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Abstract

Nationality diversity and international experience constitute two related yet distinct
sources of competence among upper echelons. While both TMT international experience
and nationality diversity increases the likelihood of firms expanding outside their home
region, our results show that TMTs with international experience are more likely to
expand abroad via greenfield investments, whereas nationally diverse TMTs are more
likely to engage in international acquisitions and joint ventures. This highlights the need
to treat TMT nationality diversity and international experience as two different

characteristics influencing foreign entry mode decision.

Keywords: Top management team, nationality diversity, international strategic decision-

making, foreign entry mode.



1. Introduction

The international business literature traditionally assumes that internationalization
decisions are purely rational and scholars tend to ignore strategic decision-making
research in explaining how foreign investment decisions are made (Brouthers & Hennart,
2007). However, foreign expansion does not occur in a vacuum, but is determined by a
certain set of strategic choices made my executive decision-makers (Herrmann & Datta,
2005; Park & Lee, 2008). Based on the behavioral theory of the firm (March & Simon,
1958; Cyert & March, 1963), strategic decision-making research focuses on how
decisions are conditioned by bounded rationality.

For instance, upper echelons theory suggests that executives’ backgrounds and
experiences greatly influence their interpretations of strategic decision-making situations,
and, in turn, affect their choices (Hambrick & Mason, 1984). A large body of research
has linked managers education, functional background, age, tenure etc. to a number of
strategic and performance outcomes. The link between TMT characteristics and firm
strategic choice is part of a growing stream of research preoccupied with executive
effects on the sequence and consequences of firm’s competitive actions (Cannella,
Finkelstein & Hambrick, 2008; Carpenter et al., 2004). For instance, Ferrier (2001) found
TMT heterogeneity to be positively associated with the propensity to initiate competitive
attacks of greater complexity. Others have linked executive characteristics to alliance
formation (Eisenhardt & Schoonhoven, 1996), diversification and acquisitions (Jensen &
Zajac, 2004).

Lately, this line of enquiry has been extended to the global arena. The increase in

market globalization over the past decades and the ensuring pressures on top management



to internationalize their firms puts a premium on decision-makers with international
backgrounds and orientations. Internationally competent top management teams (TMTs)
are believed to be better at coping with diverse cultural, institutional, and competitive
environments and make strategic decisions that result in superior performance (Bartlett &
Ghoshal, 1989; Gupta & Govindarajan, 2002). Research has linked TMT characteristics,
particularly international experience, to firm international involvement (Athanassiou &
Nigh, 2002, Reuber & Fisher 1997, Sambharya 1996, Tihanyi et al. 2000; Wally &
Beccerra, 2001). Yet, the potential value of heterogeneity in executive’s nationalities and
the cultural composition of the TMT has thus far been neglected, constituting a critical
omission in our understanding of international strategic decision-making (Cannella,
Finkelstein & Hambrick, 2008).

While both international experience and nationality diversity are beneficial for
international decision-making, they lead to different preferences and choices. We argue
that the nationality of top executives influences their cognitions and values and
determines their preferences for certain types of strategic actions. In addition to bringing
broader international business knowledge and network contacts, nationality determines
the content and structure of cognitive schemas and thus influences the way top managers
collect, process, organize, and use information (Shaw, 1990). Together with the deeply
rooted cultural values of the executive’s country of origin, these cognitive bases create a
filter through which information is selected and interpreted, which, in turn, provides the
basis for strategic choice (Hambrick & Mason, 1984). In a TMT setting, the diversity in
cognitive bases and values resulting from executive nationalities has a strong influence

on strategic decision-making.



The contribution of this paper is to compare and contrast international experience
and nationality diversity in order to illuminate their distinct roles in international strategic
decision-making. We argue that while international experience and nationality diversity
are both positively associated with international expansion outside the home region, their
influence on foreign entry mode is likely to differ. Specifically, we expect TMT
nationality diversity to increase the probability of engaging in culturally complex
international strategic decision, such as international acquisitions and joint ventures,
whereas international experienced TMTs are more likely to prefer greenfield investments
as mode of entry into foreign markets. We test out propositions on a sample of 95 Swiss

firms over a period of 7 years (2001-2007).

1. Theory
2.1 Behavioral theory of internationalization
One of the fundamental questions in international business is how firms expand beyond
their national borders. Much of this literature is grounded in economic theory with a
strong focus on rational choice in relation to cost-minimization and risk-adjusted return
on investment (e.g., Anderson & Gatignon, 1986; Hennart, 1988; Willamson, 1985). An
alternative explanation, rooted in the behavioral theory of the firm (Cyert & March,
1963), recognizes the influence of bounded rationality on the part of decision-makers and
emphasizes experiential learning as the driving force behind the internationalization
process of the firm (Johanson & Vahlne, 1977).

Johanson and Vahlne (1977) predicted that firms will incrementally build foreign

operations, starting with low resource commitment in culturally proximate countries, and



only gradually expand these commitments and geographic scope to “psychically distant”
countries based on learning. It is suggested that firms will successively enter countries
with increasing “psychic distance”, where psychic distance is defined as factors that may
act as barriers to international expansion. Such factors may include institutional, cultural,
and political factors that prevent or disturb the flow of information or knowledge between
the firm and the target country (Benito & Gipsrud, 1992; Johanson & Wiedersheim-Paul,
1975). For instance, cultural distance has long been associated with high risks and thus
firms are less likely to invest in culturally distant markets (Shenkar, 2001).

According to the behavioral theory of internationalization, lacking routines for
overcoming psychic distance, managers search in the neighborhood of their past
experiences and, as a result, firms tend to stay in the vicinity of their past practices and
the routines which govern them (Cyert & March, 1963; Johanson & Vahlne, 1977). These
arguments are consistent with what Rugman and Verbeke (2004: 16) refer to as a natural
preference for regionally based activities. Investigating the 500 largest MNCs in the
world, they provided evidence that firms are most likely to undertake economic activity
in their home region, where the psychic distance is considered relatively low. Expanding
outside the home region is associated with high levels of complexity and uncertainty
related to international strategic decisions (Sanders & Carpenter, 1998).

A second prediction of the IP model relates to the increasing level of commitment
to foreign markets through successive stages of the establishment chain (Johanson &
Vahlne, 1977). This is consistent with the literature on entry mode choice, which suggests
that different modes of foreign entry represent different levels of resource commitment,

risk, and control (Anderson & Gatignon, 1986). According to this view, a joint venture



(JV) is the pooling of assets in a common and separate organization by two or more firms,
resulting in lower commitment and shared ownership, risk, and control. Wholly owned
subsidiaries (WOS), on the other hand, are chosen when firms seek maximum control and
are willing to make maximum commitment and take on maximum risk (Kogut & Singh,
1988). Wholly owned subsidiaries, in turn, can be separated into at least two categories;
greenfield investments vs. acquisitions. While the entry mode choice (JV vs. WOS) is
concerned with the level of ownership, the choice of establishment mode (greenfield vs.
acquisition) is related to the nature of the investment; whether to invest in new facilities
or acquire existing ones.

Some researchers advocate a theoretical and empirical distinction between these
two decisions based on the notion that they represent independent choices (e.g.,
Brouthers & Hennart, 2007; Hennart & Park, 1993). Others, however, argue that JVs are
not merely a matter of ownership but also of underlying strategic motives, and managers
are thus likely to consider them simultaneously with other entry mode choices (Kogut &
Singh, 1988). Both views are grounded in rational choice models and lack attention to the
role of managerial characteristics. In this study, our main proposition is that managerial
characteristics are likely to determine preferences for certain types of foreign entry modes.
Thus, rather than examining the choice of one mode of entry over another as the result of
rational measurable assessments of risk, control, and commitment, we focus on the
propensity to engage simultaneously in multiple foreign entry strategies as a result of the
influence of TMT backgrounds and experiences on international strategic decision-
making. Consistent with the behavioral theories of internationalization we distinguish

between entry modes based on their level of cultural complexity and argue that



international acquisitions and joint ventures are associated with higher cultural
complexity compared to greenfield investments. TMTs with different experiences and

nationalities are likely to favor different entry mode strategies.

2.2. Behavioral strategic decision-making and nationality diversity
The most fundamental challenge faced by top managers is to process many, complex, and
often ambiguous stimuli when making strategic decisions under high uncertainty
(Starbuck & Milliken, 1988). In such situations, the stimuli do not clearly point to ideal
choices; instead top executives are confronted with far more information, both from
within and outside the organization, than they can possibly fully comprehend. As noted
by March and Simon (1958: 169), “because of the limits of human intellective capacities
in comparison with the complexities of the problems that individuals and organizations
face, rational behavior calls for simplified models that capture main features of a problem
without capturing all its complexities”. Research has demonstrated that humans attempt
to reduce cognitive effort through the use of heuristics (or “rules of thumb”) and
cognitive structures (schemas) to integrate pieces of information into a single judgment in
making decisions (March & Simon, 1958; Schwenk, 1984). Specifically, top managers
employ their existing cognitive schemas and heuristics to organize and process
information efficiently and simplify the decision process (Shaw, 1990). In this way,
decision-makers can make fairly accurate interpretations and evaluations without having
to examine all available information.

While facilitating information-processing, the use of prior experiences, cognitive

schemas and heuristics may, however, create systematic biases and lead to potential error



in decision-making (Tversky & Kahnemann, 1974). For instance, cognitive heuristics
will reduce the number of variables included in decision makers’ cognitive maps and, as
a result, may lead to a smaller number of strategic alternatives being considered
(Schwenk, 1988). The use of cognitive schemas may also encourage stereotype thinking,
fill data gaps with typical yet potentially inaccurate information, prompt one to ignore
discrepant and possibly important information, discourage disconfirmation of the existing
knowledge structure, and inhibit creative problem solving (Walsh, 1995). Particularly in
complex situations, decision makers rely on the familiar, often drawing on solutions that
have worked well in the past (Cyert & March, 1963). In this way, biases affect strategic
decisions when existing experiences are used in diagnosing and framing new strategic
problems. The more complex, unstructured, and strategic a decision is, the more likely it
is that biases may influence the decision process (Duhaime & Schwenk, 1985).

The cognitive schemas and heuristics are largely determined by executives’
backgrounds and experiences (Schwenk, 1988). By the same token, upper echelons
theory (Hambrick & Mason, 1984) suggests that human limitations influence the
perception, evaluation and decision about organizational problems and hence influence
firm choices and behavior. The starting point of understanding the upper echelons
perspective is March and Simon’s (1958) notion that managers bring their own set of
“givens”, such as values and cognitive bases, to a decision-making situation. Thus,
strategic choice is made not on the basis of an actual “real” situation, but rather on
managers’ perception, a so-called “construed reality” (Sutton, 1987). This argument is
congruent with the behavioral view of Cyert and March that “the variables that affect

choice are those that influence the definition of a problem within the organization” (1963:



163). Similarly, Dutton, Fahey and Narayanan (1983: 310) argue that managers’
“cognitive maps” play the role of a lens through which situations are viewed. Consistent
with this, Prahalad and Bettis (1986) find that managers’ cognitive schemas determine
the approaches they are likely to use in resource allocation and control over operations.

According to upper echelons theory, observable demographic characteristics of
top executives can be used to infer psychological cognitive bases and values and as such
may serve as potent predictors of strategies (Hambrick & Mason, 1984). One important
yet largely neglected determinant of executives’ strategic orientation and preferences is
nationality. Cross-cultural psychology literature suggests that national origin' influences
underlying orientations and values as well as cognitions (Hofstede, 1980; Schwarz,
1992). These nationality-derived qualities, in turn, affect a person’s behavior as well as
how the person is perceived in a multinational team (Hambrick, Davison, Snell & Snow,
1998). Much of the cultural patterns of thinking, feeling, and acting are acquired in early
childhood because at that time a person is most susceptible to learning and assimilation.
These patterns are deeply rooted and once they have established themselves within a
person’s mind, they are unlikely to change substantially through subsequent experiences
(Hofstede & Hofstede, 2005).

A limited number of studies explore the relationship between national culture and
executive strategic orientation (e.g., Hitt, Tyler, Dacin & Park, 1997). For instance,
Geletkanycz (1997) demonstrated that cultural values significantly affect executives’
openness toward change in the organizational status quo, even after controlling for earlier

observed determinants such as experiential background. Similarly, Hambrick et al. (1998)

! We use nationality and culture interchangeably. While we acknowledge that different ethnic groups or
subcultures may exist within a nation, these groups are likely to produce similar profiles on psychologically
| relevant attributes vis-a-vis those from other nations (Hofstede, 1980).
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argue that while accumulated international experience and exposure can, to some degree,
surmount nationality-based differences, nationality imprinting is not easily erased. By the
same token, Laurent (1983) found that the nationality of seasoned executives accounted
for far more variations in the data than any of the respondents other characteristics, such
as age, education, job, professional experience, hierarchical level, and company type.
Hence, values traceable in part to the executive nationalities may affect executives’
preferences for certain strategic actions. To this end, Gupta and Govindarajan (2002)
argue that national culture affects strategic choices regarding how to enter and operate in

international markets.

2. Hypotheses

3.1 The role of nationality diversity in foreign expansion

The outcome of foreign expansion decisions is highly uncertain and risky. In addition, the
information necessary to be processed is difficult to access and interpret due to the
“psychic distance” between the home and host country. As a result, foreign expansion
decisions are likely to be influenced by the prior knowledge and experiences of decision-
makers. Prior research suggests that international assignment experience at the TMT level
helps reduce the uncertainty associated with international expansion (Sambharya, 1996).
For instance, international experience increases awareness of international opportunities
(Tihanyi et al., 2000) and helps develop superior ability to manage operations in different
countries. Specifically, the accumulated knowledge about foreign markets is important in
overcoming the “psychic distance” of doing business abroad (Johanson & Vahlne, 1977).

In this way, international experience may serve a surrogate for cultural knowledge which
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is necessary for successfully formulating and implementing an international strategy
(Sambharya, 1996). In addition, international experience helps establish informal
networks that support decision-making in international contexts (Athnassiou & Nigh,
2002; Roth, 1995). The knowledge, skills and network contacts, accumulated through
international assignment experiences, enable TMTs to accurately scan the environments,
select relevant information, and interpret decision-making situations. As such, learning
associated with international experience is likely to lead to fewer mistakes, and,
consequently, increased likelihood of success in foreign expansion (Herrmann & Datta,
2002). A number of studies have demonstrated the positive association between firm
internationalization and international experience of the CEO (Daily, Certo & Dalton,
2000; Roth, 1995) as well as the entire TMT (Athanassiou & Nigh, 2002; Carpenter,
Sanders & Gregersen, 2001; Sambharya, 1996; Tihanyi et al., 2000).

Foreign nationality among top executives may bring to international decision-
making benefits similar to those of international experience. Diversity in TMT
nationalities is likely to provide decision-makers with broader information resources,
network contacts, skill sets, and cultural capital. As a result, nationally diverse TMTs are
better able to accurately access, scan and interpret the available information in the
international context. The knowledge and experiences, accumulated while living and
working outside the country in which their company is based, influence the cognitive
schemas of foreign born executives, which in turn determine their interpretation of a
decision-making situation. The higher the diversity of executive nationalities, the higher
the variety of cognitive schemas applied to finding solutions to a strategic problem. The

varied views and perspectives enable nationally diverse TMTs to better comprehend and
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make sense of complex stimuli. Luo (2005) argues that cultural diversity in TMTs may
be a source of reducing the information-processing costs of globalization because
nationally diverse TMTs have greater processing capacity and can attend to more
environmental cues and foreign liability problems (Zaheer, 1995), thus reducing the
negative effects of psychic distance. Hence, nationally diverse TMTs are better equipped
than homogenous teams with the knowledge and experience necessary to expand outside
the home regions to countries with greater cultural, institutional, and political distance.
By the same token, Punnett and Clemens (1999) found that nationally diverse teams
ranked foreign expansion options significantly more attractive than did homogenous

teams. Thus, we hypothesize that:

H1: The higher the TMT nationality diversity, the more likely the firm will expand

outside the home region.

3.2. International experience and foreign market entry

Executives, who have accumulated knowledge of foreign cultures and business practices
through international assignment experience, are better able to cope with uncertainty
associated with international operations and thus they typically perceive foreign
investments as less risky than executives without such experience (Carpenter et al.,
2001). Internationally experienced top managers are likely to be confident in their ability
to accurately estimate risks and returns associated with foreign investments and, as a
result, be more aggressive in committing resources and assuming control over foreign

operations (Erramilli, 1991). Moreover, to the extent that executives have worked abroad
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as expatriates they may be confident in their ability to transfer managerial skills and
overcome the psychic distance of doing business abroad. As argued by Tung and Miller
(1990), international assignment experience contributes to the development of a “global
mindset” that leads to greater confidence in the ability to effectively handling global
operations. Such confidence, however, can lead to certain biases, such as availability
bias, selective perception and illusion of control (Schwenk, 1988).

Selective perception may lead to biases in the choice of variables relevant to
strategic decision-making. For instance, a TMT consisting of members with extensive
prior international assignment experience may be conditioned by their experiences to
prefer modes of entry which rely on transferring managerial capabilities from
headquarters to newly opened subsidiaries rather than sourcing knowledge from local
management through joint ventures or acquisitions. By the same token, illusion of control
leads to overestimation of control over outcomes. This may, in turn, bias TMTs to favor
greenfield investments under the assumption that, although risky and costly, such
investments are necessary in order to ensure success in culturally different markets. The
success of an international assignment experience may also lead to availability bias,
where the availability of easily-recalled events in executives’ memories distorts their
judgment of the probability of certain events occurring.

Multiple biases interact and reinforce each other in influencing strategic decisions
(Schwenk, 1988). For instance, the perception selection bias might increase the illusions
of control in successful executives and lead to overestimation or their ability to deal with
liability of foreignness (Zaheer, 1995) issues and/or underestimation of the value of

engaging with a local partner in order to gain access to local market knowledge. This may
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result in executives with international assignment experience opting for the highest
degree of ownership and control in foreign operations, such as greenfield investments.
Herman and Datta (2002; 2006) found that CEOs with international experience are more
likely to prefer full-control entry modes and will favor greenfield investments over
acquisitions and joint ventures. International experiences are most likely to affect
international strategic decision-making when several executives share international
experience with the CEO (Jackson, 1992). If a large proportion of the executives have
completed international assignments, they might share the same preferences for entry
mode and be better able to communicate about, build consensus around, and implement
greenfield investments without considering alternative options. Taken together, these
arguments suggest that internationally experienced TMTs are more likely to engage in

greenfield investments when expanding abroad (Herrmann & Datta, 2006):

H2: TMT international experience increases the propensity to form greenfield
investments abroad.
3.3. Nationality diversity and foreign market entry
In a team setting, differences in strategists’ cognitive bases and values resulting from
nationality diversity may reduce biases and positively affect their choice of alternatives.
First, strategists with different cultural values and cognitions are likely to attend to
different features of new problems when attempting to define them. Therefore, it is likely
they will focus on different cues when selecting a problem-relevant schema (Schwenk,
1988). Second, given that executives choose to apply different schemas, they may

consider different strategic alternatives and expect different consequences of these
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alternatives. Third, variation in cultural values among top manages will lead to
preferences for different strategic actions (Hambrick & Brandon, 1988). This may lead to
debate or advocacy of different approaches to strategic decision-making and thus result in
higher quality of decisions.

Cognitive diversity among upper echelons is often associated with conflicts or
disagreements. While affective conflict among upper echelons was found to negatively
influence decision quality, cognitive conflict is considered beneficial for strategic
decision-making (Amason, 1996). When disagreements surrounding a particular decision
occur, TMTs are aware of more issues, more ways of viewing each issue, and more
alternative courses of action. If there are few or no cognitive conflicts, executives are less
likely to consider a wide range of issues and options because they simply would not think
of many of them (Miller, Burke & Glick, 1998). In addition, when TMT members
disagree they are more likely to invest in additional analysis, more consultants, and more
discussions, which result in high extensiveness and comprehensiveness in decision-
making. While such actions may slow-down executive decisions, the benefits of
extensive analysis and evaluation of alternatives will ultimately result in better and more
innovative strategic decisions. In general, scholars agree that cognitive conflict resulting
from diversity contributes to decision quality because the synthesis that emerges from the
contesting of the diverse perspectives is generally superior to the individual perspectives
themselves (Mason & Mitroff, 1981; Schwenk, 1990).

In the context of international decision-making, the varied perspectives and
enriched debate that comes from TMT nationality diversity will be helpful in generating

and refining alternatives (e.g. pertaining to different entry modes and selection of foreign
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partners). For instance, Watson et al. (1993) found that culturally diverse groups over
time outperformed homogenous groups in range of perspectives and alternatives
generated. McLeod, Lobel, and Cox (1996) also found that ideas generated by culturally
diverse groups where of higher quality than the ideas produced by homogenous groups.
TMTs with diverse national backgrounds are more likely to engage in constructive debate
and thus may consider strategic choices other than greenfield investments, such as joint
ventures and acquisitions, despite the higher complexity and cultural challenges
associated with these entry modes. International acquisitions and JVs often face high
costs and problems of integrating and managing a foreign partner that is often
compounded by cultural and institutional differences. Nationally diverse TMTs possess
the necessary cognitive capacity and skills to anticipate and manage such challenges.

International acquisitions and joint ventures are culturally complex international
expansion decisions. Both types of entry modes are characterized by high failure rates
(e.g., Beamish & Delois, 1997; King et al., 2004) due, in part, to differences in
objectives, management styles, operating methods, and strategy implementation as a
result of cultural dissimilarities. Such differences are grounded in different assumptions
about organizations, people, work, employment, performance, and reward systems in the
societies involved (Von Glinow & Teagarden, 1988).

[JVs entail unique risks, owing to the potential problems of cooperating with a
partner from a different national culture (Harrigan, 1988). The cultural difference may
create ambiguities in the relationship, which may lead to conflict and even dissolution of
the venture (Barkema, Bell & Pennings, 1996). 1JVs are characterized by the presence of

at least two cultures that interact and build interdependency. Success of an 1JV relies on
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the creation of a coherent and unitary culture that combines elements of both. Top
managers representing cultural partners in [JVs are instrumental in developing a shared
culture as survival of IJVs is dependent on managing multiple meanings in the presence
of national cultures (Li & Hambrick, 2005). Culturally diverse TMTs are more likely to
form such partnerships because their cognitive decision-making style is more open to the
potential advantages of [JVs as a result of their own experiences working in a
multicultural team. TMT nationality diversity may also provide reputational information
to potential foreign partners that the firm has a global mindset, is easier to interact with in
cross-culturally, and is more likely to adequately consider the foreign partners’ interests.
Such reputational effects may induce the foreign company itself to contact the focal firm
and thus increases the potential pool of candidates and, cetera paribus, the probability of

formation of IJVs (Lee & Park, 2008):

H3: TMT nationality diversity increases the propensity to engage in international

joint ventures

International acquisitions are often associated with cultural collision and post-
acquisition integration problems as a result of acquirer-target cultural distance (Datta &
Puia, 1995). Such cultural differences create organizational challenges that impede
integration and increase acquisition costs (e.g., Hofstede, 1980). Higher levels of cultural
distance have been associated with greater conflict in an acquisition over day-to-day
decisions (Jemison & Sitkin, 1986), and differences between parent and acquired firm

can lead to culture clash among employees when operational practices also differ (Brock,
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Barry, & Thomas, 2000). At the same time, cultural differences and the concept of
psychic distance can inhibit and positively obstruct management attempts to integrate and
create a cohesive and coherent organizational entity post acquisition. Constraints
introduced by linguistic differences, multiple sources of authority, geographical distance,
and cultural diversity are believed to make it more difficult to realize expected synergies
in the foreign subsidiary than in a domestic strategic business unit (Gupta &
Govindarajan, 1991). Together these findings suggest that higher costs and complexity
associated with cultural integration reduce post-acquisition performance.

Hambrick et al. (1998) suggested that nationality diversity influences not only the
values and cognition but also the interpersonal dynamics of the TMTs members and
ultimately decision-making outcomes. Hence, a TMT consisting of different nationalities
is likely to be better equipped to handle the cultural complexity and constraints associated
with international acquisitions because the application of culturally diverse cognitive
schemas and heuristics helps reduce the uncertainty and increase the information
processing capability. As Olie (1990) noted, the perceived threat of concentration and
nationalism is a barrier to international acquisitions. However, a TMT composed of
multiple nationalities is more likely to perceive international acquisitions more favorably
compared to other forms of foreign investment modes (e.g., greenfield), which are
preferred by internationally experienced TMTs. While international experience may
create awareness of cross-cultural differences in general, it does not necessarily develop
the ability in executives to cope with those in complex multicultural settings, such as
international acquisitions. Whereas some aspects of global competence, such as

knowledge and sensitivity to the challenges of working with foreign cultures, might be
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developed through international assignments, deeply rooted characteristics, such as
flexibility, openness, and geocentrism cannot be developed through international
assignments (e.g., Caligiuri & DiSanto, 2001). Rather, diversity in top executives’
cultural values and cognitions is likely to create the capacity to deal with challenges
associated with cultural and institutional differences in international acquisitions. Thus,
we propose that nationality diversity among TMT members affects positively the

propensity to engage in international acquisitions:

H4: TMT nationality diversity increases the propensity to engage in international

acquisitions.

4. Methods
4.1. Sample and variables
The initial sample consisted of all firms listed on the Swiss Stock Exchange in September
2004. Data was collected for 165 firms over a seven year period (2001-2007).
Information on the characteristics of the TMT was obtained from company annual reports
and websites. Firm and industry information was collected from the Worldscope
database. Joint venture and acquisitions data was obtained from the Thomson SDC
Platinum Database and the LexisNexis: Directory of Corporate Affiliations was used for
information on greenfield investments.

Foreign expansion outside the home region was coded as 1 if an investment was
made outside Europe, and 0 otherwise. International joint ventures is defined as a firm’s

propensity to engage in new entities created by the pooling of assets of two or more firms
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(Kogut & Singh, 1988; Herrman & Datta, 2006). Consistent with previous research we
use the number of partnerships formed (Lee & Park, 2008) with foreign firms in a
particular year. Likewise, greenfield investments is measured as the number of new
operations established in foreign countries by the parent company. International
acquisitions is defined as the number of acquisitions of (existing) foreign firms
announced in a particular year. We furthermore created entry mode dummy variables
representing the three alternative modes. In addition, building on Brouthers and Hennart
(2007) we created two separate dummies in order to control for level of ownership
(acquisitions and greenfield investments are coded as 1, and joint ventures as 0) and
establishment mode (greenfield equals to 1 and acquisition equals to 0). Both sets of
controls were used in the models where the individual entry mode decisions were used as
the unit of analysis. As the results remained identical, we report the models with the level
of ownership and establishment mode as controls.

The size of the firm has been previously shown to influence the propensity to engage
in foreign expansions (Lee & Park, 2008) and the mode selection (Brouthers &
Brouthers, 2003). Firm size was measured as the logarithm of firm employees. The level
of prior international involvement is likely to influence subsequent internationalization
decisions (Erramilli, 1991). We therefore controlled for international diversification
using the entropy measure of firm diversification (Palepu, 1985), calculated with the
formula X P; In(1/P;)* where P is the percentage of segment sales of the total firm sales.
We further included year dummies in order to control for temporal influences on
executive strategic choices in the models where the number of foreign entries in a

particular year were the dependent variables. As industry characteristics might influence
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the effects of TMTs (Hambrick & Mason, 1984), we controlled for industry dynamism,
which reflects the industry instability or volatility of the environment and was measured
according to Dess and Beard (1984).

Nationality was recorded as the country of origin of the top executives as stated in
the annual report. The degree of TMT nationality diversity was measured by the Blau
index, a measure of group heterogeneity, which is commonly used in TMT research. The
Blau index captures the dispersion of team members across all possible categories of a
certain dimension using the formula B = [1-Z (pi)°’], where p is the percentage of
members in the i™ group (i.e. nationality). The higher the value of B, the greater is the
heterogeneity on a particular variable. TMT international experience was measured as the
percentage of TMT members with international work (assignment) experience (Carpenter
et al, 2001). CEO international experience was measured as a dummy variable equal to
one if the CEO had international work (assignment) experience from outside Switzerland
and 0 otherwise. It was included as a control as previous research suggests that CEO
international experience influences firm internationalization (Roth, 1995; Carpenter et al,
2001). We further included relevant TMT demographic diversity measures which were
shown to influence strategic decision-making in a number of studies (for a review, see
Cannella, Finkelstein & Hambrick, 2008). TMT functional diversity and TMT educational
diversity were calculated as the Blau index of individual top executives’ current functions
and educational backgrounds. Drawing on Wiersema and Bantel (1992), function was
measured as a categorical variable with ten possible values: (1) production, (2) marketing
and sales, (3) engineering, (4) finance and accounting, (5) general management, (6)

R&D, (7) legal, (8) human resources, (9) logistic, and (10) others. Education was coded
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in four main categories: (1) primary, (2) bachelor, (3) masters, and (4) PhD. Industry
experience diversity was measured as the proportion of TMT members with previous
work experience in an industry different than the one in which the company operates.
TMT size is another important aspect of TMT composition that has been shown to
influence firm strategy (Carpenter et al., 2004). We therefore controlled for the number of

TMT members.

4.2. Analytical Strategy
The research design resulted in a nested hierarchical structure, where international
expansion decisions are nested within firms. Due to administrative heritage, prior
experience and management practices, foreign expansion decisions within a firm are
more likely to be similar than foreign expansions across different firms. It is therefore
necessary to control for the lack of independence between multiple international
expansions within firms over the seven year period. This created a hierarchical data
structure with two levels of random variation: between international expansion decisions
within firms (level 1), and between firms (level 2). Datasets with a nested structure that
include unexplained variability at each level of nesting are usually not adequately
represented by the probability model of ordinary least squares (OLS) regression analysis.
Instead, a hierarchical linear model (HLM), which is an extension of multiple regression
to a model that includes nested random coefficients, is recommended (Snijders & Bosker,
1999; Raudenbush & Bryk, 2002).

We used multilevel logistic regression to model the likelihood of a firm to expand

outside its home region for each foreign entry decision. For the tests of the last three
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hypotheses, where the dependent variables are the number of IJVs, international
acquisitions and greenfield investments in a particular year, we used multilevel Poisson

regression, which is the appropriate technique for analyzing count data.

5. Results
Table 1 provides means, standard deviations, and correlations for all variables. The
companies in our sample engaged in 190 international joint-ventures, 502 international

acquisitions and 712 greenfield investments over the seven year period (2001-2007).

Insert Table 1 about here

In support of hypotheses 1, we found that the diversity in TMT nationality diversity
was positively related to the likelihood of expanding outside the home region (b = .88, p
< .05). International experience was also found to increase the likelihood of expanding
outside the home region (b = .73, p <.05). Our results further suggest that companies are
more likely to use joint ventures (b = -1.53, p <.001) and prefer greenfield investments

over acquisitions (b = .43, p <.01) when expanding outside the home region (see table 2).

Insert Table 2 about here

Furthermore, in support of hypothesis 2 (see Model 1 in Table 3), we found that
TMT international experience is positively associated with the propensity to establish
greenfield subsidiaries (b = .85, p <.05). Hypothesis 3, suggesting that nationally diverse
TMTs are more likely to form international joint ventures, was also supported (b = 2.66,
p <.01) (see Model 2 in Table 3). Finally, hypothesis 4 was supported. The results (see

Model 3 in Table 3) show that TMT nationality diversity was positively associated with
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the propensity to undertake international acquisitions (b = .82, p <.05). Interestingly, our
results further suggest that nationality diversity reduces the propensity to make greenfield

investments (b =-1.58, p <.01) (see Model 1 in Table 3).

Insert Table 3 about here

Together, these results lend support to the importance of distinguishing between
international experience and nationality diversity in studies of executive effects on

international strategic decision-making.

6. Discussion

Despite the upward trend of hiring foreign nationals in the upper echelons of large
corporations and the anticipated benefits in times of increasing globalization, the effects
of TMT nationality diversity on strategic decision-making have remained largely
unexplored. Thus, the first contribution of our study was to establish the validity of
nationality diversity as an important TMT diversity dimension. As evidenced by our
theoretical model and empirical results, nationality diversity differs from other TMT
diversity attributes, such as international experience, functional or educational diversity,
lending support to the value-added of accounting for it in studies of TMT diversity.
Specifically, our study confirms that TMT nationality diversity and international
experience are two related yet distinct characteristics influencing international strategic
decision-making. We find that nationality diversity positively influences the propensity to
expand outside the home region even after controlling for TMT international experience.

This suggests that while international experience may provide valuable knowledge and
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network contacts, nationality diversity brings additional benefits which cannot be
acquired through international assignments. Such benefits arise from the variety of values
and cognitive schemas deeply rooted in individual’s national culture. These results are
consistent with Geletkanycz’s (1997) findings that both prior experiences and cultural
socialization contribute to the shaping of executives’ strategic mindset. However, top
decision-makers remain deeply rooted in their own cultures and their strategic mindset is
to a large degree shaped by their nationality (Caligiuri & DeSanto, 2001). It appears that
executives’ cultural identity is not lost over time, nor is it overshadowed by professional
acculturation associated with firm or industry experience. Rather, the values embedded in
national cultures seem to have a profound and enduring effect on executives’
orientations, independent of the logics and wisdom accrued in management development.

Another contribution of our study is the simultaneous consideration of rational
factors and TMT characteristics in relation to international strategic decision-making.
Consistent with the international business literature, we find that the degree of ownership
and establishment mode are likely to influence international expansion. At the same time,
however, we also find that characteristics of the TMT play an important and distinct role.
This combination of the behavioral theory of internationalization with the upper echelons
perspective may help advance our knowledge regarding managerial decision making in
international business. Our results suggest that TMT nationality diversity can be an
important mechanism to overcome the natural tendency toward regionalism. Foreign
expansion outside a firms’ home region is associated with increased costs of liability of
foreignness and risks of investments. Whereas Rugman and Verbeke (2004:16) explained

the tendency to expand intra-regionally as the result of a rational cost-benefit analysis
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based on the “cost of inter-regional distance and liability of inter-regional foreignness”,
we argue that such decisions may have a behavioral component. Whereas nationally
homogenous TMTs may be more inclined to stay within the home region, nationality
diversity provides managerial resources that encourage extra-regional expansion.

This study further demonstrates that nationality diversity and international
experience exert distinct impact on international strategic decision-making. While both
international experience and nationality diversity exert positive influence on firms’
propensity to expand outside their home region, we discern the different effects of
international experience and nationality diversity on the propensity to use specific entry
modes in internationalization. We find that heterogeneity in national cultural composition
of the TMT increases the likelihood of using culturally complex foreign entry modes.
Specifically, we find that while international experience is positively associated with the
propensity to enter new markets via greenfield investments, nationality diversity is
positively related to international acquisitions and JVs.

These results point to the value of studying various aspects of managerial
backgrounds in international strategic decision-making. It seems that nationally diverse
TMTs are endowed with culturally diverse values and cognitive structures that lead them
to a stronger preference for culturally complex and uncertain entry modes than do TMTs
with international experiences. The diverse national backgrounds may lead to
constructive debate and cognitive conflict, which is likely to affect scanning, selection,
and interpretation of relevant information, in turn, influencing perceptions of uncertainty
and costs associated with strategic choices. Hence, despite the seemingly higher barriers

associated with “double layered acculturation” (Barkema et al., 1996) of international
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JVs and acquisitions, nationally diverse TMTs might feel confident in their ability to
integrate and manage a foreign partner. These findings may lend some support to the
behavioral theory of internationalization in that it emphasizes bounded rational
managerial decision-making rather than economically based rational choice.

To the extent that nationality diversity and international experience both represent
valuable managerial characteristics in relation to international strategic decision-making
they may reinforce each other. However, the interaction effect between these two
variables (not reported here) was not significant, indicating that the combined effect does
not explain managerial decision-making in relation to foreign entry modes. Rather, it
seems that international experience and nationality diversity represent two independent
strategic decision-making resources in terms of firm internationalization. Interestingly,
our results also revealed a negative relationship between nationality diversity and
greenfield investments. While we did not test explicitly for the choice between different
entry modes as a result of TMT characteristics, this results may indicate such a tradeoft.
Future research may seek to tease out the influence of nationality diversity on entry mode
and establishment chain choices.

While this study focused on TMT nationality diversity, future studies may seek to
explore the effects of TMT cultural composition. Researchers may investigate how
Hofstede’s national cultural dimensions influence international strategic decisions. For
instance, the average uncertainty avoidance at the TMT level may impact the propensity
to expand abroad or the choice of entry mode. In the past TMTs were culturally
homogenous and shared the same cultural attributes as the home country, however, the

increasing diversity leads to intra-country variation of TMT cultural characteristics.

28



While such cultural diversity brings benefits to TMT decision-making, it also creates
certain challenges and future research may investigate how faultlines (Lau & Murnighan,
1998) emerge based on the individual level Hofstede national culture scores.

Finally, our study has some implications for practitioners. While nationality may not
be among the primary selection criteria for TMT members, this study demonstrated its
strong influence on international strategic decision-making. For executive selection this
means that it is important to pay attention not only to international assignment experience
but also to the national composition of the TMT. Moreover, awareness of the potential
biases due to individual backgrounds and experiences can help reduce the negative
effects of such biases in international strategic decision-making. Understanding and
attending to their own predispositions — as well as those of the other TMT members —
top managers may be better able to balance rational motives with their own strategic

orientation.
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Table 1. Means, standard deviations and means

Variable Mean S.D. 1 2 3 4 5 6 7 8 9 10 11 12 13
1 Firm size 8.66 1.61 1.00
2 Firm internationalization 1.13 0.44 0.52 1.00
3 Industry dynamism 0.03 0.04 0.12 -0.03 1.00
4  CEO international experience 0.39 0.49 0.19 0.17 -0.07 1.00
5 TMT size 6.59 2.88 0.41 0.28 0.12 0.05 1.00
6 TMT industry experience 0.38 0.31 -0.04 -0.08 0.04 -0.01 0.01 1.00
7  TMT educational diversity 0.45 0.25 0.04 -0.02 0.03 0.07 0.21 0.15 1.00
8 TMT functional diversity 0.57 0.19 0.05 0.11 -0.01 0.02 0.26 0.11 0.10 1.00
9 TMT international experience 0.31 0.31 0.26 0.23 -0.03 0.29 0.13 -0.09 -0.06 0.01 1.00
10 TMT nationality diversity 0.42 0.27 0.39 0.39 -0.03 0.20 0.45 -0.06 -0.01 0.11 0.30 1.00
11 Number of IJVs 0.18 0.83 0.29 0.11 0.05 0.12 0.16  -0.02 0.00 0.07 0.08 0.17 1.00
12 Number of int. acquisitions 0.72 1.36 0.45 0.28 0.08 0.11 0.25 -0.02 0.01 -0.02 0.14 0.25 0.27 1.00
13 Number of greenfields 1.51 4.08 0.37 0.18 0.15 0.10 0.18 -0.08 0.10 0.01 0.13 0.20 0.15 0.26 1.00

N= 1404 foreign entry decisions in 165 firms
* all correlations above .09 are significant
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Table 2. Results of logistic HLM analysis:

The effects of TMT characteristics on the likelihood of expanding outside the home region

Variable Coefficient SE
Intercept 0.90 *** 0.25
Firm size 0.00 0.09
Firm internationalization 0.50 0.34
Industry dynamism 1.07 3.57
CEO international experience 0.35 0.20
TMT size 0.03 0.03
TMT industry experience -0.22 0.35
TMT educational diversity -0.16 0.36
TMT functional diversity -0.77 0.46
TMT international experience 0.73 * 0.35
TMT nationality diversity 0.88 * 0.42
Level of ownership -1.53 ¥ 0.21
Establishment mode 0.43 ** 0.14

**% p < 001, **p<.0l,*p<.05



Table 3. Results of Poisson HLM analysis:

The effects of TMT characteristics on the propensity to engage in different entry modes

Greenfield investments 1JVs International acquisitions
Model 1 (H2) Model 2 (H3) Model 3 (H4)

Coefficient S.E. Coefficient S.E. Coefficient S.E.
Firm size 0.67 % 0.15 0.79 *+* 0.16 0.62 *** 0.07
Firm internationalization -0.12 0.41 -0.15 0.49 0.29 0.21
Industry dynamism 3.72 4.77 0.91 7.61 -1.05 3.38
TMT size 0.02 0.02 0.05 0.06 -0.01 0.03
TMT industry experience -1.35  * 0.48 0.56 0.71 0.41 0.27
TMT educational diversity 0.01 0.43 -0.02 0.88 0.34 0.36
TMT functional diversity 0.00 0.50 0.94 0.98 -0.31 0.38
CEO international experience 0.22 0.22 0.33 0.43 -0.26 0.19
TMT international experience 0.85 * 0.42 -1.33 0.84 -0.27 0.33
TMT nationality diversity -1.58  ** 0.57 2.66 ** 1.02 0.82 * 0.37
Year 2002 -20.82 61.09 0.25 0.45 0.14 0.23
Year 2003 -0.52 ** 0.15 0.07 0.46 -0.36 0.24
Year 2004 -0.38 * 0.16 -0.46 0.53 0.05 0.22
Year 2005 -1.89  w* 0.23 0.24 0.48 -0.10 0.23
Year 2006 -0.70  w 0.17 0.58 0.46 0.20 0.22
Year 2007 -1.32  we 0.19 0.55 0.46 0.12 0.22
Intercept -4.42  ** 1.29 -11.49  *+* 1.69 -6.67  *** 0.70
Deviance 974.284 325.26 940.08
Wald Chi® 160.17 ** 57.72  *** 156.38 ***

#HE < 001, ** p< .01, *p<.05
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