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Abstract

Despite the growing importance of CEOs’ international experience (IE), we
have yet to gain sufficient insights into its conceptualization and effect on firm
outcomes. Based on prior research and work experience models, we suggest a
new framework for measuring IE, including three components: length of time,
number of countries, and cultural distance, along with their interactions.
Drawing upon social and cognitive learning theories, we explore the impact of
CEOs’ IE on two outcomes: strategic change and firm performance. We argue
that IE components affect the two outcomes by enhancing executives’
international knowledge and general competencies. While international
knowledge may affect firm performance directly, general competencies may
affect firm performance both directly and indirectly through strategic change.
Using a sample of 387 new CEOs, we found that time abroad had a positive
effect on strategic change and firm performance, while number of countries
and cultural distance positively moderated these relationships. Additionally, we
also found that these components affected firm performance both directly and
mediated through strategic change. Our findings have important theoretical
implications for the conceptualization and impact of CEOs’ IE and practical
implications for executive development and promotion.
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INTRODUCTION

Executives’ international experience (IE) has been recognized as a
valuable resource as firms compete in increasingly globalized
markets (Caligiuri & Di Santo, 2001; Carpenter, Sanders, &
Gregersen, 2001; Daily, Certo, & Dalton, 2000; Morris, Snell, &
Bjorkman, 2016). Prior research has shown that by endowing
executives with host countries’ knowledge and networks, IE
contributes to the internationalization of a firm and enhances its
competitive advantage and performance (e.g., Carpenter & Fredrick-
son, 2001; Hsu, Chen, & Cheng, 2013; Kim, Pathak, & Werner,
2015). Executives’ IE has received considerable scholarly attention
and become an item of interest relative to executive recruitment
and promotion (Carpenter et al., 2001; Sanders & Carpenter, 1998).

Despite considerable research, there are still some gaps in the
literature that need to be addressed in order to advance our
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understanding of IE and its effect on executive and
organizational performance. First, although time-
based or quantitative measures, such as the length
of time, have been often used in prior research,
they are insufficient to capture the multifaceted
construct of IE (Takeuchi, Wang, & Marinova,
2005). Researchers have long suggested that work
experience consists of various components beyond
simply time spent, and firm outcomes are deter-
mined not only by individual components, but also
the interactions between those components (e.g.,
Quinones, Ford, & Teachout, 1995; Tesluk &
Jacobs, 1998). Recent studies have attempted to
enrich the conceptualization and operationaliza-
tion of IE by taking into account its other aspects,
such as cultural distance, experience in different
regions, and breadth and depth of experience (e.g.,
Dragoni et al., 2014; Godart, Maddux, Shipilov, &
Galinsky, 2015; Selmer, 2002; Takeuchi et al., 2005;
Zhu, Wanberg, Harrison, & Diehn, 2016). Yet
further research on this issue is warranted (Dragoni
et al., 2014; Takeuchi et al., 2005).

Second, most previous studies of the conse-
quences of IE have largely focused on its interna-
tionalization-related outcomes, such as firm
internationalization, modes of entry, and interna-
tional acquisitions (e.g., Daily et al., 2000; Holm,
Eriksson, & Johanson, 1996). According to learning
theorists (e.g., Endicott, Bock, & Narvaez, 2003;
Fee, Gray, & Lu, 2013; Suutari & Maikeld, 2007),
experience in a particular field might not only
enhance domain-specific knowledge and skills in
that field, but also result in general personal and
professional development. This raises the question
of whether IE augments executives’ general com-
petencies and firm outcomes in ways that go
beyond specific international knowledge and inter-
nationalization-related outcomes. This question
has not been adequately addressed in the extant
literature (Dragoni et al., 2014). Another related
gap in the literature is a lack of understanding of
specific processes through which IE affects firm
performance, although it has been established in
the strategic management literature (e.g., Carpen-
ter et al., 2001; Daily et al., 2000) that IE has a
positive impact on firm performance.

This article seeks to address the above gaps in the
literature by examining how substantial IE shapes
CEOs’ influence on strategic change and firm
performance. We define substantial IE as the expe-
rience an executive gains from working in a foreign
country for at least one year (Carpenter et al.,
2001). Based on the work experience models by

Quinones et al. (1995) and Tesluk and Jacobs
(1998), we develop a framework for differentiating
the elements of CEO IE, which include three main
components: the length of time of international
experience (hereafter referred to as length of time
IE), the number of countries in which international
experience is gained (hereafter referred to as num-
ber of countries IE), and the cultural distance of
host countries from CEOs’ home countries (here-
after referred to as cultural distance IE) as well as
their interactions. In our framework, the effect of
CEO length of time is considered first, followed by
the augmenting effect of number of countries IE
and cultural distance IE. In order to explain how
the components and their interactions affect strate-
gic change and firm performance, we draw on the
insights of the social and cognitive learning liter-
ature (Bandura, 1977; Endicott et al., 2003; Kolb,
1984; Piaget, 1955). We posit that foreign coun-
tries’ environments render stimuli that create cog-
nitive dissonance between an individual’s cognitive
schemas and structure and the environment, thus
stimulating learning in domain-specific knowledge
and/or general cognitive competencies. While both
of the learning outcomes may have a direct effect
on firm performance, general cognitive competen-
cies may also have an indirect effect in that they
may influence immediate outcomes. Thus, we
investigate both the direct effect of CEO IE on firm
performance and its indirect effect through an
immediate outcome, that being strategic change.

We examine strategic change as it has been found
to be an important determinant of CEOs’ influence
on firm performance in the strategic management
literature (Wiersema & Bantel, 1992; Zhang &
Rajagopalan, 2010). Timely strategic change reflects
the ability of a firm to anticipate and respond to
environmental changes (Wiersema & Bantel, 1992).
As today’s environment changes constantly, the
ability to effect strategic change is vital for firms to
stay relevant and competitive (Kraatz & Zajac,
2001). Following the strategic management tradi-
tion (e.g., Carpenter, 2000; Finkelstein & Ham-
brick, 1990; Quigley & Hambrick, 2012; Zhang,
2006), we measure strategic change as change in
resource allocations. We test our hypotheses using
a sample of 387 newly appointed CEOs from US
corporations listed in the S&P Industrials and S&P
MidCap indices during the period 2000 to 2007. We
focus on new CEOs as greater strategic change may
be observed in the earlier, rather than the later
years of a CEO’s tenure (Henderson, Miller, &
Hambrick, 2006).
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Our study offers a number of contributions to the
international business and strategic management
literature. First, our study contributes to the liter-
ature addressing the conceptualization and opera-
tionalization of IE (e.g., Caligiuri & Tarique, 2012;
Dragoni et al., 2014; Godart et al., 2015; Selmer,
2002; Takeuchi et al., 2005; Zhu et al., 2016) by
differentiating the important components of IE in
order to assess their individual and interactive
effects on firm outcomes. We show that CEO
length of time and its interactions with number
of countries and cultural distance capture the
multifaceted construct of IE more fully than length
of time or number of countries alone. Second, our
study extends the line of research on the impact of
I[E on firm performance (Carpenter et al., 2001;
Daily et al., 2000) by finding evidence that such
impact is greater when a richer conceptualization
of IE is used. Finally, we provide insights into the
immediate outcomes of IE (Caligiuri & Tarique,
2012; Dragoni et al., 2014, Lisak et al., 2016). Our
results show that CEO IE has a positive effect on
strategic change. This is attributable to the greater
international knowledge and general competences
that the CEO developed from IE.

THEORETICAL BACKGROUND
AND HYPOTHESES

As with other types of work experience, IE is
complex and multidimensional. Indeed, the litera-
ture has been inconsistent as to how to even
measure [E (Takeuchi et al., 2005). Although length
of time and number of countries have been the
most frequently used measures, they do not fully
capture the nature and the importance of IE
(Dragoni et al., 2014; Godart et al., 2015; Selmer,
2002). In order to measure the effect of CEO IE on
strategic change and firm performance, we draw
upon the work experience models by Quinones
et al. (1995) and Tesluk and Jacobs (1998).

Quinones et al. (1995) suggest a framework of
work experience measures, which includes three
measurement modes of experience: time (on the
job), amount (numerical counts such as number of
jobs held), and type (qualitative aspects such as job
difficulty and complexity). Building on Quinones
et al. (1995), Tesluk and Jacobs (1998) propose
three components of work experience, including
quantitative components, qualitative components,
and interactive components. Their quantitative
components include both time and amount, while
their qualitative component is similar to type in
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Quinones et al.’s (1995) model. Tesluk and Jacobs
(1998) particularly emphasize the importance of
the interaction between quantitative and qualita-
tive measures. There are two important points that
we draw from these two models. First, although
time and amount are both quantitative compo-
nents, they are different in important ways and
should be addressed separately. Quinones et al.
(1995: 983) emphasize this point by indicating that
“individuals may spend the same amount of time
performing a task but differ in the number of times
they perform the task within that time.” Thus,
time, amount, and type are the major measures of
experience. Second, it is important to not only
examine the effect of these individual components,
but also their interactions. Both Quinones et al.
(1995) and Tesluk and Jacobs (1998) imply that
researchers should consider the effect of the length
of time on an outcome first and then the augment-
ing effects of other measures. Specifically, Tesluk
and Jacobs (1998) suggest that in order to explain
the effect of experience, researchers should con-
sider quantitative measures such as the length of
time first, and then the qualitative measures.
Additionally, in both research and practice, length
of time is the most popular measure of experience
(Quinones et al., 1995). Thus, length of time should
be used as the starting point in examining the effect
of experience. Previous studies that focus on
different aspects of IE also start with the length of
time as the main effect and then add other
experience measures as moderators (e.g., Dragoni
et al., 2014).

With regard to international experience, “time”
can be conceptualized as the length of time that an
executive stayed abroad (length of time IE);
“amount” may be conceptualized as the number
of countries in which an executive worked (number
of countries IE); and “type” may be viewed as the
cultural distance between the home and the host
country (cultural distance IE) as it reflects the
complexity of IE. The three components of IE are
also the most common measures of IE in the extant
literature (e.g., Godart et al., 2015; Selmer, 2002;
Takeuchi et al., 2005). Thus, in this article, we use
the three components of IE to capture its effect on
strategic change and firm performance. To examine
its effect on outcomes, we consider the effect of
length of time first, followed by the augmenting
effect of number of countries and cultural distance.

Learning theories are often used to explain the
outcomes of IE (e.g., Caligiuri & Tarique, 2009; Fee
et al., 2013; Li, Mobley, & Kelly, 2013). Piaget’s
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(1955) concept of learning as a process of equili-
bration provides the foundation for contemporary
learning theories, notably social learning theory
(Bandura, 1977) and experiential learning theory
(Kolb, 1984). This concept suggests that individuals
are motivated to learn when they experience
cognitive dissonance between themselves and the
environment. Cognitive dissonance occurs when
individuals encounter new, meaningful, critical,
and/or contradictory behaviors (Bandura, 1977)
and experiences (Kolb, 1984) that cannot be under-
stood within the context of their existing knowl-
edge or beliefs (Endicott et al., 2003). Cognitive
dissonance creates the sense of arousal, uncer-
tainty, stress, and emotional ambivalence in indi-
viduals. This psychological state heightens learning
so as to diminish dissonance and adapt to the
environment (DeRue & Wellman, 2009; Kolb,
1984; Piaget, 1955). Learning occurs in two distinct
learning processes: assimilation and accommoda-
tion (Fee et al., 2013; Piaget, 1955). Assimilation
involves the addition to existing schemas (knowl-
edge, beliefs, and other memories). Accommoda-
tion involves the development of sophisticated
schemas and fundamental changes in cognitive
structure (Fee et al., 2013; Piaget, 1955). While the
former results in greater domain-specific knowl-
edge, the latter results in greater general cognitive
competencies (Endicott, et al.,, 2003). In order
words, the former brings about quantitative
changes, while the latter brings about qualitative
changes in individuals’ knowledge base (Lord &
Hall, 200S). Domain-specific knowledge is knowl-
edge that is specific to and can be used only in a
certain arena; general cognitive competencies
include creativity, problem solving, leadership,
information processing, and other competencies
that can be used in different arenas (Endicott et al.,
2003; Godart et al., 2015). Although the two
learning processes are distinct, they can intertwine
in that additions to existing schemas may lead to
fundamental changes in cognitive structure (Endi-
cott et al., 2003; Fee et al., 2013).

Foreign countries provide stimuli that create
dissonance between an individual’s cognitive sche-
mas and structures and the environment, or
between what they know and believe and what
they observe in foreign countries. The resulting
dissonance stimulates learning that brings about
greater domain-specific knowledge and general
cognitive competencies (Endicott et al., 2003; Fee
et al., 2013; Suutari & Maikeld, 2007). With regard
to CEO IE, domain-specific knowledge is

international and intercultural knowledge, such as
knowledge of international markets, global net-
works, and intercultural communication; general
cognitive competencies are reflected in the general
ability to process information, make creative deci-
sions, and interact with diverse people. Previous
studies have identified some forms of general
competencies gained through IE such as creativity
(Leung et al., 2008), managers’ end-state compe-
tencies (Dragoni et al., 2009), strategic thinking
competencies (Dragoni et al., 2014), and global
leadership effectiveness (Caligiuri & Tarique, 2009).
In the next section, we will apply the above
theoretical insights to investigate how IE measured
as CEO length of time and its interactions with
number of countries and cultural distance shapes
CEOs’ influence on strategic change and firm
performance.

Effect of CEO IE on Firm Performance
Following the upper echelons tradition (Hambrick
& Mason, 1984) and adopting the resource-based
view (Barney, 1992), strategic management
researchers (e.g., Carpenter et al.,, 2001; Daily
et al.,, 2000; Roth, 1995; Suutari & Maikeld, 2007)
have established a positive relationship between
executives’ IE and firm performance. These studies
indicate that CEO IE helps develop skills, distinc-
tive worldviews, and global networks as well as the
ability to process complex and dynamic informa-
tion. These skills and competencies can be a source
of competitive advantage and superior firm perfor-
mance because they can be valuable, rare, and
inimitable (Carpenter et al., 2001; Daily et al.,
2000). Specifically, CEOs with substantial IE can
identify opportunities in foreign markets, develop
unique international strategies, and manage and
coordinate international operations effectively,
resulting in superior firm performance (Carpenter
et al.,, 2001; Daily et al., 2000; Ricks, Toyne, &
Martinez, 1990). Our article contributes to this line
of research using a more fine-grained conceptual-
ization and operationalization of CEO IE. We argue
that the effect of IE on firm performance is greater
when its important components (i.e., length of
time, number of countries, and cultural distance)
and their interactions are considered (Quinones
et al.,, 1995; Tesluk & Jacobs, 1998). We also
attempt to provide a more micro-level explanation
of how these components affect CEOs’ influence on
firm performance.

Foreign countries provide executives with unique
learning experiences that cannot be acquired by
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working in their home country (Roth, 1995).
Individuals tend to slow down their social learning
when they are familiar with and develop structured
and routinized responses to the environment (Ban-
dura, 1977). While adults may not learn much from
the environment in which they have grown up,
they may learn a great deal when they live and
work in foreign environments (Leung et al., 2008).
Countries are very different from one another with
regard to cultures, institutional environments, eco-
nomic development, and business practices (Hofst-
ede, 1980). Although the differences induce culture
shocks and create difficulties for executives to
adjust and work in a foreign country, they stimu-
late learning (Black, Morrison & Gregersen, 1999; Li
et al.,, 2013). As foreign environments present
stimuli that are new and different, they create a
sense of dissonance. The resulting dissonance acti-
vates individuals’ learning in either or both assim-
ilation and association processes (Endicott et al.,
2003; Fee et al., 2013). Through the assimilation
process, executives enlarge their domain-specific
knowledge relating to international business, such
as products, markets, customers, cultures, and
institutional environments. Foreign environments
may present stimuli which are incongruent with
executives’ existing knowledge. Such stimuli pro-
voke fundamental changes in their cognitive struc-
tures, resulting in greater general cognitive
competencies. As we discussed previously, CEOs’
international knowledge and general competencies
can provide tacit knowledge and a source of
competitive advantage (Barney, 1992). Thus, CEO
IE may have a positive impact on firm performance
(Carpenter et al., 2001; Daily et al., 2000).

The impact of IE on firm performance is to some
degree determined by length of time as it takes
time for an executive to understand and learn
from a new culture. First, expatriates need to
overcome an initial adjustment period, in which
they have a culture shock and tend to use their
home-country cultural values and beliefs to give
meaning to what they observe in the host coun-
tries (Black & Mendenhall, 1991). Executives do
not start learning from the host countries’ envi-
ronments until they work through this adjustment
period (Black et al., 1999; Godart et al., 2015).
Second, foreign countries’ national cultures are
complex with multiple layers ranging from behav-
iors at the outer layers, values and norms which
form the middle layers, while critical assumptions
lie at the core (Crowne, 2008; Trompenaars &
Hampden-Turner, 1997). It is easy to observe the
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surface layer of a national culture, but it requires
considerable time and exposure to understand the
deeper layers of a culture. Finally, social learning is
a gradual process, in which individuals experience
concrete stimuli, reflect on them, conceptualize
new knowledge and behaviors, and experiment
with the new knowledge and behaviors (Kolb,
1984). The longer the executives live in a foreign
country, the greater the number of stimuli
they experience and the greater the knowledge
they can acquire (Godart et al., 2015). Executives
need to immerse themselves in the host country’s
culture for a substantial period of time to acquire
tacit domain-specific knowledge and enhance
their general cognitive competencies (Maddux &
Galinsky, 2009). Thus, we expect that CEOs’
length of time IE will have a positive impact on
firm performance.

Hypothesis 1la: During the first three years of
their tenure, CEOs’ length of time IE will be
positively associated with firm performance.

We posit that given the same length of time
abroad, CEOs living and working in a greater
number of countries will develop greater domain-
specific knowledge and general cognitive compe-
tencies, thus having a greater impact on firm
performance. First, working in more countries
provides CEOs with a broader array of stimuli, thus
resulting in greater international knowledge and
general competencies than working in fewer coun-
tries (Godart et al., 2015). Second, international
knowledge and competencies obtained from more
countries are more valuable than those obtained
from fewer countries. As the knowledge and com-
petencies are drawn from multiple countries, they
involve a greater level of causal ambiguity and
social complexity (Leung et al.,, 2008). Interna-
tional knowledge and competencies obtained from
multiple countries are also more global and can be
used across different countries rather than a single
country (Cappellen & Janssens, 2005). Finally,
multi-country experiences expose executives to
various worldviews, value systems, ideas, and con-
ceptions. Such exposure not only enlarges their
repertoire of international knowledge but also
enhances general competencies. When executives
experience a host country’s culture, they encounter
dissonance, thus engaging in an accommodation
process. When they move to another country, they
have to do so again. This means that they have to
undergo multiple accommodation processes. As a
result, their general cognitive competencies, such
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as tolerance for ambiguity, multiple worldviews,
creativity, and flexibility are deeply enriched
(Caligiuri & Tarique, 2012; Crowne, 2008; Leung
et al., 2008; Maddux & Galinsky, 2009; Ng, Van
Dyne, & Ang, 2009). The multi-country accommo-
dation process is more complex and results in
greater cognitive expansion than a single-country
accommodation process (Leung et al., 2008). It is
noteworthy that the effect of multi-country expe-
riences requires a substantial amount of time in
which executives stay in each of the countries
(Black et al.,, 1999; Maddux & Galinsky, 2009).
Thus, we expect that the interaction between CEOs’
length of IE and number of countries IE has a
positive impact on firm performance.

Hypothesis 1b: During the first three years of
their tenure, CEOs’ number of countries IE will
positively moderate the relationship between
CEOs’ length of time IE and firm performance.

In the same vein, we argue that, given the same
length of time abroad, executives living and work-
ing in countries with greater cultural distance from
their own will acquire greater international knowl-
edge and general competencies, thus having a
greater impact on firm performance. National cul-
tural distance can be defined as the extent to which
the shared norms and values of one country differ
from those of another country (Chen & Hu, 2002;
Hofstede, 2001; Kogut & Singh, 1988). Bi-national
cultural distance is low when two countries share
similar values, assumptions, and taken-for-granted
norms and behaviors (Hofstede, 1980). Foreign
countries with greater cultural distance provide
stimuli with a greater level of novelty, difference,
and even conflict with expatriates’ deep-level
beliefs and assumptions (Chen & Hu, 2002; Cuy-
pers, Ertug, & Hennart, 2015). The stronger the
stimuli are, the more intense the cognitive disso-
nance is. The heightened dissonance in turn stim-
ulates deep learning (Maddux, Adam, & Galinsky,
2010). Specifically, new and different ideas, con-
cepts, and behaviors in culturally distant countries
create a heightened sense of dissonance, thus
motivating executives to engage in the assimilation
process. As a result, they enlarge their repertoire of
international knowledge. Cultural distance has a
particularly strong impact on accommodation
learning. Exposure to different, even conflicting
value systems and worldviews of culturally distant
countries over a substantial period of time arouses
the accommodation learning process in individuals

(Endicott et al., 2003; Fee et al., 2013). Their
cognitive structures gradually change such that
they can accommodate different worldviews. The
process results in greater cognitive complexity (e.g.,
Caligiuri & Tarique, 2012; Earley & Peterson, 2004;
Ng et al., 2009). The effect of cultural distance does
not occur without a substantial period of time
being spent in a foreign country. This is because it
takes time for an executive to comprehend and
learn from a national culture, especially its deep-
level layer (Godart et al., 2015). Thus, we suggest
that the interaction between CEOs’ length of time
IE and cultural distance IE will have a positive
impact on firm performance.

Hypothesis 1c: During the first three years of
their tenure, CEOs’ cultural distance IE will pos-
itively moderate the relationship between CEOs’
length of time IE and firm performance.

Effect of CEO International Experience

on Strategic Change

Although the direct and positive impact of CEO IE
on firm performance has been established, two
questions regarding the outcomes of IE are under-
researched (Caligiuri & Tarique, 2009; Dragoni
et al., 2009; Slater & Dixon-Fowler, 2009; Suutari,
2003). First, what are the immediate outcomes of
IE, or what are the specific processes through which
CEO IE affects firm performance? Second, can
international experiences bring about outcomes
that are not directly related to internationalization?
To address these under-researched questions, we
examine strategic change as an immediate outcome
of CEO IE. As today’s environment changes con-
stantly, firms must make timely changes in their
strategic directions and operations to stay relevant
and competitive (Kraatz & Zajac, 2001). CEOs and
top management teams play a central role in
making strategic changes (Wiersema & Bantel,
1992; Zhang & Rajagopalan, 2010).

In order to effectively influence strategic change,
CEOs should be able to anticipate and envision,
maintain flexibility, think strategically, and work
with others effectively (Ireland & Hitt, 2005;
Wiersema & Bantel, 1992; Zhang & Rajagopalan,
2010). Specifically, CEOs should be able to under-
stand the external and internal environments,
identify opportunities, develop strategic initiatives,
and work with people to formulate and execute
strategic change (Crossland et al., 2014; Hambrick
& Mason, 1984). We posit that IE helps develop
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the knowledge and competencies necessary for
successfully initiating and managing strategic
change. Domain-specific knowledge gained from
IE aids the initiation and implementation of
strategic change in several ways. First, interna-
tional knowledge helps CEOs to understand for-
eign markets, customers, products, and networks.
Such knowledge is useful for CEOs to see more
opportunities in foreign countries in terms of
market expansion, resource acquisition, and col-
laboration (Carpenter et al., 2001; Daily et al.,
2000). Second, greater domain-specific knowledge
provides a broader repertoire of ideas and concepts
regarding foreign markets, customers, products,
and technologies, which can be used as inputs for
developing strategic initiatives (Godart et al.,
2015). Third, CEOs with substantial international
knowledge likely internalize multiple worldviews.
This enables them to approach a problem from
different perspectives and become more creative in
formulating novel strategic initiatives (Leung
et al., 2008; Maddux & Galinsky, 2009). Finally,
CEO domain-specific knowledge, such as intercul-
tural skills and global networks, can aid in the
execution of strategic change (Godart et al., 2015).
In sum, CEO domain-specific knowledge gained
from IE enables them to identify more opportuni-
ties and initiatives for strategic change.

CEOs’ general competencies gained from IE can
also influence strategic change as they involve
information processing, problem solving, and
strategic decision-making in general. IE enhances
executives’ general competences to act effectively
in complex and uncertain environments and pro-
cess complex and dynamic information (Suutari &
Makeld, 2007). These competences are important
for making effective strategic change as they enable
CEOs to anticipate changes and trends in the
environment (Ireland & Hitt, 2005). Working
abroad, executives develop the ability to use mul-
tiple frameworks in an integrated way for making
sense of the environment (Townsend & Cairns,
2003). Such ability enables them to see trends and
opportunities from various unrelated origins (Drag-
oni et al., 2014). It also enables them to form novel
and creative initiatives to exploit opportunities
(Leung et al., 2008). As executives have to con-
stantly develop new solutions or responses to
stimuli in foreign countries rather than using their
routinized responses as in their home country, they
become more mindful and creative, thus enhanc-
ing their ability to generate new ideas for strategic
initiation and implementation. Finally, CEO IE has
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been found to enhance flexibility, receptivity, and
adaptability (Li et al.,, 2013; Rhinesmith, 1995).
These attributes enable CEOs to identify and adopt
ideas from different sources, listen to critical feed-
back, and adapt to changes effectively (Caligiuri &
Tarique, 2012; Crowne, 2008; Earley & Peterson,
2004). In sum, general competencies can help CEOs
identify more opportunities and come up with
more strategic initiatives, thus leading to greater
strategic change in their firm.

As discussed earlier, length of time IE has a
positive impact on CEOs’ domain-specific knowl-
edge and general competencies. The number of
countries IE and cultural distance IE augment the
effect of length of time IE. Therefore, we propose
that CEOs’ length of time IE has a positive effect on
strategic change and this effect is further strength-
ened by the number of countries IE and cultural
distance IE.

Hypothesis 2a: New CEOs’ length of time IE will
be positively associated with strategic change.

Hypothesis 2b: New CEOs’ number of countries
IE will moderate the relationship between the
length of time IE and strategic change such that
the positive relationship will be strengthened
when new CEOs have greater number of coun-
tries IE.

Hypothesis 2c: New CEOs’ cultural distance IE
will moderate the relationship between the
length of time IE and strategic change such that
the positive relationship will be strengthened
when new CEOs have greater cultural distance IE.

Mediating Effect of Strategic Change on the CEO
IE-Firm Performance Relationship

If our expectations are realized, and new, more
internationally grounded CEOs more aggressively
pursue strategic change, the obvious question
becomes whether performance also improves as
well. The relationship between CEO succession,
strategic change, and firm performance has
received considerable attention. Many studies have
focused on the nature of CEO succession (routine
vs. non-routine) to explain the relationship (e.g.,
Bonnier & Bruner, 1989; Khanna & Poulsen, 1995).
Other studies have examined the contingencies of
the relationship, such as the dynamism of the
external environment (e.g., Henderson et al., 2006)
and governance structures (e.g., Quigley & Ham-
brick, 2012). Recent research focused on this area
has begun to examine the influence of CEO
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experience and cognitive ability on strategic
change and firm performance (Crossland et al.,
2014; Hutzschenreuter, Kleindienst, & Greder,
2012). The literature has revealed the double-edged
sword effect of strategic change on firm performance
(Herrmann & Nadkarni, 2014). Some studies argue
that strategic change is indicative of effective adap-
tation and innovation, thus enhancing firm perfor-
mance (Zajac & Kraatz, 1993), while other studies
suggest that strategic change leads to disruption and
inefficient use of resources, thus hampering firm
performance (Naranjo-Gil, Hartmann, & Maas,
2008). Upper echelons theory has long held the
strategic direction provided by CEOs and top exec-
utives and disproportionately impacts firm out-
comes (Hambrick & Mason, 1984). However, the
impact of new CEOs on the effectiveness of strategic
change has been found to be equivocal because while
new CEOs can bring a fresh perspective, they often
lack strategic firm-specific knowledge (Miller, 1991;
Virany, Tushman, & Romanelli, 1992).

We posit that strategic change in firms with new
CEOs who have greater IE will lead to better firm
performance. As discussed earlier, these CEOs have
valuable knowledge of international markets and
complex general competencies. With greater inter-
national knowledge and networks, CEOs are able to
identify opportunities in the global market. They
can draw from a broader repertoire of ideas and
concepts that they gained from IE to formulate
effective strategies to exploit those opportunities.
They can use their global networks to form partner-
ships with foreign partners to execute strategic
change. Thus, strategic change in firms with new,
more internationally grounded CEOs may be more
timely and more effectively planned and executed.
Such strategic change likely engenders better firm
performance (Ireland & Hitt, 2005; Wiersema &
Bantel, 1992; Zhang & Rajagopalan, 2010). As we
indicated earlier, CEOs’ general competencies
gained from IE include the ability to process complex
and uncertain information, identify trends and
patterns from unrelated sources, generate novel
solutions, adapt to the environment, and work
effectively with diverse people. These competencies
help CEOs understand the need for change, develop
innovative change initiatives, and work effectively
with diverse employees to execute strategic change.
As a result, strategic change is timely and effective,
thus having a positive effect on firm performance.

We have reasoned that strategic change in firms
with new CEOs who have substantial IE will result
in better firm performance. In other words, CEO IE

leads to greater and more effective strategic change
which enhances firm performance. In the previous
sections, we have argued that length of time IE has
a positive effect on firm performance and this effect
is strengthened with number of countries IE and
cultural distance IE; we have also reasoned that
CEO length of time IE and its interactions with
number of countries IE and cultural distance IE
have a positive effect on strategic change. Taken
together, these arguments capture the dynamics of
the IE-strategic change—firm performance relation-
ship in that length of time IE and its interaction
with number of countries IE and cultural distance
IE affect firm performance both directly and
through strategic change. In effect, we envision
CEO IE positively influencing firm performance as a
result of greater, more effective strategic change.
We also anticipate CEO IE directly improving firm
performance as it strengthens CEOs’ capacity to
manage the firm and implement strategic change.
Thus, we propose our last three hypotheses which
explore the impact of CEOs’ length of time IE on
firm performance as mediated through strategic
change as well as its direct impact on performance.

Hypothesis 3a: There will be a positive rela-
tionship between CEOs’ length of time IE and
firm performance, both directly and mediated
through the greater strategic change fostered by
these CEOs.

Hypothesis 3b: The interaction between CEOs’
length of time IE and number of countries IE will
be positively associated with firm performance,
both directly and mediated through the greater
strategic change fostered by these CEOs.

Hypothesis 3c: The interaction between CEOs’
length of time IE and cultural distance IE will be
positively associated with firm performance, both
directly and mediated through the greater
strategic change fostered by these CEOs.

SAMPLE AND METHODS

Sample and Data Sources

Our initial sample was obtained from the Exe-
cuComp database, including 499 newly appointed
American CEOs of US firms listed in the S&P
Industrials Index and the S&P MidCap Index, who
were appointed between 2000 and 2007. This
population of firms has been previously used (e.g.,
Carpenter & Fredrickson, 2001) as it is representa-
tive of a wide array of major US industrial
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corporations. CEO demographic data and experi-
ence were acquired from Capital IQ, Who's Who in
Leadership and Business 2009-2010, corporate
proxies, company websites, and third party execu-
tive information directories. As we focused on
American CEOs and US firms, we excluded 49
foreign-born CEOs from our sample. We also
excluded 56 CEOs who remained for less than two
years following their initial appointment as two
years is not sufficient time to assess their impact on
subsequent strategic change. Owing to 7 firms for
which data could not be secured, our final sample
included 387 newly appointed CEOs. The firms
dropped did not differ materially from those
remaining in terms of size, performance, or finan-
cial leverage, while CEO demographics (e.g., age
and education) were also comparable.

Independent and Moderator Variables

CEO length of time IE was represented as the number
of years that the CEO resided and worked overseas
prior to her/his CEO appointment. Our number of
countries IE variable refers to the number of coun-
tries in which the CEO resided and worked before
her/his CEO appointment. If the CEO never served
outside the US, then this variable was scored as O.
To calculate our cultural distance IE variable, we
followed the procedure developed by Kogut and
Singh (1988) and used Hofstede’s (2001) four
cultural dimension scores (uncertainty avoidance,
individualism, masculinity, and power distance).
Algebraically, the formula is as follows.

4
CDj = Z{(Iij - Iiu)z/vi}/4
i=1

We first calculated the differences between the
host country’s individual item scores (;) and the US
scores (I,) for each of the four cultural dimensions
(i). We next squared the resulting differences and
divided by the variance of that dimension (V;). We
then summed the resulting values for all four
dimensions and divided by 4 in order to estimate
an average cultural distance score (CD;).

Mediator Variable: Strategic Change

Our mediator variable is strategic change. Our
measure of strategic change is defined as the overall
change in a firm’s pattern of resource allocations in
multiple key strategic dimensions. This approach
has been widely used in previous studies (e.g.,
Carpenter, 2000; Finkelstein & Hambrick, 1990;
Quigley & Hambrick, 2012; Zhang, 2006). As with
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previous studies, we used resource allocation
changes as our measure of strategic change. Specif-
ically, we included changes in six key strategic
allocations: (1) advertising intensity (advertising/
sales), (2) research and development intensity
(R&D/sales), (3) plant and equipment newness
(net P&E/gross P&E), (4) non-production overhead
(selling, general, and administrative [SGA]
expenses/sales), (S) inventory levels (inventories/
sales), and (6) financial leverage (debt/equity). We
collected our strategic dimension data from the
Compustat database. First, we calculated the differ-
ences in the ratios between the current and prior
years. Then, we accounted for industry effects by
subtracting the industry median changes in these
ratios. The relevant industry was defined as the
focal firm’s primary four-digit industry, and the
focal firm was excluded in calculating industry
median values (Huson, Malatesta, & Parrino, 2004).
Next, we calculated the absolute values of the
industry-adjusted changes in these ratios and stan-
dardized the absolute values within the sample
(mean = 0, standard deviation = 1). Following
prior studies (e.g., Zhang and Rajagopalan, 2010),
we then used the average of the six standardized
values as our strategic change measure. With regard
to the time period for which we measure strate-
gic change, if we define the year in which the CEO
is replaced as year “t,” we measure strategic change
across years t + 1 and t + 2. Our logic is that in the
year of succession the new CEO assesses the current
state of the firm; in year t + 1 the CEO formulates
new strategies, seeks support from various stake-
holders, and begins implementation; and in year
t + 2 the new strategies are fully rolled out and
stakeholders (most notably investors) gain greater
clarity as to where the CEO is taking the firm.

Control Variables

Firm size has previously been associated with both
the direction and magnitude of strategic change, as
well as firm performance. Simply put, it is typically
easier to materially alter the direction of a smaller,
versus larger firm (Zhang & Rajagopalan, 2010). We
therefore included firm size as a control variable in
models seeking to predict strategic change. Firm
size has also been found to variously influence firm
performance (Atinc, Simmering, & Kroll, 2011), so
we included firm size as a control variable when
firm performance is the dependent variable. Firm
size was operationalized as the natural logarithm of
the average number of employees in the three years
prior to succession (Dalton & Kesner, 1983). We
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controlled for pre-succession firm performance as it
likely affects CEOs’ inclinations to change direction
at their firms, with poor prior performance being an
antecedent for new strategic direction (Datta &
Rajagopalan, 1998; Boeker, 1997; Zajac & Kraatz,
1993). We also include it as a control variable when
firm performance is the dependent variable, as prior
performance can be predictive of subsequent firm
performance. This variable was operationalized as
industry-adjusted, average total returns to share-
holders for the three years prior to the succession.

In our models addressing strategic change, we
controlled for CEO firm tenure as the longer the
CEO worked in the firm prior to his/her CEO
appointment, the more she/he may feel vested in
current strategies and less likely to make dramatic
strategic changes. Conversely, a CEO with no prior
history with the firm may feel little commitment to
past strategies. We measured this variable as the
years the CEO was employed by the firm prior to
the year of succession (Singh & Harianto, 1989).
When modeling strategic change, we controlled for
outside/inside CEO succession as different types
of succession have different effects on strategic
change. Outsiders have been found to be inclined
to depart from the status quo and change firm
direction, and in fact feel a mandate to make
changes (Herrmann & Datta, 2002). We coded this
dummy variable as O for inside succession and 1 for
outside succession. We controlled for macroeco-
nomic conditions by including dummy variables
for the various calendar years for which the data
were collected (labeled: year). It is of course possible
that strategic change may be accelerated or slowed
owing to macroeconomic conditions, and resultant
improving or declining returns. We controlled for
industry conditions by including dummy variables
representing the first-digit SIC codes present in the
sample (labeled: industry) in both strategic change
and firm performance models.

Dependent Variable: Firm Performance

In order to measure our dependent variable, firm
performance, we employed the lagged, industry-
adjusted total returns to shareholders for the three
years following the year of CEO succession, includ-
ing the years for which we measured strategic
change. Assuming that the CEO succession
occurred in year t, and we measured change across
years t+ 1 and t+ 2, our performance measure
represents returns to shareholders in years ¢+ 1,
t+ 2, and t+ 3. We employ what is essentially a
contemporaneous performance measure as the

efficient markets hypothesis would anticipate that
as the new CEO announces and launches strategic
changes, investors will simultaneously adjust firm
stock prices (Busse & Green, 2002). Total returns to
shareholders, from the Compustat database, consist
of share appreciation plus dividends for a year.
These values were industry adjusted by dividing
each firm’s total returns by the corresponding four-
digit industry average total returns. We employ a
market-based performance measure rather than an
accounting measure such as ROA as both boards
and institutional investors that control the great
majority of shares outstanding are quite sensitive to
a firm’s relative market performance, and manage-
ment changes appear to be presaged by poor
relative share price performance rather than
accounting performance (Huson et al., 2004; Kang
& Shivdasani, 1995; Parrino, Sias, & Starks, 2003).

Methods

As we employ cross-sectional data with a single
observation for each sample firm, in order to test
our hypotheses we employ variants of ordinary
least squares. Below we describe our approaches to
testing our various hypotheses.

As Hpypothesis la anticipates a simple, linear
relationship between length of time IE and firm
performance, we begin our analysis by regressing
our length of time IE variable and our control
variables on our firm performance measure, total
returns to shareholders. The expectation is obviously
that the relationship will prove to be positive and
significant. Hypotheses 1b and I1c anticipate that
two different moderator variables will interact
with our length of time IE variable to, in effect,
strengthen the length of time IE-total returns to
shareholders relationship. Specifically, the CEO
having greater number of countries IE (i.e., H1b),
and the CEO experiencing greater cultural distance
IE (i.e., HIc) will result in length of time IE bringing
about even better firm performance. The following
conceptual model illustrates our expectations for
the first of these moderated relationships (i.e.,
number of countries IE):

Number of Countries IE

‘ Length of time IE } l ;} Firm Performance

Adopting Hayes’s (2013) graphic representation
of a test of moderation, we will estimate the
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following model in order to examine the moderat-
ing effect of number of country IE:

Length of time IE }\b‘\

Number of Countries IE b, >

g
e

Csc

y

Firm Performance ‘

Length of time IE x
Number of Countries IE

We will estimate the same model for our other
moderator, cultural distance IE (i.e., Hlc). In order
for H1b and Hic to be supported, the coefficients

Csc

v
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high levels of the two moderators should be
associated with materially greater strategic change
than is the case at low levels of the moderator
variables.

Hypothesis 3a anticipates a positive relationship
between length of time IE and our performance
measure, total returns to shareholders that is medi-
ated through strategic change. In effect, it proposes
length of time IE to positively impact firm perfor-
mance, but that impact is brought about in large
measure through strategic changes. Graphically,
the hypothesized relationship may be portrayed
as follows (Hayes, 2013):

Strategic Change

bz efp

y‘

Length of Time IE

bs

v

Firm Performance

for the interactive terms (i.e., bs) should each prove
to be positive and significant. Additionally, follow-
ing Aiken and West (1991), we graph the simple
regression slopes over the relevant range of length of
time IE, and the simple regression slopes for length of
time IE at relatively high levels of the two moder-
ators should be associated with materially better
firm performance than is the case at low levels of
the moderator variables.

As Hypothesis 2a anticipates a simple, linear
relationship between length of time IE and strategic
change, we regressed our length of time IE variable,
along with our moderator and control variables, on
our strategic change measure. Our expectation is that
the length of time IE-strategic change relationship will
prove to be positive and significant.

Hypotheses 2b and 2c anticipate that our number
of countries IE variable and our cultural distance IE
variable will positively moderate the relationship
between length of time IE and strategic change. We
will therefore follow the same steps in testing 2b
and 2c¢ as we employ in testing Hypotheses 1¢ and
1b, though the dependent variable will be strate-
gic change. If the interactive terms prove signifi-
cant, we will again examine the nature of the
interactions by graphing the simple regression
slopes over the relevant range of length of time IE.
The simple slopes for length of time IE at relatively

In order to test the hypothesized relationships
depicted above, we will estimate two regression
models which provide the coefficients in the dia-
gram (i.e., by, b,, and b3) using the PROCESS proce-
dure, a macro developed by Hayes (2013) for the SAS
System. The resulting coefficients will provide indi-
cations of the influence that length of time IE has on
our mediator, strategic change (as represented in the
first equation below), and the combined influence
length of time IE and strategic change have on the
dependent variable, firm performance (as represented
in the second equation below):

Strategic change = iy + by (length of timeIE) + ey,

Firm performance = iy + b, (strategic change)
+ b3(length of timeIE) + eg,

In order for Hypothesis 3a to be supported, the
total effect of length of IE on firm performance
(i.e., the combined direct effect [b3] and indirect
effect [b; x by]) must be significant. The signifi-
cance of the direct effect of length of time IE on
firm performance may be determined with stan-
dard probability values. In order to assess the
indirect effect, the PROCESS procedure provides
95% bootstrap confidence intervals to test for
significance.
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Hypotheses 3b and 3c essentially explore the
possibility that the mediated relationship just
described in Hypothesis 3a is moderated by the
two moderators examined earlier—specifically,
number of countries IE and cultural distance IE. It will
be recalled that we anticipate the two moderators
also influence the relationship between CEO length
of IE and firm performance (please see Hypotheses
1b and 1c¢). The diagram below depicts the moder-
ated-mediated relationships:

Strategic change = iy + ay(lengthof timeIE)

+ ay(number of countries IE)
+ az(cultural distance IE)

+ ag(length of time IE

x number of countries IE)

+ as(length of timeIE

x cultural distance IE) + e,

Strategic Change

\

LI

| Number of Countrle\%

Length of Time IE

Firm Performance

| Cultural Distance |

Again following Hayes (2013), we test H3b and
H3c by estimating the following model using the
PROCESS SAS macro:

€

-

Strategic Change

e
v

Length of Time IE

Number of Countries IE

Cultural Distance IE

Firm Performance

c G

¢ Length of Time IE
x Cultural Distance

Length of Time IE
x Number of Countries IE|

The above model, depicting the mediated
length of time IE-strategic change— firm performance
relationship as moderated by number of countries
IE and cultural distance IE, as well as the direct
effect of length of time IE on firm performance, as
moderated by number of countries IE and cultural
distance IE, requires estimating the following
equations:

Firm performance = iz + c1(length of timeIE)

+ c(number of countries IE)
+ c3(cultural distance IE)

+ c4(length of timelE

x number of countries IE)

+ cs(length of time IE

x cultural distance IE)

+ b(strategic change) + eg,.
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As illustrated in the diagram above, there are two
separate effects for which significance levels must
be determined, the direct effect of length of IE on
firm performance, and the indirect effect the length
of time IE-strategic change relationship, as moder-
ated by our two moderators, has on firm perfor-
mance. The significance of the direct effect of length
of time IE on firm performance as moderated by the
interactive term may be assessed using customary t
values. To assess the significance of the indirect
effect, we will again estimate bootstrap confidence
intervals in order to determine whether the inter-
active effects of each moderator x length of time IE,
as mediated through strategic change, impact firm
performance in a statistically significant way.

Results

Table 1 provides descriptive statistics and correla-
tions. Some of the correlations between our various
control variables are statistically significant, sug-
gesting possible multicollinearity issues in our
subsequent analysis. We thus estimated variance
inflation factor statistics for our various regression
models. None of these values exceeded 4.0, which
is well below 10, a level at which multicollinearity
is thought to become an issue. Additionally, the
relevant correlation coefficients are all well below
0.70, the threshold at which multicollinearity is
likely to be problematic (Kennedy, 2003).

Test of Hypothesis 1a

As described earlier, Hypothesis 1a anticipates that
greater length of time IE is associated with better firm
performance. Table 2 presents a series of models
which include a test of Hypothesis 1a. Model 1 of
Table 2 presents the regression of our various
control variables on our three-year total returns to
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shareholders performance measure. One of our
control variables, prior firm performance, proved to
be significantly and positively related to firm
performance. In Model 2 of Table 2, we regress
our independent variable length of time IE, along
with our two moderators, CEO number of countries IE
and cultural distance IE on firm performance. As
may be observed, and in line with Hypothesis 1a’s
expectations, longer length of time IE is positively
and significantly related to firm performance.

Tests of Hypotheses 1b and 1c

Hypotheses 1b and 1c explore the potential for
number of countries IE and cultural distance IE to
cause the positive relationship between length of
time IE and firm performance to be further strength-
ened. Model 3 of Table 2 provides a test of
Hypothesis 1b as it includes the interactive term
length of time IE x CEO number of countries IE. Please
note that the coefficient of the interactive term is
positive and significant, suggesting support for our
hypothesis. In order to more completely under-
stand the influence CEO experience gained in more
countries has on the relationship between CEO IE
and firm performance, we graph the simple regres-
sion slopes reflected in Model 3, following Aiken
and West (1991). Figure 1 portrays the simple
slopes reflecting the relationship between CEO IE
and firm performance when that IE is gained in
more versus fewer countries. Please observe that the
line associated with “more countries” is statistically
significantly (p < .05) positively sloped, while the
line associated with “fewer countries” is not signif-
icantly different from zero. Clearly, a CEO who
gains his/her IE in multiple countries benefits more
from the experience and is able to improve firm
performance as a result.

Table 1 Descriptive statistics and correlations

Variables® Mean  SD 1 2 3 4 5 6 7 8 9
1. Three-year lagged total returns to shareholders .07 .29

2. Two-year strategic change 429 264 .19

3. CEO length of time IE 246 293 .16 15

4. CEO number of countries IE 1.19 81 .14 .14 A1

5. CEO cultural distance IE 1038 7.07 .11 .16 .10 .19

6. Firm size (log of the employee count) 1.73 1.68 .05 -.07 .09 .06 —.01

7. Firm prior performance .03 .09 .08 -10 -.09 -.07 .07 .22

8. CEO firm tenure 13.93 757 11 -.10 .01 11 —-07 .01 -.03

9. CEO from inside/outside the firm 73 44 .09 14 .01 .09 .06 .06 -.07 .53

10. CEO shareholding .02 .01 .11 .06 —.01 .01 12 .01 .08 .08 .03

Note: N = 387; correlations greater than .10 are significant at .05, r's greater than .13 are significant at .01.

@ Variable 9 is coded as a dummy variable.
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Table 2 Relationship between CEO length of time IE and firm performance moderated by CEO number of countries IE and cultural

distance IE

Variables Model 1 Model 2 Model 3 Model 4 Model 5
Firm size (log of employee count) .020 .023 .021 .020 .019
Prior firm performance 432 .360* 361* .370* .362*
Year Yes Yes Yes Yes Yes

SIC Yes Yes Yes Yes Yes
CEO length of time IE .085* .082* .084* .081*
CEO number of countries IE .140* 125* 123%
CEO cultural distance IE .031* .0187 .020+
CEO length of time IE x CEO Number of countries IE .075* .055*
CEO length of time IE x cultural distance IE .012* .012*
Model F statistic 5.64*** 6.35%** 7.00%** 7Q7x** 7.37%**
Adjusted R? 11 .18 .24° .22° .27°

Note: N = 387. ¥ p <.10; * p < .05; **p < .01;*** p < .001.
2 Change in R? from Model 2 significant at .05 level.
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Figure 1 Relationship between CEO length of time, number of
countries IE, and firm performance.
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Figure 2 Relationship between CEO length of time, cultural
distance IE, and firm performance.

Model 4 of Table 2 provides a test of Hypothesis 1c
as it includes the interactive term length of time
IE x cultural distance IE. As is apparent from the
results, the interactive term coefficient is, as

anticipated, positive and significant, suggesting
support for Hypothesis 1c. Figure 2 portrays the
simple slopes reflecting the relationship between
CEO IE and firm performance when said IE is gained
in more versus less culturally diverse settings. As was
the case in Figure 1, the line associated with more
culturally diverse IE is positively and significantly
sloped (p < .05), suggesting that more CEO IE pos-
itively impacts firm performance especially when it
is gained in more culturally diverse societies from
that of the CEO’s home country. For robustness, we
include both interactive terms in a single model
(Model 5 of Table 2) and find that both interactive
terms remain significant at the 0.05 level.

Test of Hypothesis 2a

Hypothesis 2a anticipates a positive linear relation-
ship between length of time IE and strategic change. In
Table 3, we present models intended to test
Hypotheses 2a, 2b, and 2c. In Model 1 of Table 2,
we include our various control variables which are
thought to influence strategic change. In Model 2
of Table 3, we include our measure of CEO IE, along
with our two moderator variables number of coun-
tries IE and cultural distance IE. As our results
indicate, CEO length of time IE proved to be
positively and significantly related to strategic
change, providing support for Hypothesis 2a.

Tests of Hypotheses 2b and 2c

Please recall that Hypothesis 2b proposes that our
number of countries IE variable positively moderates
or strengthens the positive association between
CEO IE and strategic change. Hypothesis 2c¢ antic-
ipates that our cultural distance IE variable will
likewise positively moderate the CEO IE-strategic
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Table 3 Relationship between CEO length of time IE and strategic change moderated by CEO number of countries IE and cultural

distance IE
Variables Model 1 Model 2 Model 3 Model 4 Model 5
Firm size (log of employee count) —.248 —.247 —.247 —.299 —-.270
Prior firm performance —13.424* —-13.621* —-12.120* —13.891* —13.509*
CEO firm tenure —.060* —.066* —.078* —.059* —.062*
CEO from inside/outside the firm 3.791* 3.707* 3.362* 3.629* 3.419*
Year Yes Yes Yes Yes Yes
SIC Yes Yes Yes Yes Yes
CEO length of time IE .802* .494* 436 487*
CEO number of countries IE 2.009** 1.945* 1.951*
CEO cultural distance IE .159* 175 153
CEO length of time IE x CEO number of countries IE .196* .192*
CEO length of time IE x cultural distance IE .047* .041*
Model F Statistic 6.82%** 8.17*** 8.57%** 8.38*** 9.17%**
Adjusted R? 16 .24 .29° .31° .34°
Note: N = 387. ¥ p < .10; * p < .05; **p < .0T; *** p < .001.
2 Change in R? from Model 2 significant at the .05 level.
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Figure 3 Relationship between CEO length of time, number of
countries IE, and strategic change.

change relationship. Table 3 also reports the results
of the tests of Hypotheses 2b and 2c. In Model 3 of
Table 3, we enter the interactive term length of time
IE x CEO number of countries IE. As may be
observed, the interactive term'’s coefficient proved
to be positive and significant (p < .05), offering
support for Hypothesis 2b. Model 4 of Table 3
presents the results of our inclusion of the interac-
tive term length of time IE x cultural distance IE,
which is intended to test Hypothesis 2c. The
interactive term’s coefficient proved to be posi-
tively and significantly related to strategic change,
offering support for Hypothesis 2c¢. In order to more
fully examine these moderated relationships, we
graph the simple regression slopes of the coeffi-
cients presented in Models 3 and 4 of Table 3.
Figure 3 portrays the simple slopes of the relation-
ship between length of time IE and strategic change

CEO Length of IE (at +1 and -1 s.d.)

Figure 4 Relationship between CEO length of time, cultural
distance IE, and strategic change.

given CEOs’ exposure to more versus fewer coun-
tries. As is apparent from the figure, at all levels of
length of IE, exposure to more countries is associ-
ated with greater strategic change. Similarly, as
portrayed in Figure 4, the association between
length of time IE and strategic change is clearly
stronger when that experience is garnered in
countries that are culturally distant from the CEO’s
home country. Again, for robustness we include a
model containing both interactive terms (please see
Model 5 of Table 3) simultaneously. As is apparent,
inclusion of the two interactive terms in a single
model does not materially change our results.

Test of Hypothesis 3a

Please recall that Hypothesis 3a anticipates that
while length of time IE positively influences firm
performance, that positive influence will be, at least
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Table 4 Relationship between CEO length of time IE and firm performance as mediated through strategic change and moderated by

CEO number of countries |IE and cultural distance IE

Variables

Firm size (log of employee count)

Firm prior performance

CEO firm tenure

Predecessor CEO board chair

CEO from inside/outside the firm

Year

SIC

CEO length of time IE

CEO number of countries IE

CEO cultural distance IE

Strategic change

CEO length of time IE x CEO number of countries IE
CEO length of time IE x CEO cultural distance IE
Model F Statistic

Adjusted R?

Model 1 Model 2

DV = strategic change DV = firm performance

—.258 .025

-12.297 441*

—.121*

—.594%

3.644*

Yes Yes

Yes Yes

.984* .030*

2.072* .065*

164** .050*
.013**

.804** .025*

.043* .015**

7.89%** 7.87

.29 .32

Note: N = 387. + p <.10; * p <.05; **p < .01;*** p < .001.

in part, mediated through the level of strategic
change the new CEO undertakes. As described
earlier, in order to test mediated relationships the
PROCESS system estimates the two regression
models required to measure the direct and indirect
or mediated effect of length of IE on firm perfor-
mance (Hayes, 2013). In Model 1 of Table 4, length
of time IE is regressed on strategic change in order to
estimate b,. As reported earlier, CEO length of time IE
has a positive and significant impact upon strategic
change (b; =0.868, p <0.05). In Model 2 of
Table 4, both strategic change and length of time IE
are regressed on firm performance. The coefficient
reflecting the influence of strategic change on firm
performance is also positive and significant
(b, = 0.007, p <0.05), while the direct effect of
length of time IE is likewise positive and significant
(b3 = 0.023, p < 0.05). In order to illustrate these
relationships, we recreate the figure portraying a
mediated relationship found in our “Methods”
section. In the diagram below, we provide the
actual coefficients and their significance.

We assess the significance of the indirect effect
(b1 x by, or 0.868 x 0.007 = 0.006) using a boot-
strap-estimated 95% confidence interval with a
lower bound of 0.0024 and an upper bound of
0.0093. As our 95% confidence interval does not
contain 0, we appear to have evidence of a signif-
icant indirect or mediated effect. In terms of total
effect, which is equal to the sum of b3 + (b; x by) or
0.029, the 95% confidence interval is defined by a
lower bound of 0.015 and an upper bound of 0.047.
As the confidence interval falls above O, we again
have support for the belief that the combined direct
and indirect effects of length of time IE, as mediated
through strategic change, on performance is positive
and significant.

Test of Hypothesis 3b and 3c

Hypotheses 3b and 3c explore the same mediated
relationship as Hypothesis 3a, while simultaneously
assessing the impact our number of countries IE and
cultural distance IE variables have on the relationship
between length of time IE and strategic change, as

Strategic Change

b; = 0.868, p<(V

Length of Time IE

by =0.023, p<0.05 >

\Ko.om, p<0.05

Firm Performance
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well as the length of time IE-firm performance rela-
tionship. In effect, we test a moderated, mediated
regression model (Hayes, 2013). We provide the
results of the analysis in Table 4, Models 3 and 4. In
order to portray our results, we reproduce the
diagram earlier provided in the “Methods” section
and include the various coefficients, along with their
probability values.
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mean), and relatively high (+1 standard deviation).
In order to do so, we made our assessments using
the PROCESS-program-generated bootstrap confi-
dence intervals at the 95% confidence level. These
values are provided in Table 5.

As may be observed in Table 5, at low levels of
both number of countries IE and cultural distance IE,
the indirect or mediated effect of length of time IE on

© Strategic Change b

\013

Firm Performance

'pVO/
¢, =.030, p<.05
>

Length of Time

Number of Countries

Cultural Distance IE

Cultural Distance [E
x Length of Time IE

Number of Countries IE
x Length of Time IE

As is apparent from the results presented in the
diagram, all of the critical relationships in the
model are, as hypothesized, positive and signifi-
cant. In order to more fully understand the condi-
tional indirect effect of length of time IE on total
returns to shareholders when mediated through its
moderated relationship with strategic change, we
will look at the significance of the length of time IE-
strategic change—total returns to shareholders linkage
when the values of the moderators, number of
countries IE and cultural distance IE, are set relatively
low (-1 standard deviation), at mid-point (at the

firm performance is muted with an indirect effect
coefficient of 0.0085, while the 95% confidence
band contains 0, suggesting that at low levels of
both number of countries IE and cultural distance IE,
length of time IE has only a modest impact on firm
performance as mediated through strategic change.
The other instance in which the indirect effect of
length of time IE on firm performance proves to be
insignificant occurs when number of countries IE is
set at its mean and cultural distance IE is quite low.
Both of these instances suggest that CEO length of
time abroad is more likely to result in material

Table 5 Conditional indirect effects of CEO length of time IE on firm performance as moderated by number of countries IE and

cultural distance IE and mediated through strategic change

Level of number Level of cultural distance IE

of countries |E

Indirect effect

Bootstrap lower bound Bootstrap upper bound

—-1SD -1SD .0085
-1 SD Mean .0102
—-1SD +1 SD .0119
Mean -1SD .0124
Mean Mean .0141
Mean +1 SD .0158
+1 SD -1SD .0163
+1 SD Mean .0180
+1 SD +1 SD .0197

—-.0010 .0150
.0009 .0170
.0015 .0187

—.0002 .0220
.0004 .0242
.0003 .0247
.0002 .0289
.0001 .0289
.0003 .0292
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strategic change that leads to enhanced perfor-
mance when that time abroad is a truly enriching
experience involving meaningful exposure to
diverse cultures in various countries. It does not
appear that CEO time abroad enhances the medi-
ated relationship of length of time IE-strategic
change—total returns to shareholders when that time
abroad is spent in perhaps one country that is very
similar to the CEO’s own country.

Collectively, our results suggest the presence of a
material relationship between the length of CEOs’
IE and firm performance that is moderated by the
number of countries in which the CEO gains his/
her IE, and the cultural distance between those
countries and the CEO’s own country, and this
effect is mediated through the strategic change
they undertake. Our findings provide support for
both Hypotheses 3b and 3c.

Tests for Robustness

As will be recalled, we employed lagged three-year
total returns to shareholders as our performance
measure in testing hypotheses involving firm per-
formance, as it was anticipated stock prices would
change as strategic changes took place following
CEO succession. Assuming that the efficient mar-
kets hypothesis is correct, we anticipate that
investors adjust stock prices contemporaneously
with strategic changes made by the firm (Busse &
Green, 2002). It is also possible that given more
time to evaluate the strategic changes the firm has
undertaken, the results might be different. We
therefore replicated our mediation and moderated,
mediation analysis (tests of Hypotheses 3a, 3b, and
3c) using two-year lagged total returns to share-
holder data (i.e., years t+2, t+3, and t+ 4).
Although not presented for the sake of parsimony,
the results were qualitatively the same as those for
the one-year lagged results reported above. These
results are interesting in that they suggest investors
do recognize the merits of the strategic changes the
new CEOs make, as they make them. However, the
post hoc analysis using a two-year lagged perfor-
mance measure suggests that investors continue to
reward the firm with higher stock prices as the
strategic changes actually bear fruit.

DISCUSSION
The purpose of this study is to investigate the effect
of CEO IE on strategic change and firm perfor-
mance using a new framework for conceptualizing
and operationalizing CEO IE. The results suggested

that the length of time an executive spent abroad
had a positive effect on performance, while the
number of countries she/he worked in and cultural
distance she/he was exposed to strengthened this
effect. The results also showed that length of time
and its interactions with number of countries and
cultural distance enhanced strategic change.
Finally, the results showed that length of time
and its interactions with number of countries and
cultural distance positively affected firm perfor-
mance both directly and through strategic change.
The findings offer several theoretical and practical
implications as discussed below.

Theoretical Implications

Our study offers a number of contributions to the
international and strategic management literature.
First, our study contributes to the literature on the
conceptualization and operationalization of execu-
tives’ IE (e.g., Caligiuri & Tarique, 2009; Carpenter
et al., 2001; Daily et al., 2000; Dragoni et al., 2014;
Selmer, 2002; Takeuchi et al., 2005; Zhu et al.,
2016). Work experience literature indicates that in
order to fully capture the nature and importance of
experience, we should take into account different
components of experience and their interactions
(Tesluk & Jacobs, 1998). In this light, we developed
a framework for the conceptualization and opera-
tionalization of CEO IE based on the work experi-
ence models developed by Quinones et al. (1995)
and Tesluk and Jacobs (1998) as well as previous
studies’ measurement of IE (e.g., Caligiuri &
Tarique, 2009; Carpenter et al., 2001; Daily et al.,
2000; Dragoni et al., 2014; Zhu et al., 2016). We
suggested that the three main measures of execu-
tives’ IE are the length of time executives spend
abroad, the number of countries they work in, and
the cultural distance of the host country from their
own. They represent time, amount, and type,
which are the measurement modes in the work
model by Quinones et al. (1995). Operationally, we
suggested that length of time may be considered
the independent variable which interacts with
number of countries and cultural distance. Our
results showed that both the main and interaction
effects of CEO length of time, number of countries,
and cultural distance were significantly and posi-
tively related to strategic change and firm perfor-
mance. Thus, our paper provides empirical
evidence consistent with the argument by Tesluk
and Jacobs (1998) that experience should be mea-
sured using both quantitative and qualitative com-
ponents as well as their interactions.
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Another contribution to the IE literature involves
our theoretical argument regarding how the com-
ponents of IE affect individual and firm outcomes
based on the social learning literature (Bandura,
1977; Endicott et al., 2003; Fee et al., 2013; Kolb,
1984; Piaget, 1955). As prior research on executives’
IE overlooks how individuals learn from their IE,
our understanding of how executives develop dur-
ing their international stay leaves much to be
desired (Suutari, 2003). Some recent studies (e.g.,
Caligiuri & Tarique, 2009; Dragoni et al., 2014,
Lisak et al., 2016) have addressed this gap in the
literature. Our article contributes to this line of
research by providing a micro-level explanation
regarding how the components of IE and their
interactions affect executives’ knowledge and gen-
eral cognitive competencies. We posit that the
components of IE and their interactions expose
executives to certain stimuli and arouse cognitive
dissonance, thus activating a certain level of learn-
ing through either or both assimilation and accom-
modation processes. The learning results are either
or both domain-specific knowledge and general
competencies, respectively. For example, given the
same length of time abroad, an executive encoun-
ters a greater number of critical stimuli in a country
with greater cultural distance from the executive’s
home country than she/he will in a country with
less cultural distance. This arouses greater disso-
nance, thus resulting in greater learning. By theo-
retically distinguishing the two types of learning
(i.e., assimilation and accommodation) and two
types of knowledge gained from IE (domain-specific
knowledge and general competencies), we lay out
the foundation for investigating different types of
outcomes of IE (i.e., direct and indirect effects on
firm performance). Domain-specific knowledge has
a direct impact on firm performance while general
competencies may affect performance both directly
and indirectly.

Second, our study contributes to the strategic
management literature addressing the impact of IE
on firm performance. Strategic management
researchers (e.g., Carpenter et al.,, 2001; Daily
et al., 2000; Kim et al., 2015; Morris et al., 2016)
have considered executives’ IE as an important
background characteristic and demonstrated a pos-
itive relationship between executives’ IE on firm
performance. Such insights are significant because
they shed light on the role of executives’ IE in the
strategic management literature. However, there
are two issues that still need attention. First, as
previous studies only use length of time and
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number of countries to measure IE, they might
not capture the full effect of IE on firm perfor-
mance. Second, they do not directly examine the
processes through which IE enhances executives’
knowledge and competencies. The results of our
study show that the effect of IE on firm perfor-
mance is greater when using all three measurement
modes of IE and their interactions. Our study also
extends previous work by indicating that IE affects
firm performance both directly and through strate-
gic change.

Third, by investigating strategic change as an
immediate outcome of executives’ IE, our study
contributes to both the international and strategic
management literature. While much prior research,
especially in strategic management, examines the
secondary outcomes of executives’ IE, such as firm
performance, international acquisitions, and entry
modes, little research has focused on its immediate
outcomes. Some researchers (e.g., Caligiuri &
Tarique, 2009; Dragoni et al.,, 2014; Tesluk &
Jacobs, 1998) emphasize the need to identify and
examine the immediate outcomes of experience as
this will help us understand how executives’ expe-
rience affects secondary outcomes. Our article
addresses this gap by providing a theoretical expla-
nation and empirical evidence that IE has a positive
effect on strategic change, which we conceptualize
as an immediate outcome of IE.

By examining strategic change as a consequence
of IE, our article contributes to the strategic man-
agement literature regarding the determinants and
effectiveness of strategic change (e.g., Carpenter,
2000; Finkelstein & Hambrick, 1990). The upper
echelons view suggests that top managers play a
central role in shaping the firm’s strategic direction
(Hambrick & Mason, 1984). This research stream
has explored various executive characteristics as
determinants of strategic change, such as TMT
tenure, heterogeneity, and succession (Boeker,
1997; Wiersema & Bantel, 1992), board capital
(Haynes & Hillman, 2010), and executive migration
(Boeker, 1997). Our article adds to this literature by
providing evidence that CEOs’ IE is positively
related to strategic change. In other words, CEOs’
IE may be viewed as a determinant of strategic
change. While researchers have recognized the
importance of CEOs and TMTs in initiating and
implementing strategic change (Hambrick &
Mason, 1984), studies to date have reported mixed
findings regarding the effect of strategic change on
firm performance (e.g.,, Herrmann & Nadkarni,
2014; Naranjo-Gil et al.,, 2008; Virany et al,

Journal of International Business Studies



3 § E CEO International Experience

Son Le and Mark Kroll

592

1992). In response, a growing body of literature has
focused on how CEOs influence strategic change
(e.g., Herrmann & Nadkarni, 2014). The significant
and positive relationships between CEO IE, strate-
gic change, and firm performance found in our
paper indicate that CEO IE helps enhance the
effectiveness of strategic change.

Finally, our article contributes to the research
examining a CEO succession’s impact on firm
performance. Earlier findings regarding the rela-
tionship between CEO turnover and firm perfor-
mance (most of which has focused on forced
turnover) has been inconclusive (Bonnier & Bruner,
1989; Khanna & Poulsen, 1995). Some studies find
no evidence of an improvement in performance
following CEO turnovers (e.g., Denis & Denis,
1995), while other studies report a positive rela-
tionship between CEO turnover and performance
(e.g., Huson et al., 2004). Our findings show that
new CEOs with rich IE enhance strategic change
which improves firm performance. The implication
is that new CEOs’ IE should be taken into account
when evaluating the relationship between CEO
succession and performance.

Practical Implications

Our findings have practical implications for exec-
utive development and selection. Global leaders are
vital for firms competing in today’s globalized
market (Caligiuri & Di Santo, 2001). Developing
global leaders has become increasingly important
for firms. An important way to develop global
leaders is through international postings (Caligiuri
& Tarique, 2009; DeRue & Wellman, 2009; Godart
et al., 2015). Our article suggests several points for
effective development of global leaders through
international assignments. First, executives should
be assigned to work in a foreign country for a
substantial period of time so that they can over-
come culture shocks and be exposed to a wide
range of stimuli. Second, assigning executives to
different countries will help broaden their interna-
tional knowledge and enhance their general com-
petencies in terms of creativity, problem solving,
and leadership. Finally, executives should be
assigned to countries with great cultural distance
from their own. The greater the cultural distance,
the more executives can learn, especially in terms
of general competencies.

Our article has some implications for executives
and CEOs’ recruitment and selection. First, the
findings of our article add to the call for executives
with greater IE (Caligiuri & Di Santo, 2001;

Carpenter et al., 2001; Daily et al., 2000). Despite
its importance, executives in US firms often do not
have material IE (Carpenter et al., 2001). One
reason may be that those with substantial IE might
lack the social capital to be promoted to the CEO
position due to their station away from their
company’s headquarters. Thus, it is important for
firms to provide networking opportunities for
executives who are assigned to work in other
countries. Second, when evaluating IE for selection
and promotion purposes, firms should consider all
of its components including length of time, num-
ber of countries, and cultural distance.

Limitations and Future Research Directions

Our article has several limitations, which also serve
as possibilities for future research. Our first limita-
tion involves our measures of IE. Although length
of time, number of countries, and cultural distance
are likely the three most important components of
IE, there are other dimensions of IE. Future research
can further develop the conceptualization and
operationalization of IE by identifying other
dimensions of IE (especially in terms of the “type”
category). Our second limitation involves our
argument that IE enhances CEOs’ influence on
strategic change as measured by the change in their
firms’ resource allocations. There are many forces
that affect strategic change. Thus, it is challenging
to test the relationship between IE and strategic
change. To overcome this limitation, we provided
clear theoretical justifications for the link between
IE and strategic change. We also provided a rigor-
ous empirical analysis in order to test the relation-
ship between IE and strategic change, in which we
control for various factors and use a conditional
process model to test our hypotheses.

Third, in this article we only focus on the effect of
the host countries’ cultures and institutional envi-
ronments on executives’ learning and influence on
strategic change and firm performance. Executives’
learning in foreign contexts is also determined by
their personal learning styles and traits (Caligiuri &
Tarique, 2012). It would be fruitful to examine the
effect of both IE and personal traits on executives’
learning and development. Our fourth limitation
involves the use of two latent variables, which are
domain-specific and general competencies. We use
these latent variables for theoretical reasons. It may
prove insightful for future research to measure the
two types of knowledge and competencies gained
from IE and examine their effects on individual and
firm outcomes. Our next suggestion for future
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research is that in order to fully understand the
benefits of IE, future research might investigate
other potential immediate and secondary outcomes
of IE, such as organizational learning orientation,
strategic distinctiveness, and corporate social per-
formance. Another limitation, which also serves as
a suggestion for future research, is that because of
the scope of our article and unavailable data, we do
not segregate and measure internationalization-
related and unrelated strategic change. It would
be insightful to investigate how CEO IE affects
internationalization-related and unrelated out-
comes. Our final limitation emanates from our
sample, which includes new CEOs appointed
between 2000 and 2007 in large industrial corpo-
rations. Although the finding that IE influences
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