16.211 1 107
LogFirmSize 12.957 1.451 10.253 17.726
SalesGrowth 0.078 0.460 -0.722 3.956
BoardSize 7.921 2.145 3 21
IndBoard 0.466 0.127 0.111 0.857

Table 4. Pearson correlation of explanatory variables

1 2 3 4 5 6 7 8 9 10 11 12 13
1 R&D 1
2 Leverage 0.004 1
3 Foreign -0.099* 0.021 1
experience
4 CEO with -0.074* 0.086* 0.343* 1
foreign
working
experience
5 CEO with -0.083* 0.101* 0.744* 0.216* 1
foreign
education

6 CEOTenure -0.065* -0.033* -0.084* -0.085* -0.074* 1

7 CEOAge -0.083* -0.006 -0.197* -0.096* -0.191* 0.446* 1

8 CEOGender -0.014 0.000 0.052* 0.086* 0.019 -0.048*-0.113* 1

9 LogFirmAge -0.140* 0.043* 0.117* 0.059* 0.057* 0.211* 0.109* 0.013 1

10 LogFirmSize -0.075* 0.424* 0.154* 0.054* 0.146* 0.059* 0.085* -0.058* 0.291* 1

11 SalesGrowth 0.063* 0.066* 0.012 0.011 0.016 -0.033*-0.029* -0.017 0.016 0.056* 1

12 BoardSize -0.037 0.145* 0.017 -0.008 0.018 -0.045* 0.059* -0.063* 0.043* 0.341* 0.012 1

13 IndBoard 0.033 0.005 0.032* 0.010 0.033* -0.081* -0.081* 0.023 0.115* -0.056* -0.001 -0.252* 1

Note: The table reports correlations of the variables used in multivariate analysis, * denotes significance at 5% levels (two-tailed).
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same time. Generally the correlation figures among explanatory variables and control
variables are relatively low with correlation less than 0.50, which indicates that there is
no problem of multicollinearity.

4.2 Results

All continuous variables are winsorised at their 1%t and 99 percentiles to reduce the
effect of potential bias due to outliers. Models 1 and 2 test H1 on the relationship
between managerial risk-taking and foreign experience. We test H2 to analyse the two
distinct types of foreign experience from Models 3 to 6. Models 3 and 4 examine CEOs
with foreign working experience; and Models 5 and 6 test CEOs with foreign education,
with R&D and leverage respectively. In order to examine H3, we separate the two types
of foreign experience into OECD experience and non-OECD experience. Models 7 and 8
examine CEOs with OECD and non-OECD working experience and Models 9 and 10 test
CEOs with OECD and non-OECD education. Results of the fulfilment of Arellano-Bond test
and the Hansen test are reported. The insignificant figures (at 5%) of the Arellano-Bond
test for AR(2) signify that there is no autocorrelation in the first difference, while the
insignificant figures (at 5%) of Hansen test indicate that the instrumental variables are
valid instruments. Both industry and year indicators are included in all regression models.

Table 5 shows the findings of the baseline model. It can be seen that both proxies
of managerial risk-taking exhibit negative relationships with the foreign experience of
CEOs. Model 1 indicates that foreign experience is negatively associated with R&D with
a coefficient estimate of -0.004. Similarly, foreign experience is negatively associated
with financial leverage with coefficient estimates of -0.006 as shown in Model 2. This
indicates that our results do not support H1 that CEOs with international experience are
more likely to undertake higher levels of risk-taking. Table 6 shows the GMM regression
results of H2. Model 3 and Model 4 show that CEOs with foreign working experience
are negatively related with R&D (B = -0.016) and Leverage (B = -0.038). As shown in
Model 5 and Model 6, CEOs with foreign education have a positive effect on both risk-
taking activities. CEOs with foreign education show a significant positive coefficient with
R&D (B = 0.014) and Leverage (B = 0.028) respectively. Our result supports H2 which
predicts a negative relationship between the foreign working experience of CEOs and
level of risk-taking.

H3 relates to the level of risk-taking undertaken by CEOs with foreign experience
from OECD countries versus non-OECD countries. As shown in Table 7, Models 7
and 8 show that there is no statistically significant association for CEOs who have
worked in OECD countries, but there is a negative relationship between CEOs with
working experience in non-OECD countries with coefficient estimates of -0.004 and
-0.012 for R&D and Leverage respectively. Models 9 and 10 show that CEOs with
education experience in OECD countries are positively related to R&D activities with
coefficient estimates of 0.004 and leverage with coefficient estimates of 0.025. There
is no significant relationship between CEOs with education experience in non-OECD
countries and risk-taking. Thus, our result partly supports H3 which predicts a positive
relationship between the foreign experience of CEOs from OECD countries and level of
risk-taking.
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Table 5. GMM regression results for testing H1

Model 1 Model 2
R&D Leverage
Lagged -0.012* -0.012*
(0.095) (0.090)
CEOTenure 0.000 0.000
(0.292) (0.350)
CEOAge 0.000 0.000
(0.272) (0.511)
CEOGender 0.004 0.014
(0.390) (0.204)
LogFirmAge 0.001 0.003
(0.740) (0.659)
LogFirmSize -0.003*** -0.003
0.000 (0.162)
SalesGrowth -0.003*** 0.001
0.000 (0.719)
BoardSize -0.001*** 0.000
(0.001) (0.504)
IndBoard 0.012%** 0.018
(0.004) (0.230)
Foreign experience -0.004** -0.006**
(0.033) (0.013)
Industry fixed effects Yes Yes
Year fixed effects Yes Yes
Number of observations 1579 5225
Number of groups 225 765
AR(1) test -2.507* -5.361*
[0.012] [0.000]
AR(2) test -0.038 -0.553
[0.970] [0.580]
Hansen test 53.957 71.708
[0.590] [0.265]

Notes: Figures in parentheses are p-values; ***, ** and * denote significance
at 1%, 5% and 10% respectively. For the AR(1), AR(2) and Hansen
tests, figures in [ ] are p-values and * denotes significance at 5%.

Table 6. GMM regression results for testing H2

Variables Model 3 Model 4 Model 5 Model 6
R&D Leverage R&D Leverage
Lagged 0.194%** 0.582%** 0.317*** 0.645%**
(0.000) (0.000) (0.000) (0.000)
CEO with foreign working experience -0.016*** -0.038*
(0.000) (0.070)
CEO with foreign education 0.014*** 0.028**
(0.000) (0.031)
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Table 6. Continued
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Variables Model 3 Model 4 Model 5 Model 6
R&D Leverage R&D Leverage
Controls Yes Yes Yes Yes
Industry and year fixed effects Yes Yes Yes Yes
Number of observations 1013 3114 1013 3114
Number of groups 159 510 159 510
AR(1) test -2.820%* -6.264* -2.446%* -7.568*
[0.005] [0.000] [0.014] [0.000]
AR(2) test -0.015 -0.400 0.153 -0.831
[0.988] [0.689] [0.878] [0.406]
Hansen test 43.727 42.869 53.182 62.740
[0.686] [0.719] [0.544] [0.312]

Notes: Figures in parentheses are p-values; ***, ** and * denote significance at 1%, 5% and 10% respectively.
For the AR(1), AR(2) and Hansen tests, figures in [ ] are p-values and * denotes significance at 5%.

Table 7. GMM regression results for testing H3

Variables Model 7 Model 8 Model 9 Model 10
R&D Leverage R&D Leverage
Lagged 0.373*** 0.682***  (0.282***  (0.649***
(0.000) (0.000) (0.000) (0.000)
Panel B: CEO with foreign working experience
OECD -0.001 -0.002
(0.135) (0.866)
non-OECD -0.004*** -0.012%*
(0.000) (0.051)
Panel C: CEO with foreign education
OECD 0.004* 0.025**
(0.092) (0.033)
non-OECD -0.004 -0.008
(0.228) (0.578)
Controls Yes Yes Yes Yes
Industry and year fixed effects Yes Yes Yes Yes
Number of observations 1013 3114 1013 3114
Number of groups 159 510 159 510
AR(1) test -2.287%* -7.627* -2.324%* -7.753%*
[0.022] [0.000] [0.020] [0.000]
AR(2) test 0.366 -0.71 0.159 -0.885
[0.714] [0.478] [0.874] [0.376]
Hansen test 49.704 96.12 67.626 89.913
[0.944] [0.310] [0.558 [0.600]

Notes: Figures in parentheses are p-values; ***, ** and * denote significance at 1%, 5% and 10% respectively.
For the AR(1), AR(2) and Hansen tests, figures in [ ] are p-values and * denotes significance at 5%.
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The results of the GMM system of tests reported for all models in Tables 5 to
7 support the consistency of the estimate. The AR(1) and AR(2) tests indicate the
existence of serial correlation of order one, but not of order two. The Hansen J-statistic
is not significant, confirming that the instruments used in the GMM estimation are
valid. Besides, the dynamic nature of R&D and leverage are confirmed as the estimated
coefficient of the previous year’s R&D and leverage (Lagged R&D and Leverage) is
positive and statistically significant.

Our research provides compelling empirical evidence that not only the foreign
experience per se, but also the type and location of international experience has a
significant effect on risk-taking behaviour of the CEO. Our preliminary examination
exhibits a negative relationship between managerial risk-taking and foreign experience
of CEOs.

By splitting the CEOs to CEOs with working and education experience in foreign
countries, we analyse the foreign experience in greater depth. Our results show that
CEOs with foreign working experience undertake lower levels of risk-taking while CEOs
with foreign education experience demonstrate higher levels of risk-taking.

This is consistent with the argument that CEOs with extensive levels of international
working experience may be less accustomed to the domestic way of doing things
(Nielsen & Nielsen, 2013) and less acclimatised to changes and risk in the home country
as they may become unfamiliar with the local business environment after years of living
abroad (Yuan & Wen, 2018). This also supports the detrimental effects of increasing
international work experience (Schmid & Altfeld, 2018). As compared to working
experience, Malaysian CEOs who study abroad generally spend a shorter time in foreign
countries. They mainly study their tertiary education overseas in the form of twinning
programmes with the final one or two years of study in foreign universities. With a
wider global view and better knowledge from overseas education and better adaptation
to local culture, they have higher tolerance levels and are more able to handle risk in
the local business environment. They also have a higher ability to identify local business
opportunities and make strategic risky investment and financial decisions.

We further extend our study to examine whether foreign experience from OECD
countries matters to the level of risk-taking of the firm. When we split the Malaysian
CEOs’ OECD experience into working and education aspects, we find that CEOs” working
experience in non-OECD countries exhibit lower level of risk-taking and CEOs’ education
experience in OECD countries posits higher levels of risk-taking. This demonstrates that
the transfer of knowledge from OECD countries only takes effect for Malaysian CEOs
who have foreign education in developed countries.

5. Additional Analyses

As the findings above demonstrate that foreign working experience may have adverse
effects on corporate risk-taking, we conduct additional analysis to investigate whether
certain characteristics of emerging economies may promote the risk-taking behaviour
of CEOs. Prior research generally clusters factors that influence a CEO whether to take
a riskier approach when responding to uncertainty into three major determinants,
namely characteristics of decision maker, organisational context and characteristics of
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environment (Hoskisson et al., 2017; March & Shapira, 1987). Although emerging coun-
tries have undergone rapid economic development, most of the emerging economies
are associated with less developed labour markets, weak legal institutions and weak
legal protection which may hinder entrepreneurial and innovative activities (Yuan
& Wen, 2018). Based on this notion, we conduct additional analysis to investigate
whether CEO characteristics, institutional characteristics of firms and better corporate
governance mechanisms in emerging countries may promote managerial risk-taking,
especially among CEOs with foreign working experience.

5.1 Age of CEO

First, we analyse whether the age of CEOs has a significant impact on risk-taking pro-
pensity. Generally, populations worldwide are facing an aging problem due to lower
birth rates and increased life expectancy (Jackson et al., 2011). Emerging markets are
also moving towards an aging nation and as compared to developed nations, economic
drain is expected as the population workforce grows older before the socioeconomic
status improves intensely (Crittenden & Crittenden, 2012). There are many old-aged
CEOs in Malaysia who are still holding executive chairman or managing director
positions in the firms into their 70s and 80s. They have started the business since the
independence of Malaysia in 1957 and develop their entrepreneurial endeavour from
then on.

Prior empirical studies on the relationship between CEO age and risk-taking
behaviour have produced mixed results. One stream of literature predicts that older
CEOs exhibit more risk-aversion due to aging effects. Older managers are less able
to integrate information and utilise information base effectively (Taylor, 1975). Older
CEOs also face more difficulty to grasp new ideas and learn new behaviour (Hambrick
& Mason, 1984). Firms managed by older CEOs tend to undertake lower levels of
R&D investment and financial leverage (Li et al., 2017; Serfling, 2014). Another strand
of studies contends that older managers are more willing to take risks due to the
experience effect. The more the past experience of a manager in dealing with risk, the
more reasonable the risk will seem to be. As a result, they are less likely to perceive
uncertainty of outcome associated with the risk (Sitkin & Pablo, 1992). Older CEOs with
greater experience in dealing with risk have higher ability to identify risky outcomes
that will bring the greatest probability of success (Simsek, 2007).

5.2 Family CEO

Second, we examine the role of family ownership in mitigating risk-aversion behaviour
of CEOs. Similar to other emerging countries, the ownership of firms in Malaysia
is concentrated in family-controlled firms (Thillainathan, 1999). Family firms have
higher levels of risk tolerance than non-family firms as risk preference of family CEOs
incorporates familial objectives in their decision making (Poletti-Hughes & Williams,
2017). According to socioemotional wealth concept, family firms, particularly in
emerging economies are emotionally connected to the affective endowment of
their family entities. Family firms seek to retain control and ownership for the future
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generation to preserve family dynastic perpetuation (Gémez-Mejia et al., 2007). Family
firms promote long-term objectives by undertaking risky strategies such as higher
involvement in entrepreneurial activities and expansion of business operations (Rogoff
& Heck, 2003).

5.3 High Board Independence

Third, we investigate whether better corporate governance mechanisms with higher
board independence may promote risky behaviour of CEOs. Agency conflict arises
from different attitudes towards risk between managers and shareholders (Jensen &
Meckling, 1976). Shareholders or investors who can diversify risk through ownership
portfolios tend to prefer risky projects, while managers who cannot diversify their
employment risk are more conservative to reduce the risk of losing their job (Amihud &
Lev, 1981; Hirshleifer & Thakor, 1992). An independent board, with a majority of outside
directors, can serve as an important governance mechanism to mitigate managerial
pursuit of private benefits. Previous research shows that a board with more independent
directors is effective in aligning risk preference of managers with shareholders and
hence promoting managerial risk-taking (Lu & Wang, 2018). Emerging economies are
always associated with weak legal rights and investor protection (Connelly et al., 2012).
Nevertheless, the Securities Commission Malaysia has outlined in the Malaysian Code
on Corporate Governance (MCGG) on requirements of at least a third of the board is
independent and has called upon public listed companies to have at least half of the
board comprising of independent directors as an effort of placing a greater emphasis on
the best practice of corporate governance in Malaysia.

5.4 Result of Additional Analysis

We test whether CEO age, CEOs in family firms (family CEO) and firms with high
board independence may moderate the relationship between foreign experience and
managerial risk-taking. CEO age (AGE) is a continuous variable indicating CEO age in the
given year. Family CEO (FAM) is a dummy variable equal to one if the CEO owns at least
5% of the shares, or has family relationship with directors or major shareholders of the
family firm. We indicate a high independence board (HBI) as a dummy variable equal to
one if the ratio of number of independent directors on the board is equal to or more
than 0.5. All regression control variables and including industry and year fixed effects as
in baseline regressions in Table 5.

As shown in Table 8, when we interact the age of CEO (AGE) with foreign working
experience, the coefficient estimates of CEO with foreign working experience x AGE is
negative. This indicates that younger CEOs undertake higher levels of R&D investment
and leverage. When we test the interaction term of family CEO (FAM), CEO with foreign
working experience x FAM is positively associated with R&D and leverage. Similarly,
when the interaction term of high board independence (HBI) is added to the regression,
CEO with foreign working experience x HBI is positively associated with R&D. As for
CEOs with foreign education, high board independence also demonstrates a positive
moderating effect for R&D but the age of CEO and family CEO interaction terms show
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no significant effect. This demonstrates that younger CEOs are able to learn new
behaviour and grasp new ideas from their working experience in foreign countries.
Besides, commitment of family CEOs to preserve the familial perpetuation of the firm
and the presence of better corporate governance with higher board independence may
also motivate the risk-taking behaviour of CEOs with foreign working experience.

Table 9 shows the results of interaction effect between family CEO and board
independence with foreign working and education experience from OECD vs non-OECD
countries. Younger CEOs with working experience in OECD countries display higher
levels of R&D investment. Besides, the findings show that foreign working experience
from OECD countries is positively related to R&D and leverage if the CEO is a family
CEO, but there is no significant moderating effect of high board independence. This
demonstrates that the transfer of global knowledge and advanced technology from
working experience in OECD countries only foster a higher level of risk-taking if the
CEO is younger and if he or she is a family CEO. This is because younger CEOs may
have higher ability to utilise information and knowledge gained from working in OECD
countries and thus enhance their risk-taking propensity. Similarly, knowledge spillover
from working experience in developed countries have greater effect on family CEOs due
to higher concern on growth of family business and preservation of family legacy.

6. Conclusions

We investigate the relationship between the foreign experience of CEOs and the risky
corporate policies. The process of globalisation is increasingly driving the importance
for these scarce internationally-seasoned CEOs. In this study, we employ a sample of
public listed firms in Malaysia over the period of 2009 to 2017 to investigate whether
the foreign experience of a CEO impacts his/her risk-taking behaviour in investment and
financial policies of a firm.

By decomposing the CEOs’ foreign experience, our findings demonstrate that
foreign education plays a major role in stimulating risk-taking behaviour of CEOs. We
document that CEOs with foreign education experience exhibit higher levels of risk-
taking and CEOs with foreign working experience demonstrate lower levels of risk-
taking. Furthermore, we find that education experience in OECD countries promotes
risk-taking activities and working experience in non-OECD countries adversely affects
the risky investment of the firm. This exhibits that the spillover effect of developed
countries to emerging markets only takes place for CEOs with foreign education in OECD
countries. The advanced technological knowledge and highly specialised skills gained
during education in developed nations have improved their innovation capabilities and
enhanced their entrepreneurial abilities. Further analysis of study reveals that age of
CEO, family firms and better corporate governance mechanism matter in reinforcing
risky behaviour of CEOs. The findings show that risk-taking behaviour of CEOs with
foreign working experience are being fostered if the CEO is younger and is a family
member of the firm.

This study has enhanced our understanding of the effect of foreign experience of a
CEO on managerial risk-taking of the firm. First, our study contributes to the literature
that uses upper echelons theory in exploring how risk-taking behaviour of the firm can
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be predicted by personal attributes of a CEO. Prior literature on managerial risk-taking
has focused on how characteristics of CEOs affect the riskiness of corporate policy
(Barker 11l & Mueller, 2002; Elsaid & Ursel, 2011; Hambrick & Mason, 1984). Our study
helps to explain the effect of observable characteristics as a determinant of CEQ’s risk-
taking behaviour.

Second, the empirical results of this study contribute to the growing body of
research examining the implication of CEO foreign experience to risky corporate policies
(Yuan & Wen, 2018). Debate persists about the effect of CEO foreign experience on
corporate risk-taking of a firm. Our study enriches this line of research by decomposing
the effect of foreign experience of CEOs in two distinct aspects, namely CEOs with
foreign working and education experience. This provides a more comprehensive
measure to fully capture CEOs’ international exposure.

Third, our study also has important practical implications. Emerging countries
should foster risk-taking behaviour of firms as the competitive business environment
is full of uncertainty. As R&D is crucial in enhancing the competitive advantage of a
firm and financial leverage is a source of funding for investment growth, risk-taking
propensity of CEOs play a major role in improving the economic development of a firm.
Our findings show that foreign experience of CEOs enhances the innovation productivity
and financial leverage of the firm. This is specifically important to the emerging markets
with scarce talents in innovation. Thus, this study may provide some incentives for firms
and policy makers to attract and recruit talents with superior advanced knowledge and
highly specialised skills gained from foreign education in developed countries.
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