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cision-making processes within corporations, particularly focusing on their
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m within the context of the corporate governance environment. It is observed

that the increase in risk is significantly more pronounced in scenarios where

highlighting that international experience among executives notably intensi-

mechanisms of this influence, exploring the role of executive decision-making

executives possess greater discretionary power, especially in companies with a
merged CEO and chairman role and in state-owned enterprises. To address
potential endogeneity issues, a two-stage least squares estimation method is
employed. Additionally, a system dynamic generalized method of moments
method (DSGMM) of moments is utilized to analyze the temporal patterns of
risk-taking, revealing a consistent trend across corporations. Moreover, the
research integrates a robust methodological framework, combining Propen-
sity Score Matching (PSM) with multi-period Difference-in-Differences
(MDID) analysis. This methodology is pivotal in examining variations in
corporate risk pre- and post-executive transition, providing a comprehensive
and direct examination of the causal link between executives’ international
experience and their propensity for corporate risk-taking. The insights from
this study are expected to significantly contribute to the understanding of
how executive international exposure and the broader corporate governance
context impact corporate risk management strategies. These findings offer
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valuable implications for refining corporate governance and aligning human
capital strategies more effectively with evolving business environments.
Keywords

Foreign Experience, Corporate Risk-Taking, Corporate Governance, Upper
Echelons Theory, Chinese Listed Companies

1. Introduction

Corporate risk-taking is a fundamental driver of profitability and growth. Ade-
quate risk engagement is crucial for sustainable long-term development in busi-
nesses (Boubakri et al., 2013). From an investment perspective, appropriate en-
gagement with risk is essential for business longevity. The level of risk-taking
within a firm, as reflected in its propensity to engage in high-return, high-risk
projects, not only mirrors its strategic orientation but also shapes its future
trajectory for survival and expansion. Companies that embrace risk-taking are
more likely to actively pursue opportunities and implement bold strategies to
enhance their performance (Bernile et al., 2017). Conversely, an excessive aver-
sion to risk can lead to missed growth opportunities and inefficient resource al-
location. Agency theory posits that managerial inclinations not aligned with
maximizing shareholder value may lead to a conservative approach, often re-
sulting in the avoidance of potentially profitable investments. Such tendencies
could suppress the firm’s inherent capacity for risk-taking (John et al., 2008;
Wright et al., 1996). Hence, understanding how managerial attitudes influence
corporate risk-taking is vital for effective executive selection and formulating
strategic investment decisions.

In the contemporary global business landscape, executives with foreign expe-
rience are highly prized for their broader perspectives and rich, diverse insights.
Such individuals are sought after by corporations and are also the focus of go-
vernmental policies aimed at attracting top-level global talent. Initial studies,
such as those by Guo (Guo, 2018), have identified a positive correlation between
executives with international experience and corporate risk levels. However, the
robustness of this finding requires further investigation. A key concern is the
potential endogeneity arising from risk-tolerant firms being more likely to ap-
point executives with foreign experience, which might exaggerate the perceived
impact on corporate risk-taking. Additionally, unobserved variables that influ-
ence both executive appointments and risk levels could confound this relationship.
To disentangle these intricate relationships, we employ advanced econometric
techniques and a unique dataset. Understanding the precise nature of the link be-
tween foreign experience in executive leadership and corporate risk-taking, and its
underlying mechanisms, especially under different governance structures, is vital

for enhancing corporate risk management practices.
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This paper specifically focuses on the impact of executives’ international expe-
rience on corporate risk-taking. To address endogeneity, in addition to intro-
ducing longitudinal data as instrumental variables, we also track firms that have
transitioned from domestically-experienced to Foreign_experienced executives,
forming the “treatment group”, and compare them with a “control group” of
firms without such transitions. This approach allows for the creation of a refined
sample while maintaining the timeline of these executive changes. Subsequently.
employing a multi-period difference-in-differences methodology, the study
compares risk-taking levels before and after these transitions, ensuring data con-
sistency and continuity. This distinctive approach sheds light on the direct ef-
fects of executive foreign experience, isolating it from other confounding factors.
The combination of PSM and multi-period DID facilitates a deeper understand-
ing of the causal relationship between executives’ international experience and
corporate risk-taking.

Furthermore, considering that corporate risk-taking is influenced by both
current and past operational conditions, this study conducts a dynamic analysis
of risk-taking levels, offering long-term, stable estimations. This longitudinal
analysis provides a temporal dimension to the study, offering insights into the
evolution of risk-taking behavior over time.

Additionally, the study’s comprehensive approach extends beyond mere cor-
relation, probing the underlying mechanisms that drive this relationship, partic-
ularly focusing on corporate R&D expenditures. Empirical evidence suggests
that foreign experience among executives promotes increased R&D investment,
thus elevating corporate risk-taking levels. Additional analysis reveals that in
companies where executives have greater decision-making autonomy, especially
in firms with unified CEO-chairman roles and state-owned enterprises, the posi-
tive effects of international experience on risk-taking are more pronounced.

This study contributes significantly to the literature on corporate risk-taking
and CEO characteristics. First, we introduce a novel perspective by examining
the transition from CEOs without foreign experience to those with it. This dis-
tinction, not previously considered, allows for a more dynamic assessment using
Difference-in-Differences (DID) analysis, enhancing our understanding of the
impact of CEO attributes on corporate decisions.

Second, we address the issue of endogeneity in corporate risk-taking by using
unique historical data as instrumental variables. Our approach, supported by a
range of robust econometric methods like 2SLS, System-GMM, and PSM-MDID,
strengthens our findings on the positive effects of CEOs’ foreign experience on
risk-taking.

Third, our study goes beyond the usual focus on international operations to
explore the relationship between executive traits and corporate behavior. We
provide new insights into the value of Foreign_experienced CEOs and show how
CEO characteristics influence variations in firm risk-taking. Additionally, we

present evidence that executive decision-making, influenced by corporate go-
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vernance structures, significantly impacts investment in research and develop-
ment, particularly in innovative activities. This aspect offers a deeper under-
standing of how top management’s global experience and the firm’s governance
framework interplay in shaping risk-taking and innovation strategies.

Finally, by using the system dynamic generalized method of moments me-
thod, we assess risk-taking levels considering time-variant elements of risk. This
approach allows a nuanced exploration of the causal relationship between global
executive experience and corporate risk-taking, taking into account how past
behaviors impact future investment decisions. This dynamic perspective enrich-
es our understanding of the economic consequences of CEO characteristics,
providing a comprehensive view of risk management in corporate settings.

This paper unfolds in a structured manner, starting with an Introduction
(Chapter 1), which lays the foundation for our study. The subsequent section,
Literature Review and Hypothesis Development (Chapter 2), is divided into
three sub-sections (2.1 to 2.3), delving into the nexus between foreign expe-
rience, risk-taking, R & D investment, and corporate governance. The metho-
dology is detailed in the Empirical Design (Chapter 3), where we outline our
sample, data sources, variable definitions, and conduct descriptive statistics and
correlation tests. In Chapter 4, Empirical Results, we present our core findings
through regression analysis, 2SLS, and Dynamic System GMM. The Robustness
Tests (Chapter 5) validate our findings using tracked samples and multi-period
DID analysis. Chapter 6, Mechanism Test and Further Analysis, explores the
mechanisms and further nuances of our study. Finally, the paper culminates in
the Conclusion (Chapter 7), summarizing our key insights and suggesting ave-

nues for future research.

2. Literature Review and Hypothesis Development
2.1. Foreign Experience and Risk-Taking

According to upper echelons theory, observable characteristics of CEOs, such as
cognitive abilities, values, and expertise, are regarded as effective proxies for
managerial cognition. These traits significantly influence corporate decision-
making processes (Hambrick & Mason, 1984). However, the empirical examina-
tion of CEO personal traits as distinct subjects of study emerged only after Ber-
trand and Schoar (Bertrand & Schoar, 2003). They validated the relationship
between these traits and corporate decisions. Subsequently, a surge of empirical
research has explored the impact of executive personal characteristics on firm
operations. Studies have examined various aspects including gender (Faccio et
al., 2016), marital status (Hegde & Mishra, 2019), political connections (Farag &
Dickinson, 2020) and educational psychological traits (Deshmukh et al., 2021).
Beyond demographic traits, recent research has focused on experience-related
attributes. These include experiences of disasters or poverty (Bernile et al., 2017;
Dittmar & Duchin, 2016) and other extreme events (Kong et al., 2021) affecting
firm operations. Initial studies on the foreign experience of executives linked it
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with global business operations, underscoring its impact on international busi-
ness (Carpenter et al., 2001; Herrmann & Datta, 2006). Current research primar-
ily focuses on CEOs’ role in driving innovation investment levels, suggesting that
foreign experience enhances executives’ risk tolerance. This experience is be-
lieved to provide advanced knowledge and skills, thereby fostering corporate
innovation activities (Ren et al., 2021; Zhang et al., 2018). Innovation, as a
long-term investment, often requires a prolonged period to manifest tangible
economic benefits.

Risk-taking willingness is an inherent characteristic that precedes corporate
investment decisions. Companies inclined towards risk-taking actively pursue
and invest in high-risk, high-return innovative ventures (Shane, 2000). Most ex-
isting research on risk-taking concentrates on determinants within financial in-
stitutions (Dias, 2021), often neglecting general enterprises. A smaller body of
literature examines the relationship between startups and risk-taking, which is
linked to their strong entrepreneurial orientation (Stam & Elfring, 2008). Mod-
erate risk-taking is crucial for long-term stable corporate development. Excessive
conservatism can lead to missed growth opportunities, while excessive
risk-taking may result in instability and financial distress. In Chinese firms, ex-
ecutive risk aversion is a widespread phenomenon, making it important to ex-
plore ways to enhance risk-taking to drive business development.

Executives with foreign experience may boost their confidence in making fu-
ture risky decisions, thereby enhancing the firm’s risk-taking level. Traditional
decision-making theories, based on the rational economic agent assumption, of-
ten don’t account for the lack of accurate future information in the real world.
Keynes (Keynes, 1937) highlighted that in the absence of predictable probabili-
ties for future events, decisions are made based on subjective probabilities. Con-
fidence, influenced by past experiences and social norms, affects these probabili-
ties. We hypothesize that a CEO’s foreign experience enhances their confidence
in making future risky decisions. Executives with foreign experience possess
confident and optimistic traits. They optimistically estimate uncertainties in the
innovation process, sometimes even overestimating their own project manage-
ment capabilities (Hirshleifer et al., 2012), leading to a preference for riskier in-
vestments.

Foreign experience can also strengthen an executive’s labor market bargaining
power, reducing career anxieties and the resulting risk-averse behavior. Career
anxieties have been identified as a key reason for lower risk levels in firms
(Holmstrom & Costa, 1986). Fama (Fama, 1980) was the first to highlight how
managerial career concerns impact firm performance. He found that managers
with poor performance histories face higher unemployment risks. To maintain
good performance records, executives often avoid high-risk investments.
McClelland, Barker, and Oh (McClelland et al., 2012) further verified that career
anxieties compel CEOs to adopt short-term risk-averse strategies. With foreign

experience being highly valued, executives possessing it are in a buyer’s market
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for employment. Such experience serves as a positive signal of capability, alle-
viating career anxieties and mitigating the tendency towards lower risk-taking.

As a unique form of human capital, foreign experience is often seen as a sym-
bol of quality education and managerial ability. Managerial capability is known
to effectively reduce a company’s risk-taking level. On one hand, this stems from
knowledge accumulation through overseas study or work. Knowledge spillover
offers various solutions for risk management (Yuan & Wen, 2018). Simulta-
neously, international social networks provide channels for information sharing,
helping to hedge business risks (Ferris et al., 2017), thus lowering the firm’s
risk-taking level. Given the differing impacts of these mechanisms on corporate
risk-taking, this paper proposes hypotheses:

Hypothesis 1: CEOs with foreign experience decrease the firm's level of
risk-taking.

2.2. Foreign Experience, R & D Investment, and Risk-Taking

Innovation activities, inherently linked with risk-taking, are pivotal for the
growth and evolution of a company. The nature of innovation is closely asso-
ciated with risk-taking due to the inherent uncertainty and high initial costs of R
& D activities. Companies with a strong orientation towards innovation aggres-
sively pursue potential investment opportunities. They continuously advance in
their innovation efforts and willingly take on risks, aiming to strengthen their
market competitiveness and enhance long-term returns (Hirshleifer et al., 2012).
However, the benefits of innovation, as Hall (Hall, 2002) notes, often have a de-
layed realization. Despite the potential for significant future returns, these often
manifest only after an extended time, indicating a lag effect in the realization of
innovation benefits. Moreover, the risks associated with innovation activities
have a contagious effect, impacting not only technological advancement and
product development but also influencing overall company operations. R & D
activities, essential for innovation, require a steady and significant financial in-
vestment. The constraints of funding and the uncertainty of returns from these
investments increase short-term financial risks and earnings volatility, leading to
higher levels of risk-taking within the company.

The role of executives, especially those with foreign experience, is crucial in
shaping a company’s approach to innovation and risk-taking. Executives’ wil-
lingness to take risks greatly influences their investment decision-making, par-
ticularly in the realm of innovation, which is characterized by high uncertainty
(Li et al., 2008). Executives with foreign experience typically exhibit a higher
level of confidence and risk tolerance, aligning well with the demands of inno-
vation activities, thereby potentially increasing the firm’s investment in R & D.
Before undertaking R & D investment, companies generally evaluate the costs
and potential benefits of innovation activities. The public goods nature of in-
novative technologies and products, which leads to spillover effects, can result
in a situation where the full benefits of R & D are not entirely captured by the
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investing firm, leading to underinvestment in innovation activities. Converse-
ly, executives who focus on building political connections may divert resources
away from innovation, weakening the company’s innovative impetus. Execu-
tives with foreign experience, whose education and professional backgrounds
are predominantly international, tend to focus more on internal capacity
building, particularly in the development and protection of intellectual prop-
erty rights (Yuan & Wen, 2018). Strong intellectual property rights protection
can increase the exclusivity of innovative technologies, enhancing expected
returns for innovative enterprises and thus motivating further R & D investments.

Given the above considerations, executives with foreign experience are likely
to influence a firm’s approach to innovation and risk-taking. They tend to have a
greater propensity for risk-taking due to their confidence, focus on protecting
intellectual property rights, and willingness to increase R & D investments to
secure competitive advantages through technological innovations. However, the
uncertainty and substantial investments associated with these activities can ele-
vate the firm’s risk-taking levels in the short term. Therefore, this paper propos-
es the following hypothesis:

Hypothesis 2: Executives with foreign experience can enhance a company’s
risk-taking by increasing R & D investments.

2.3. Foreign Experience, Corporate Governance, and Risk-Taking

In analyzing the impact of executive characteristics on corporate operations, a
key influencing factor is the company’s governance environment. An executive’s
impact on corporate operations is significantly influenced by the governance
context, specifically their management discretionary power. This discretion de-
termines the extent to which executives can shape organizational outcomes. A
CEO’s management discretion, when expansive, minimizes external constraints
on decision-making, thus amplifying their influence within the firm. In situa-
tions where an executive concurrently serves as the chairman, their formal au-
thority is enhanced, facilitating the smoother implementation of their decisions,
especially for those with foreign experience (Boyd et al., 2005; Dey et al., 2011).
This leads to the formulation of the following hypothesis:

Hypothesis 3: The impact of executives’ foreign experience on risk-taking is
more significant in firms where executives have combined roles as CEO and
chairman, indicating higher management discretion.

The nature of the firm also plays a crucial role in determining the extent of
managerial freedom and decision-making efficacy. Management discretion re-
flects the capacity of management to act according to their own judgment and
strategic vision (Finkelstein, 1992). The issue of “internal control” in Chinese
state-owned enterprises (SOEs), where executives often wield substantial control
due to the absence of active ownership. In the context of reforms granting more
operational autonomy, SOE executives have gained increased levels of actual

control. In such environments, executives with foreign experience, especially in
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SOEs, are likely to exercise greater management discretion in their strategic de-
cisions. Consequently, this paper proposes the next hypothesis:

Hypothesis 4: The influence of executives’ foreign experience on risk-taking is
more pronounced in state-owned holding companies, where executives typically

have higher management discretion.

3. Empirical Design

3.1. Sample and Data Source

This study utilizes data from non-financial companies listed on China’s A-share
market from 2008 to 2021. Due to the methodology employed for calculating the
level of corporate risk-taking, which involves using a 5-year future return on as-
sets (ROA), the final sample comprises companies from 2008 to 2016. After ex-
cluding companies with missing financial and executive information, a total of
21,392 observations were obtained. The financial data, stock data, and executive
personal data used in this study were sourced from the CSMAR (China Stock
Market & Accounting Research) database. CSMAR stands as one of the most
comprehensive and authoritative sources of financial and economic data in
China, and provides exhaustive data on stock, bond, fund, and derivatives mar-
kets. This includes individual stock trading data, market indices, financial re-
ports of listed companies, shareholder structures, and executive information.
The information on the number of Christian schools and colonial ports men-
tioned as instrumental variables is derived from the book The Christian Occupa-
tion of China, 1901-1920.

3.2. Variable Definition

3.2.1. Dependent Variable: Corporate Risk-Taking

Corporate risk-taking reflects the company’s engagement in risk-bearing activi-
ties. Some studies view corporate risk-taking as the probability of survival in the
face of unexpected shocks, such as financial conditions or profitability sustaina-
bility (Acharya et al., 2011; John et al., 2008). Others define it as a strategic vari-
able reflecting the company’s willingness to assume risks. Higher risk-taking
companies experience greater fluctuations in their capital returns. This study
employs an industry-adjusted ROA volatility, as proposed by John et al. (John et
al., 2008), to reflect operational risk, using a 5-year rolling window and calculat-
ing the standard deviation of the deviation of ROA for the next 20 quarters.
Firstly, we compute the deviation of a firm’s ROA from the industry average in

the corresponding quarter,

1 th
Ei,c,t = ROA,c,t _N_ k:i ROA,C,I (1)

ct
where E; . is the industry-adjusted ROA of firm i in industry ¢ on quarter £
ROA . is the ratio of net profits to total assets of firm 7in industry c on quarter

t, N, isthe number of firms in 7industry con quarter
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Then, we calculate the standard deviation of E, ,

risk-taking. Especially, we think managerial decisions only have an impact on

as the proxy of corporate

future company outcomes. The calculation equation is:

1 17 ’
Risk, = [=—— | E,o. ——— Y E, 2
1 T _1;( i,c,t -|— _1 =~ I,C,t] ( )

where Risk; is the standard deviation of 7 firm’s industry-adjusted ROA over

the rolling window over the future 5 years, 7'means the number of quarters over

the window period and E;, is the industry-adjusted ROA of firm 7in industry

t
con quarter £

3.2.2. Independent Variable: Executives’ Foreign Experience

In China, there is no traditional position specifically designated as CEO; posi-
tions such as President or General Manager are generally considered equivalent.
In this study, such senior executives are considered CEOs, responsible for the
company’s daily operational management. Executives’ foreign experience in this

study includes both overseas employment and education.

3.3. Other Variables

Concerning control variables, this study includes demographic characteris-
tics such as the CEO’s age, gender, and education level, along with other
company-level variables to control their impact on corporate risk-taking.
The age and size of the company are included to control for the impact of the
company’s life cycle on risk-taking. The book-to-market ratio and sales
growth rate are included to control for potential growth and investment op-
portunities. Fixed asset ratio, Tobin’s Q, and cash flow are used to control
for operational and investment financial conditions. At the corporate gover-
nance level, the number of female directors is included to reflect board
structure diversity, and the executive shareholding percentage is used to
control for differences in equity incentives across companies. Given the
prominence of the second type of agency problem in Chinese enterprises, the
largest shareholder’s shareholding situation is included to describe this issue,
and the separation of two rights is used to capture the diversity of ownership
structure. Table 1 lists the descriptions and calculation information of these
and other key variables.

Regarding instrumental variables, the study selects historical data from China
during the late Qing period (1910-1920). The first instrumental variable is the
number of universities established by Christian missions in each province, as
compiled missionaries. The second instrumental variable is whether the CEO’s
birth province was a leased territory. Evidently, the more Christian colleges and
universities are established in a province, the greater the likelihood of local
people going abroad for study or work. The number of universities in a CEO’s
birthplace over 100 years ago is unlikely to directly affect a company’s current

risk-taking level, satisfying the condition of being related to the independent
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Table 1. Variable description.

Variable

Variable definition

Main variables of
interest

Foreign_experience
Risk

Control variables
Age

Gender

Degree

Firm_age
Size
Growth

Tangibility

Tobin’Q
MB

Cash_flow

Separation

Topl
Managerholding
FemaledirectRatio
Other variables
SOE

Duality
RDExpenses
Christian colleges |

British settlement

Dummy variable that equals 1 if the CEO has been gone abroad to work or study, otherwise equals 0.

The standard deviation of /firm’s industry-adjusted ROA over the rolling window over future 5 years

The age of the current CEO of i firm.
Dummy variable that equals one if the CEO is a woman, or equals 0 if the CEO is a man.

The education level of CEO: technical secondary school and below = 1, junior college = 2, bachelor degree
= 3, master degree = 4, doctor degree = 5.

Reporting period year t minus the company establish year.
Natural log of 1 plus the number of total asset book value in year t.
The percentage increase in sales (operating income) from year t — 1 to year t.

The ratio of tangible to total assets, where total net tangible assets equals total assets minus net intangible
assets minus net goodwill

The ratio of the market value of an enterprise to the replacement cost of its assets
The market value of the firm is divided by the book value of assets.

Net profit + finance costs - (Total assets) current change + (Monetary funds) current change - (Total
liabilities) current change - (Cash received from absorption of equity investments - cash paid for
distribution of dividends, profits or repayment of interest). unit: billion yuan.

The ratio of the difference between control right and ownership for the ultimate controlling owner.
The equity ratio of the first largest shareholder
The equity ratio of the general manager

The ratio of female directors to director

Dummy variable which values 1 if the firm is a state-owned enterprise.

Dummy variable that equals 1 if the CEO is the chairman of the board, otherwise equal 0.

Amount of capitalized research and development (R & D) expenditure, in units of billion yuan
Number of Christian founded universities (during 1901-1920) in the province of the CEO’s birthplace

Dummy variable that equals 1 if province of birthplace to CEO have a British colony or concession colony
during the late Qing Dynasty period which include Xiamen, Fujian. Hankow, Hubei. Jiujiang, Jiangxi.
Zhenjiang, Jiangsu. Guangzhou, Guangdong. Weihaiwei, Shandong. Tianjin. Shanghai.

the dependent variable. Further details on the validity of the instrumental va-
riables can be found in Table 1.

3.4. Descriptive Statistics and Correlation Test

Table 2 presents the descriptive statistics for the main variables. A univariate
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Table 2. Descriptive statistic. This table presents a descriptive statistic of main variables. We report the basic statistical magnitude

for the full sample on the left side of the table. Since the independent variable is an unbalance data, we carried out a grouping sta-

tistic analysis according to “Foreign_experience”.

FullSample Dummyvariable”Foreign_experience”
VarizbleName Obs Mean  Std.Dev. Min Max obs (0) n;:a;n obs (1) nzela;n mean-diff t
Foreign_ 53512 0081 0273 0 1
experience
Risk 30,805 1.431 58.687 0 5030.412 28,452 1.360 2353 2.292 -0.932 -0.740
Gender 33,512 0.064 0.245 0 1 30,790 0.063 2722 0.080 —0.018***  —-3.666
Age 33,508 49.356 6.621 24 81 30,788 49.398 2720  48.890 0.508*** 3.834
Degree 26,488 3.65 1.268 1 7 24,010 3.603 2478 4.105 —0.501*** —18.868
Firm_age 33,512 10.181 44.449 0 2022 30,790 10.378 2722 7.952 2.426%** 2.730
Size 33,249  22.027 1.371 0 28.543 30,571 22.030 2678  21.987 0.043 1.562
Managerholding 31,349 0.056 0.121 0 0.899 28,799 0.054 2550 0.082 —0.028** —-11.369
Seperation 31,852 0.048 0.077 -0.076 0.708 29,278 0.048 2574 0.042 0.006*** 3.841
Topl 33,084 0.352 0.153 0.003 1 30,422 0.353 2662 0.334 0.019%** 6.142
Tobin’Q 31,947 2.701 83.714 0.684 14,810.306 29,369 2.736 2578 2.308 0.428 0.249
MB 31,947 0.624 0.246 0 1.463 29,369 0.627 2578 0.586 0.041*** 8.036
Cash_Flow 33,192 -18.786 154.027 -10500 5630 30,521 -19.489 2671 -10.746 —8.743*** -2.813
Growth 32,729 0.035 3.321 -0.295 594.115 30,092 0.037 2637 0.008 0.029 0.431
Tangibility 33,250 0.928 0.092 0.076 1 30,572 0929 2678 0.919 0.011%*+* 5.777
Female director
Ratio 33,145 0.142 0.123 0 0.833 30,481 0.140 2664 0.157 —0.017**  —6.746
RD Expense 9322 2.368 10.270 0 293.918 8708 2.327 614 2.947 -0.620 —1.447
Duality 33,512 0.275 0.446 0 1 30,790 0.265 2722 0.379  —-0.113*** -12.723
SOE 33,512 0.373 0.484 0 1 30,790 0.391 2722 0.176 0.215%** 22.409

analysis of group differences was conducted based on the dummy variable for
foreign experience. The average risk-taking for the group “Foreign_experience =
0” is higher than that for “Foreign_experience = 17, but the difference is not sta-
tistically significant. This might be attributed to the fact that executives with for-
eign experience constitute less than 10% of the total sample, resulting in unba-
lanced data. Further empirical analysis is required to explore the real impact of
foreign experience on corporate risk-taking. In the left column of Table 3, de-
scriptive statistics for all variables involved in the analysis are presented for the
full sample. Notably, the average value for risk-taking is 1.431. In the right col-
umn of Table 3, using foreign experience as a categorical variable, we observe

significant differences in Gender, Age, Degree, Firm-age, Managerholding,
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Table 3. Pairwise correlations. This table presents the correlation coefficient matrix of main variables.

In the title of column, we replaced the variable names with numbers listed in the first column.
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Seperation, Topl, MB, Cash_Flow, Tangibility and FemaledirectorRatio charac-
teristics between the two groups. These variables encompass multiple aspects,
including demographic characteristics, company ownership structure, and go-
vernance conditions. It is essential to consider these disparities in the subsequent
multivariate analyses.

Table 3 reports the correlation test among the variables. The Variance Infla-
tion Factor (VIF) being lower than 10 indicates that there is no multicollinearity

issue among the regression variables.

4. Empirical Results

4.1. Regression Analysis

To test Hypothesis 1, the following model was designed to examine the rela-

tionship between a CEO’s foreign experience and corporate risk-taking:

Risk; , = a, + o, Foreign _experience, , + > a;Controls;, 3)
+ Industry; +Year, +¢&;

where Risk; is the volatility of ROA, 7 indicates firms, Foreign_experience is

a dummy variable that equals to 1 if CEO has been abroad to work or study,

D a;Controls; is a vector of CEO characteristics and firm characteristics, and

&

. is the error term adjusted for firm-level clustering.

Column (1) of Table 4 reports the results of the mixed regression based on
panel data. The regression coefficient for the CEO’s foreign experience is 1.354,
significant at the 1% level. This indicates that a CEO’s foreign experience in-
creases the level of corporate risk-taking, supporting Hypothesis 1. This suggests
that executives with foreign experience alleviate career anxieties and have greater
confidence in risky projects, thus enhancing corporate risk-taking. Personal at-
titudes towards risk may be related to experience (Douglas & Wildavsky, 1982).

For the other control variables, it is observed that higher educational levels
among executives significantly reduce the company’s risk-taking level. This cor-
relation may be attributed to individuals with higher education possessing ex-
tensive financial knowledge and management skills. Companies with a longer
established history tend to exhibit lower levels of risk-taking. Additionally, firms
with a higher proportion of female directors are observed to have better internal
governance, which also contributes to a reduction in their risk-taking levels.
Companies with larger sizes tend to have higher risk-taking, which may be re-
lated to their greater capacity for resource allocation and a higher tolerance for
risk, often attributed to diversified operations and more robust financial back-
ing. Larger firms might engage in riskier projects or investments, leveraging

their scale and market presence.

4.2. Two-Stage Least Squares (2SLS)

There is a strong endogeneity between a CEO’s foreign experience and risk-

taking. Two instrumental variables are introduced for 2SLS estimation. The
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Table 4. Baseline regression. This table presents the results of corporate risk-taking on
CEO foreign experience. We estimate t-statistics (in parentheses) using robust standard
errors clustered at the firm level. ***, **and * indicate significance at the 1%, 5% and 10%
level, respectively. We use 3 different regression methods. In column (1), we list the ols
estimated outcome in pooled regression models. Then, we induce two instrument va-
riables to reduce sample selection bias, including Christian colleges and British settle-
ment. the first stage estimated result on column (2), the second stage estimated result on
column (3), The test of instrument validity was passed. Finally, we use the system Gene-
ralized Method of Moments to solve heteroscedasticity or autocorrelation. In the dynamic
equation, we add a one-period lagged term of risk referring to function (4). The estimated
results are listed in column (4), and the equation satisfy the AR (1), AR (2) conditions.

1) Firs‘i-zs)tage Secorfflzstage Sy(s‘::m
Pooled-OLS = ¢ o515 of 2SLS GMM
Foreign_experience 1.354%** 25.36%** 6.594*
(2.64) (2.67) (1.83)
Christian colleges 0.017***
(4.38)
British settlement 0.0803***
(3.89)
L.Risk 0.987***
(89.64)
Gender 0.424 0.0069 -0.114 -0.472
(0.94) (0.37) (-0.22) (~0.26)
Age -0.0192 —0.0024** 0.0966*** 0.0187
(-1.35) (-3.11) (3.04) (0.32)
Degree —0.161*%** 0.0145%** —0.522%* —-0.0201
(-3.21) (4.53) (-2.45) (-0.07)
Firm-age —0.0543*** 0.0007 —0.104** —0.0832
(—3.64) (0.92) (-2.30) (-0.79)
Size 0.771%%* 1.6902%** 0.653* 0.407
(4.58) (4.02) (1.66) (0.91)
Managerholding 1.2019 0.0019%** -1.8273 —-2.0236
(1.39) (5.19) (-1.05) (-0.27)
Seperation —-0.2443 0.1309** —-0.6.6016*** 0.5403
(-0.26) (2.33) (—2.98) (0.08)
Topl —1.1885%**  —0.0927*** 2.6721 —0.6404
(-3.20) (-3.35) (1.55) (-0.14)
Tobin’Q 0.0183 —-0.0005 —-0.0208 0.116
(0.67) (-0.18) (-0.13) (0.56)
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Continued

Mb

Cash_Flow

Growth

Tangibility

FemaledirectRatio

_cons

Industry FE
Year FE
N
RZ

Cragg-Donald Wald F
statistic

p-value of Anderson canon.
corr. LM statistic

Arellano-Bond test for AR (1)
p value

Arellano-Bond test for AR (2)
p value

Hansen test of
over-identification (p-value)

diff-in-Hansen tests of
exogeneity (p-value)

—2.075%%*
(-2.75)
~0.0057*
(-1.82)
-0.578
(-0.78)
0.443
(0.44)
~1.463%*
(—1.96)
—12.78%%*
(-3.63)
YES
YES
21392

0.019

-0.0262
(-0.97)
0.0004
(1.62)
0.002
(-3.51)
0.0416
(0,74)
0.0114

(0.30)

YES
YES

21.07

—4.504*
(-2.14)
0.0005
(0.62)
0.1528
(0.83)
0.388
(0.12)
—7.215%
(—3.46)
-11.67
(—1.45)
YES
YES
5012

21.066

1.106
(0.67)
~0.0004
(-0.50)
~0,0359
(-0.06)
4.700*
(1.85)
-1.376
(-0.53)
-14.29
(-1.31)
NO
NO
4421

(0.000)

(0.974)

(1.000)

(0.570)

results of various tests for instrument validity are shown below Column (2) of
Table 4. The F-value is greater than 10, the Cragg-Donald Wald F statistic is
21.07, and the p-value for Anderson canon is 0. The number of instrumental va-

riables is greater than endogenous variables, and the p-value for the Kleiber-

gen-Paap rk LM statistic is 0, rejecting the null hypothesis of underidentifica-

tion. Based on these tests, the two instrumental variables are deemed effective

and used in 2SLS. Due to missing information on some executives’ birthplaces,

the number of observations decreased to 5012 after matching with instrumental

variables. Column (2) of Table 4 reports the first-stage regression results of

2SLS, where coefficients for Christian universities and British concessions are
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positive and statistically significant, indicating a positive correlation with CEOs’
foreign experience. Column (3) of Table 4 reports the second-stage estimates of
2SLS, where the regression coefficient for Foreign_experience is significantly
positive at 25.36 and significant at the 1% level. This confirms the positive im-
pact of a CEO’s foreign experience on corporate risk-taking, supporting Hypo-
thesis 1a, and the effect size is greater than the pooled regression result in Col-

umn (1).

4.3. Dynamic System Generalized Method of Moments (GMM)

Although the 2SLS instrumental variables address some endogeneity issues, they
cannot handle heteroscedasticity in the data. The dynamic system GMM analysis
is utilized here, which not only avoids estimation biases caused by heteroscedas-
ticity but also incorporates the lagged dependent variable into the model, consi-
dering the dynamic aspects of corporate risk-taking. The specific estimation eq-

uation is as follows:

Risk; , = a, + yRisk; ,_, +a,Foreign_experienc,, + >« Controls,, +&,, (4)

where Risk; is the volatility of ROA, 7 indicates firms, Risk;,, is the lagged
item of Risk;,; Foreign_experience is a dummy variable that equals to 1 if
CEO has been abroad to work or study, Y« jControls; is a vector of CEO cha-
racteristics and firm characteristics, and &, is the error term.

Including industry and time-fixed effects in Model (4) leads to a large number
of instrumental variables relative to the number of observations, precluding re-
porting of the Hansen test. Therefore, industry and time-fixed effects are not
considered in Model (4). Column (4) of Table 4 reports the regression results of
the dynamic system GMM. The p-value for the AR (1) Arellano-Bond test is less
than 0.1, the p-value for the AR (2) Arellano-Bond test is 0.974 (greater than
0.1), and the p-value for the Hansen test of overidentification is 0.570. All test
results meet the model requirements, confirming the validity of the estimates.
The regression coefficient for Foreign_experience is 6.594, significantly positive
at the 10% level, supporting Hypothesis la. Furthermore, the lagged variable
L.Risk is 0.987, significantly positive at the 1% level. This indicates a strong au-
tocorrelation in the company’s risk-taking level, suggesting that previous risk
levels highly predict current values. In other words, a company’s risk-taking lev-
el exhibits a high degree of “path dependence,” indicating stability in corporate
risk strategy. In conclusion, including the lagged risk factor, executives’ foreign
experience continues to have a significant positive effect on corporate

risk-taking, and the risk-taking level exhibits dynamic consistency.

5. Robustness Tests

5.1. Construction of a Tracked Sample and Propensity Score
Matching

To mitigate endogeneity issues arising from self-selection bias, this study rese-
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lected data within the panel dataset. Companies that transitioned from domestic
to Foreign_experienced executives (“transition” companies) were designated as
the treatment group. These were then matched with companies managed by
CEOs without foreign experience to construct a new subsample for subsequent
multi-period DID analysis. Due to the scarcity of companies transitioning from
foreign to domestic experience executives, and hence not meeting the sample
size requirements for statistical estimation, reverse transition companies were
not included in the analysis.

During the matching process, 1:1 matching was employed using random
sorting, with 500 Bootstrap samples drawn to calculate the standard deviation.
Covariates included CEO age, gender, education, company size, growth rate, R &
D ratio, MB, separation of two rights, managerial shareholding ratio, Topl, and
the proportion of female directors. The balance test results after matching indi-
cated that the standard deviations were all less than 10%. Table 6 reports the
Average Treatment Effect on the Treated (ATT), which is 3.238 and significantly
positive at the 1% level. The ATT remained significant even after changing the
matching method. This suggests that the treatment effect after matching is not
dependent on a specific matching method and is robust in terms of average ef-
fect. The study then refined the analysis of executives’ foreign experience, diffe-
rentiating between overseas study and work experience. It was found that the
average treatment effects for these two categories were distinct, as detailed in
Table 5. The average treatment effect for overseas work experience is 3.729, sig-
nificant at the 5% level. In contrast, the average treatment effect for overseas
study experience is 3.002, less than that for overseas work experience, but not
statistically significant. Therefore, it can be inferred that the positive effect of
foreign experience on corporate risk-taking is primarily driven by overseas work

experience.

5.2. Multi-Period Difference-in-Differences Analysis

The multi-period DID model, compared to the traditional DID approach, accounts

Table 5. ATT effect by bootstrap of different Independent Variable. In this table, we use
propensity score matching to calculate the average treatment effect of CEO’s foreign ex-
perience on risk-taking. Furthermore, we concerned about whether foreign working ex-
perience and foreign studying experience have treatment effects. In the matching process,
we use 500 bootstrap sampling and report the corresponding outcome. Based on the
matching subsample of Foreign_experience, we performed an endogeneity analysis in
subsequent chapters.

e wEw L
Foreign_experience 3.237629 1.082433 2.99 0.003
FWorking-experience 3.728814 1.745295 2.14 0.033
FStudying-experience 3.001676 1.906824 1.57 0.735
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Table 6. Multi-period DID This table reports the multi-period DID outcome based on by
function (5). In this part, the sample is a matched sample that only include the firms
change the CEO form domestic to foreign experience and the firms always employ do-
mestic CEO. We have identified the transform time of transition firms and use the varia-
ble called Period to capture this variation trend. Meanwhile, the matched sample meet the
dynamic parallel trend hypothesis in Figure 1.

(1) Multi-Period DID

TreatixPeriodir 2.372%*
(1.97)
Gender 0.247
(0.09)
Age —-0.160**
(-2.39)
Degree —-0.706**
(-2.53)
Firm_age —-0.0809%
(-1.90)
Size 1.147%*
(2.20)
Managerholding -0.169
(-0.09)
Separation -0.398
(-0.12)
Topl —2.452
(-1.31)
Tobin’Q —-0.00664
(-0.14)
Mb -2.975
(-1.30)
Cash_Flow 0.00162
(1.48)
Growth -11.76
(-1.05)
Tangibility -1.162
(-0.35)
FemaledirectRatio 5.379*
(1.89)
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Continued
_cons —11.69%
(-1.70)
Industry Control Yes
Year Control Yes
N 1455
R 0.064
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Figure 1. Parallel trend test of multi-period DID.

for the temporal variability in individuals’ exposure to policy impacts. In this
model, entities in the treatment group can be affected by policy changes at dif-
ferent times. In this study, the “transition” companies hiring executives with
foreign experience did so at varying times, reflecting individual corporate beha-
viors. Hence, we retained the timing of each “transition” company’s executive
change and generated a “post” variable. The “post” takes a value of 1 if the com-
pany’s CEO has been replaced with one having foreign experience, and 0 other-
wise. Similar to the traditional DID method, a parallel trends test between the
treatment and control groups is required before estimation. Figure 1 presents
the time trend for the multi-period DID parallel trends test, where period 0
represents the transition period. Prior to this period, the risk-taking effect of the

CEO was zero within the 95% confidence interval. After this point, it differs sig-
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nificantly from zero within the 95% confidence interval. In other words, before
the transition to a CEO with foreign experience in the treatment group, there
was no significant difference in risk-taking levels between the treatment and
control groups. However, after the transition, the risk-taking level in the treat-
ment group was significantly higher than in the control group, satisfying the pa-
rallel trends assumption. Based on this, the multi-period DID model is con-
structed as shown in Equation (5), with specific regression results presented in
Table 6:

Risk, , = a, + o xtreat, x post, + > ;Controls, , + Industry, +Year, +5  (5)

The key parameter of interest is ai. This parameter measures the effect of
risk-taking on the foreign-native experience gap of CEO. Table 6 presents the
results from estimating multi-period differences-in-differences model. This re-
gression includes industry-year fixed effects. Our key parameter of interest a is
a significant positive coefficient, suggesting that the difference between the
change in risk-taking of the transition firms and that of the control group is sta-

tistically significant.

6. Mechanism Test and Further Analysis

6.1. R & D Investment Channel

Innovation often involves substantial initial R & D investment, and the high un-
certainty inherent in the innovation process makes it difficult for companies to
predict specific outcomes. The potential future benefits of innovation typically
require a long investment period to materialize, making innovative R & D
projects high-risk activities. A vast amount of literature has confirmed that R &
D investments increase a company’s risk-taking level. Therefore, this study fo-
cuses on reporting the impact of executives’ foreign experience on corporate R &
D investments. As shown in Column (1) of Table 7, when the dependent varia-
ble is the firm’s R & D expenses, the coefficient for Foreign_experience is signif-
icantly positive at the 5% level. Executives with foreign experience, possessing
greater confidence and risk tolerance, actively promote the company’s innova-
tion activities, positively influencing R & D investments. Hypothesis 2 is thus va-
lidated.

6.2. CEO Duality

The ability of an executive’s personal decision to be effectively transmitted to the
company level is closely related to their managerial autonomy. Here, the duality
of the CEO also serving as chairman is used as a measure of executive power.
The study further explores whether this governance structure influences the risk
effect of foreign experience. After centralizing the CEO-Chairman Duality varia-
ble and interacting it with foreign experience, the regression results are pre-
sented in Column (2) of Table 7. The results indicate that the coefficient for the

interaction variable Foreign_experience*Duality is positive and significant at the
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5% level, supporting Hypothesis 3. This suggests that in companies where the
CEO also serves as chairman, executives with foreign experience have greater

managerial autonomy, and their risk effect is more pronounced.

6.3. SoEs Firm

Following the reform granting operational autonomy, executives of state-owned
enterprises (SOEs) in China have gained higher actual control and, consequent-
ly, increased managerial autonomy. Considering this difference, the study inte-
racts the nature of the firm with executives’ foreign experience to further analyze
whether there is a differential impact based on the type of enterprise. The re-
gression results reported in Column (4) of Table 7 show that the coefficient for the
interaction variable Foreign_experience*SOE is 2.680, significant at the 1% level,
supporting Hypothesis 4. Additionally, the coefficient for SOE is significantly posi-
tive, confirming that the fixed effect of firm nature is positive. This indicates that in
companies without executives with foreign experience, the level of risk-taking in

state-owned enterprises is significantly higher than in non-state-owned enterprises.

Table 7. Moderating effects. This table reports some further analysis of foreign expe-
rience in risk-taking. We mainly use interaction terms to capture the moderating effects.
In this part, we use the fixed effects model based on panel data.

Channel moderating effect
(1) 2) 3
RD_Expense Risk-taking Risk-taking
Foreign_experience 1.304** 0.539 1.000**
(2.36) (1.23) (2.17)
Foreign_experience*Duality 1.708**
(2.01)
Foreign_experience*SOE 2.680%**
(2.70)
Duality 0.594*
(1.86)
SOE 2.134%**
(3.27)
Gender 0.181 0.728 0.790
(0.22) (1.45) (1.57)
Age —0.00698 —0.0523%** —0.0479**
(-0.26) (-2.74) (-2.55)
Degree -0.151 —0.237** —0.237**
(-1.02) (-2.37) (-2.38)
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Continued
Firm age 0.266*** -0.0275 -0.0235
(3.39) (-0.54) (-0.46)
Size 1.900%** 1.780%** 1.759%**
(5.47) (8.03) (7.93)
ManagerHoldsharesRatio 3.996 0.471 1.895
(1.63) (0.30) (1.33)
Seperation 1.046 0.660 1.199
(0.37) (0.29) (0.52)
Topl —-2.756 -0.115 0.123
(-1.37) (-0.08) (0.08)
Tobin’Q 0.00937 0.0503 0.0467
(0.08) (0.86) (0.80)
Mb 0.343 —1.756%** —1.893%**
(0.38) (-2.62) (-2.82)
Cash_Flow —0.00284*** —0.004007*** —0.00409**
(-4.73) (-5.70) (-5.82)
Growth —2.844 —-0.00314 —-0.00262
(-0.44) (=0.16) (-0.14)
Tangibility 4.309* 5.982%%¢ 5.897%%¢
(1.81) (4.39) (4.33)
Female Director Ratio -1.118 -1.678 -1.662
(-0.78) (-1.49) (-1.48)
_cons —45.36%** —39.38%** —38.93%**
(-5.43) (-7.47) (=7.39)
Industry FE YES YES YES
Company FE YES YES YES
Year FE YES YES YES
Observations 5255 21392 21392
R 0.117 0.027 0.027

7. Conclusion

Utilizing data from non-financial A-share listed companies in China from 2008
to 2021, this study empirically investigates the impact of executives’ foreign ex-
perience on corporate risk-taking, using risk-taking level as an entry point to
examine corporate operational status. The findings are as follows: Firstly, execu-

tives with foreign experience significantly increase the company’s risk-taking
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level. This suggests that foreign experience enhances managers’ confidence and
tolerance towards risky projects, mitigating risk-averse behavior stemming from
career anxieties. This hypothesis remains supported even after employing
two-stage least squares estimation. Secondly, mechanism analysis indicates that
executives with foreign experience promote corporate risk-taking primarily
through increased R & D investments. Furthermore, the degree of managerial
freedom, as a crucial factor affecting the transmission of individual decisions to
the corporate level, moderates the risk effect of foreign experience. In companies
where executives hold dual roles as CEO and chairman and in state-owned en-
terprises, the positive impact of foreign experience on corporate risk-taking is
more pronounced. Thirdly, analysis of risk dynamic effects using dynamic sys-
tem generalized method of moments (GMM) reveals that the lagged term of
risk-taking is significantly positive and close to 1, and the regression coefficient
for foreign experience is also significantly positive. This indicates a strong auto-
correlation in corporate risk-taking levels, suggesting a high degree of “path de-
pendence.” The company’s past risk-taking decisions largely determine its cur-
rent risk-taking strategy. Fourthly, robustness analysis using a tracked sample
combined with propensity score matching and multi-period differ-
ence-in-differences (PSM-MDID) reveals more direct treatment effects, with
empirical results supporting the notion that foreign experience promotes corpo-
rate risk-taking levels.

The conclusions of this study highlight that executive characteristics are cru-
cial in influencing corporate risk-taking levels. The positive impact of executives’
foreign experience on corporate risk-taking is not detrimental. The enhanced
managerial ability and confidence associated with foreign experience can alle-
viate risk-averse tendencies caused by career anxieties, enabling companies to
better identify and utilize valuable investment projects, thus providing more
room for sustainable development. Mechanism analysis shows that this positive
effect is mainly achieved through increased R & D investment, with executives
having foreign experience excelling in focusing on enhancing the company’s in-
novative capabilities. The consistency in risk-taking levels indicates that corpo-
rate risk decisions are influenced not only by the current management team but
are also closely linked to previous decisions. For managers, changing the com-
pany’s risk-taking level may require more assertive measures to break the en-
trenched risk orientation. Additionally, the effectiveness of executive deci-
sion-making is closely tied to the governance environment, necessitating an
analysis of corporate governance structures when considering the impact of ex-

ecutive characteristics on corporate operations.
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