§ sciendo ,Central European Management Journal”
Vol. 29, No. 4/2021, p. 57-90, ISSN: 2658-0845, e-ISSN: 2658-2430

© 2021 Authors. This is an open access article distributed under the Creative Commons BY 4.0 license
(https://creativecommons.org/licenses/by/4.0)

International Experts’ Influence
on Company Internationalization

Grygorii Kravchenko!

Submitted: 11.06.2021. Accepted: 4.11.2021

Abstract

Purpose: The article evaluates the associative relationship between international supervisory board
experts and foreign ownership, along with the experts’ influence on the financial and operating
performance of firms. The study was based on data collected for 257 companies listed on the War-
saw Stock Exchange in 2010-2015.

Methodology: The dataset was built as a panel, and then generalized least squares regression mod-
els with a fixed or random effect were employed to test hypotheses.

Findings: The findings of the study clearly show that the presence of investigated firms in foreign
markets positively affects company performance. Moreover, models with dependent variables ROA
and ROS show that supervisory board members with foreign experience positively affect profita-
bility indicators of firms that do not operate on foreign markets. The data analyses reveal that
international experts are more effective advisors for companies that conduct no business activities
on foreign markets. Furthermore, the results show a positive moderate association between the
share of international experts in supervisory boards and the share of foreign ownership in the
company.

Originality: The article contributes to the understanding of determinants and consequences of the
presence of international experts in supervisory boards and company internationalization.
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Introduction

In recent years, corporate governance is a very popular topic (Stomka-Gotebiewska
and Urbanek, 2016; Dobija and Kravchenko, 2017; Garcia-Sdnchez et al., 2018; Joh
et al., 2018; Kumar et al., 2018; Shin et al., 2018; Goergen and Tonks, 2019; Guest, 2019;
Dobija and Putawska, 2021), especially in advanced emerging markets where corporate
governance failures costs are excessively high. Undoubtedly, for such countries as
Poland — which is the largest and most developed economy in Central and Eastern
Europe (CEE) - the necessity to compete for foreign investors from other established
markets is extremely significant.

In the early 1990s, the Polish corporate governance and economic system transitioned
to the capital market, which mostly affected large companies, as the process imple-
mented previously unknown corporate policies. The first step of the transition started
when the necessity of the supervisory board (SB) creation was instituted. As the
privatization process began, the government encountered difficulties to find new,
professional, and financially stable owners with long-term perspectives who would
run businesses properly. This process hindered lawmakers and companies in the
adaptation to the new requirements. However, the Polish government later implemented
laws protecting the market and investors, especially in the form of a limit of 33% on
the ownership of privatized company shares by national investment funds (Grosfeld
and Hashi, 2007). The next step was to transform state-owned entities into compa-
nies that had to conduct first general meetings with their shareholders and vote
for supervisory boards. Two to three supervisory board members were selected by
employees, while the rest of three to four members were selected by State Treasury
(Mortimer, 2009).

Recently, Poland had to fulfill the criteria for the higher quality capital market and
regulatory environment to become noticed on the global market. In the last years, the
Polish corporate governance system did not incorporate the protective measures for
smaller shareholders, so among the requirements to be fulfilled, Poland had to establish
and bring into action regulations to the recognition and observance of minority share-
holders’ rights. Furthermore, in the pool of other criteria, the Polish market authorities
had to countermand the operation of foreign ownership restrictions and facilitate the
foreign investor registration process. Buzavaite and Korsakiene (2019), Chen et al.
(2017), Duque-Grisales et al. (2020), Gonzdlez (2019), and Yarbrough et al. (2017) notice
that human capital plays an important role in the internationalization and interna-
tional activities of companies that require appropriate competencies and resources.
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Poland is a member of the EU with no restrictions for intra-EU labor flows. The interest
in having international representatives on supervisory boards of multinational businesses
is motivated by the idea that foreign experts lead to company internationalization.
Consequently, the determinants of a company’s success in foreign markets are an
interesting research area.

The study described below was aimed to evaluate the associative relationship between
international supervisory board experts and foreign ownership, but also their impact
on firm financial and operating performance. This research was conducted to look for
the appropriate up-to-date answers to the following empirical questions: are interna-
tional experts more effective advisors in firms that operate on foreign markets? Is there
a link between foreign ownership and the share of international supervisory board
experts? Does foreign ownership significantly affect firm performance?

The study concentrated on the period when the Polish capital market was classified
as an advanced emerging market, when Poland’s economic condition was characterized
as a constantly developing internationalization process, and when the issue of demo-
graphic differentiation of boards was treated as a critical factor for corporate success
(Kotadkiewicz, 2008). To introduce hypothesis tests, it was compiled a comprehensive
panel data-set covering 356 public companies listed on the Warsaw Stock Exchange
(WSE) and employed generalized least squares (GLS) regression models with a fixed
or random effect.

The findings showed that with the increase in the share of international experts in
supervisory boards, the financial performance improves among companies that do
not operate in foreign markets. The study confirmed the positive moderate association
between the supervisory board nationality diversity and the shareholder heterogeneity.
Moreover, the results showed that the higher the share of foreign ownership, the better
the financial performance of the company.

The novelty of the article stems from its contribution to the understanding of deter-
minants and consequences of international experts’ presence on supervisory boards
and company internationalization.

The structure of this article is organized as follows. The next section will present the
literature review and hypothesis development. Then, the research design, empirical
findings, and robustness check will be presented. The last section will provide a dis-
cussion and conclusions of the study.

Vol. 29, No. 4/2021 DOI: 10.7206/cem|.2658-0845.60



60 CEMJ Grygorii Kravchenko

Literature Review and Hypothesis Development

To address the role of supervisory board members in the corporate strategic decisions
regarding foreign market operations and others, it needs to refresh supervisory board
(SB) functionalities. Peij et al. (2012) argue that supervisory boards are built of non-
-executive directors to ensure independence from the management team. Supervisory
board members are obliged to provide executive directors with supervision and advice,
especially when it comes to strategic orientation. The SB also monitors top executives
with, first, making decisions regarding their employment, and then their assessment
and dismissal (Adams et al., 2010). The literature also often uses the agency and
resource dependence theories as a lens for the deeper understanding of SB operations.
Adams et al. (2010) argue that SB composition depends on the decisions the economic
actors take in response to external environmental conditions. Hillman et al. (2009) claim
SB composition results from the rational organization response to the external environ-
ment situation. In this vein, firm environment changes caused by multinational opera-
tions also result in changes in SB composition. Overall, company internationalization
requires the adaptation of specific SB characteristics (Wang et al., 2019) and a broad-
scope management accounting system that improves company performance by provid-
ing necessary information about market competitors and customers (Ngo, 2021).

Hooghiemstra et al. (2019) claim that the SB is a mechanism that operates to ensure
the management takes decisions according to the stakeholder interests. With the
ability to be part of a decision-making process, SBs affect organizational actions so
that they are taken as a determinant of organizational performance. Fama and Jensen
(1983) state that SBs comply with the effective monitoring of management, depending
on their composition. Soliman and Ragab (2013) note that the substantial number of
non-executive directors dedicated to monitoring managers may increase alertness to
agency problems. Several studies investigate the effect of SB composition in terms of
its diversity on the level of earnings management to find that the number of outside
and independent board members is negatively associated with the occurrence of fabri-
cated financial statements, discretionary accounting accruals, and other earnings
manipulative techniques (Park and Shin, 2004; Peasnell et al., 2005).

The above idea finds support in Sanders and Carpenter (1998), who claim the operation
internationalization causes information asymmetry issues between the SB and mana-
gers, which results in higher monitoring costs. They argue that international operations
increase managerial complexity and environmental uncertainty, which in turn are
associated with information processing demands. Consequently, there occurs the
necessity for coordination of resources from different cultural competitive environments.
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Thus, to overcome the demands and changes associated with the internationalization
of company operations with the liability of being foreign, there is a need to create effi-
cient governance.

Considering the international experts in the role of resource provision, one may assume
that directors bring important resources to the company that operates in foreign mar-
kets, such as relevant information and knowledge from the international environment.
Nielsen and Nielsen (2013) provide a consistent argument that multinational teams
bring different perspectives on the institutional environment. Moreover, national
diversity allows for engaging in-depth group discussion and considering a wide range
of alternatives, therefore generating creative ideas (Hambrick et al., 1998). The authors
conclusively state that multinational teams generate more innovative solutions while
being more effective in solving complex tasks. Considering international experts from
the strategic perspective, Watson et al. (1993) propose the idea that multinational
groups improve the quality and comprehensiveness of top management team strategic
decisions. Consequently, the presence of international experts brings a variety of
advantages, particularly adding value to the company and improving productivity
together with profitability (Giannetti et al., 2012). Moreover, Giannetti et al. (2015)
found in the Chinese capital market and documented that firm performance increases
after hiring directors with international experience.

Ramaswamy (2001) states that the presence of foreign members on the board may be
an indicator of expansion plans, particularly cross-board expansion. Moreover, Zainal
et al. (2013) show that the presence of international experts may improve strategic
decision-making and corporate governance quality. The authors refer to Veen and
Elbertsen (2008), who states that, generally, large firms are multinational companies
that are more likely to appoint foreign board members. An increase in the share of
international experts is very often a tool for a firm to indicate the ability to understand
and deal with challenges faced in the complex nature of company operations (Good-
stein et al., 1994; Wiersema and Bantel, 1992).

International SB members can be a source of valuable knowledge about employees
with international experience, foreign suppliers, and customers, along with foreign
networks, all of which can help to gain important network ties. As a consequence, the
employment of international experts may open new business opportunities and better
investment and operating decisions. The SB members with an international back-
ground who hold specific tacit knowledge — which is difficult to substitute or imitate
— are often appointed to create an attractive feature of the companies that seek such
tacit knowledge (Barroso et al., 2011).
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Considering the arguments presented above, one may argue that supervisory board
members with international experience are proximate to foreign markets and better
understand the international business environment. Thus, international experts can
better contribute to monitoring and advisory functions of supervisory boards than
local experts. Taking into account that international experts increase the efficiency
of advisory role performance (Afzali et al., 2020) and play an indicative role in the
firm global actions (Ramaswamy, 2001), the following hypothesis was proposed:

H1: Supervisory board members with international experience are effective
advisors for the companies that operate in foreign markets.

By virtue of the financial markets’ globalization process, corporations are more often
forced to internationalize not only their operations but also sources of financing. Those
processes are usually defined as commercial and financial internationalization. More-
over, the literature implies the process of internationalization increases the involvement
in international markets (Calof and Beamish, 1995) and the adaptation of firm opera-
tions in terms of strategy, structure, and resources to international environments.
Therefore, the demand for expertise in successful commercial and financial interna-
tionalization of companies only increases. Consequently, the expert stewardship of
corporations that rely on foreign sources of financing was expected.

The existing literature presents empirical evidence of the important role of social
capital and reliance on personal networks in selecting directors. Kim and Cannella
(2008) note that personal networks enhance the social capital, which embodies SB
composition. This argument can be conformable to the appointment of foreign super-
visory board members by foreign shareholders. The underlying idea is that a foreign
shareholder’s trustworthiness to foreign SB members is enforced by the perceived
similarities that depart from similar demography, shared values, and norms (Levin
et al., 2006). Oxelheim and Randgy (2013) mention that owners - specifically foreign
owners — often want to appoint board members that represent their interests more
forcefully. The presence of foreign experts and home-country-based experts with
international experience in SB improves the level of firm accountability in interna-
tional financial markets, thus facilitating access to foreign capital (Luo, 2005). More-
over, the appointment of an expert who is a citizen of a foreign country in which the
company shares are listed may indicate the firm’s accountability to the foreign investor
base, thus attracting foreign investors (Luo, 2005).

Literature often evaluates foreign ownership contributions from internal and external
perspectives. From the perspective of corporate governance internal mechanisms,
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Choi et al. (2007) suggest that foreign investors add value to firm performance through
their participation in the board of directors. The study conducted by Oxelheim and
Randgy (2003) shows that companies have a higher valuation when they have foreign
SB members in contrast to those who do not have such members. The authors explain
the inclusion of foreign members in the SB may signal a firm’s willingness to improve
the monitoring function.

Munisi et al. (2014) note that the literature pays little attention to the ownership struc-
ture. Chizema and Kim (2010) claim that there is a positive correlation between the
share of foreign owners and outside board members. Estélyi and Nisar (2016) present
results that indicate a positive and significant association between board nationality
diversity and shareholder heterogeneity. Foreign SB members or SB members with
international experience may also know the regulatory frameworks and institutions
of the foreign company of firm operations and investors (Oxelheim and Randgy, 2003).
Thus, it was assumed that there is a positive association between foreign ownership
concentration and the share of foreign supervisory board members.

H2: There is a positive associative relationship between foreign ownership
concentration and the share of international experts.

Finance literature divides corporate governance mechanisms into internal and exter-
nal ones (Cuervo, 2002). Among other things, the latter suggests that the market for
corporate control and institutional investors affect corporate management monitoring
function (Choi et al., 2007). This can be achieved with the help of controlling insiders,
such as independent directors, thus contributing to firm performance. Choi et al.
(2007) note that the concentrated foreign ownership assists in mitigating the “mana-
gerial opportunism and exploitation of atomistic investors.” Hence, foreign ownership
improves the overall functioning of the corporate governance system and — conse-
quently — firm performance.

Therefore, one may argue that international SB experts can play an indicative role for
the firm to bias internationalization. Owing to outsiders’ uniqueness determined by
the knowledge of a foreign market and its potential, the firm signals to the market
about potential expansion actions (Ramaswamy, 2001). Giannetti et al. (2012) present
a consistent argument saying that foreign director participation sends a signal to the
market that a company seeks international expansion. The authors explain that the
firms that have a potential for global expansion, want to attract international experts
to the governance structure by informing the market that the firm seeks to interna-
tionalize its operations. From another perspective, the authors suggest that having
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foreign representatives on an SB enables external financing through foreign investor
engagement.

In turn, Gurbuz and Aybars (2010) show that the level of foreign ownership concen-
tration matters when evaluating its impact on firm performance. The authors find that
the minority of foreign-owned companies perform better than domestically-owned
and the majority of foreign-owned ones. Moreover, their results show that the majority
of foreign-owned companies have the worst performance of all. Thus, it was estimated
that foreign ownership positively affects firm performance.

H3: Foreign ownership enhances firm financial and operating performance.

Research Design

The quantitative research method is used to test the hypothesis, obtain results and
provide conclusions for the association between variables. The sample used in the
study consisted of 356 companies listed on the WSE in 2010-2015. The raw database
was reduced to 257 firms. Only entities that existed during the entire period of obser-
vation were included in the final research sample. The investigation was conducted
with the use of STATA software.

For the current study 1542 annual reports were analyzed, which were collected from
the official investor relations sections of corporate websites. To encode individual
supervisory board member-level qualitative characteristics, approximately 7700 mem-
bers’ résumés were reviewed.

Variables

This section will introduce dependent, independent, and control variables used in
the study to analyze and justify the link between theory and practice. The set of var-
iables was chosen based on the existing literature filled with corporate governance
and its relation to company performance. The description, measurement, and justifi-
cation of variables’ selection will be presented below.
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Dependent Variables

Return on Assets

Return on assets (ROA) is an accounting-based financial performance measure that
presents the relationship between net income and total assets owned by a company.

Net Profit

Return on Assets = ————
Total Assets

The ratio assesses the efficiency of using company assets to generate income. The prior
literature widely analyzes ROA to investigate the effects of SB structure and composi-
tion on company financial performance (Boadi and Osarfo, 2019; Imade, 2019; Jakpar
et al., 2019; Jentsch, 2019; Abdeljawad and Masri, 2020). Moreover, ROA can indicate
the quality of corporate governance in inspiring higher management effectiveness.
On the one hand, the prior empirical literature shows a significant relationship between
ROA and corporate governance characteristics (Abdullah, 2014; Azutoru et al., 2017).
On the other hand, some evidence of no relationship between ROA and corporate
governance structure and composition (Adeusi et al., 2013; Abu et al., 2016). Therefore,
to investigate ROA as the first dependent variable to evaluate the international experts’
impact on listed companies’ financial performance in Poland was decided.

Return on Sales

Return on sales (ROS) is the ratio used to evaluate the share of profits generated from
sales. The formula shows the ability of a company to improve the performance of sales
and decrease production costs, indicating operating efficiency (Isidro and Sobral,
2014). Return on sales is useful in determining the management’s ability to generate
a return on specific volumes of sales.

Net Profit

Return on Sales = Total Sales

Notably, managers are usually forced to seek any growth opportunity — even through
less-profitable sales channels — which most often results in the gradual decline of ROS.
The ratio can also be useful in industry analysis, enlightening which industry gives
the business an opportunity for the most efficient run.

Return on assets and return on sales are actively used empirical tools (Isidro and Sobral,
2014; Knezevié et al., 2017; Dedunu and Anuradha, 2020) in the context of corporate
governance effectiveness. Table 1 shows dependent variables: ROA and ROS with their
definition and data sources, which are used in a current study similar to the presented
literature.
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Table 1. Dependent variables

Study
Issue

(7
o
=
=
[x]
(-]

Variables Labels Definition References

Ratio of net Abdel_jawad and Masri (2020);
Return ROA income to Boadi and Osarfo (2019); Imade
on Assets total assets (2019); Jakpar et al. (2019);
Jentsch (2019).

Ratio of net  Dedunu and Anuradha (2020);
ROS income to Isidro and Sobral (2014);
total sales KneZevic et al. (2017).

Return
on Sales

Firm Financial
and Operational Performance
NOTORIA SERVICE, THOMSON REUTERS
and hand collection from listed on WSE
companies’annual financial reports

Source: author’s own elaboration.

Independent-Explanatory Variables

The experimental variables used in empirical analysis primarily concern the foreign
experience of supervisory board members (EXPERTS). It was distinguished between
Polish citizens who disclose prior career track in foreign companies and foreign citi-
zens who disclose experience in companies incorporated in other countries. To avoid
duplication or ambiguous labeling, SB positions of non-Polish citizens in Poland were
disregarded. The reference group of supervisory board members was Polish citizens
without any prior experience in foreign companies. For empirical analysis, a foreign
company was identified based on the country of its operation. A company listed on
the main market of the Warsaw Stock Exchange but domiciled in another country
was regarded as a foreign company. The representation of supervisory board members
with diverse experience records at the company level, i.e. the unit of observation
underlying econometric analysis was a firm-year aggregated. To ascertain whether
a given supervisory board member possessed the foreign experience and could thus
be labeled as such in the corporate governance database, it was verified whether
incumbent SB members previously served on SBs of foreign companies, particularly
checking the industry relatedness of the board member’s current and previous com-
pany of employment. A supervisory board member was labeled as one having relevant
experience if the résumé contained information suggesting that they had previously
served as C-suit members — namely as a CEO, CFO, COQ, or chief accountant — for
a period no shorter than one calendar year.

DOI: 10.7206/cem;).2658-0845.60 Vol. 29, No. 4/2021



International Experts’ Influence on Company Internationalization CEMJ 67

To verify the influence of foreign ownership on a company’s financial performance,
the percentage of ordinary shares held by foreign investors in the observed firm i and
time t as the explanatory variable FOROWNER was added (Mangena et al., 2007;
Putawska et al., 2021). Moreover, the dummy variable FMO indicating the company
that operates on foreign markets was developed to check whether the international
experts were more effective advisors for the companies that operate in foreign markets.

Table 2 presents the set of independent variables with their definition, references to
studies, and data sources.

Table 2. Explanatory variables

Variables Labels Definition References Source

= The share of international

©
. experts with foreign Frijns et al. (2016); c 2
L';teéfgt"’"a' %EXPERTS; experience in the Masulis, etal. (2012); S5 8
p supervisory board of firm/, Mirza et al. (2020). g % 2
at time t. T oL
—sSeg
= The percentage of ordinary 5 S8 E
Foreign shares held by foreign SR CiEel =z EpS
. %FOROWNER;; ; . (2007); Putawska et Le= e
ownership investors in an observed al. (2018) NnET &
firm / and time ¢. ' % % % =
Foreign . - .. 55 E
Market FMO. The dummy variable that indicates companies / that =z e
Operation 8 operate in foreign markets at time 7. 2

Source: author’s own elaboration.

Control Variables

Considering that the governance-performance relationships should be controlled, this
study grouped control variables according to their relation to firm-specific and firm
financial performance. The selection of control variables was based on prior studies
(Oxelheim and Randgy, 2003; Masulis et al., 2012; Jackowicz et al., 2014; Estélyi and
Nisar, 2016; Amin and Nor, 2019; Tapver, 2019; Mehmood et al., 2019; Hossain, 2020;
Mirza et al., 2020; Salehi et al., 2020). The inclusion of individual effects was deter-
mined by the need to control for individual heterogeneity. The possible macroeconomic
factors that could affect the dependent variable were controlled by time dummy variables.
As a result of the literature review, Table 3 gathers the following control measures
selected for analysis.
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Table 3. Control variables

Variables Labels Definition References Source
Firm-related control variables w
=
Dummy variable that indicates S5
the firm / age at time ¢ since . ) 2
. was founded and coded as 1 if s Gidell (25, 2
Firm age AGE;; ST Kaczmarek et al. (2012);
the companies is higher than £
. Mehmood et al. (2019). S
median for total sample S
(26 years) and 0 otherwise. S
8o
The industry (Service, § é
Type INDUSTRY. Merchandising and Amin and Nor (2019); s 2
of industry it Manufacturing) in which firm 7, Bradbury et al. (2006). % 2
at time ¢ operates. ES
- E
= Y=
Firm-financial control variables o3
o o
w <
FIXA Ratio of fixed assets to assets Jackowicz et al. (2014); 55
L in a company / at time t. Mirza et al. (2020). &2
Structure zs
of Assets Ratio of short-term receivables Z E
REC; to assets in a company / Jackowicz et al. (2014). S ©
attime ¢. =
3]
Financial EQ. Ratio of equity capital to assets  Jackowicz et al. (2014); g
leverage it in a company / at time ¢. Tapver (2019). o
<
) Hossain (2020); =
Assets TAT, Ratlo of sales _to as_sets Salehi et al. (2020): =
turnover in a company / at time £. =

Jackowicz et al. (2014).

Source: author’s own elaboration.

Empirical Model

The study evaluated the relationship between international supervisory board experts
and foreign ownership, along with their impact on a firm’s financial and operating
performance. The dataset was built as a panel, while diagnostic tests like the Pear-
son’s correlation coefficient, the Breusch—Pagan test, the Hausman test, and the
Durbin-Watson test were used to examine the appropriateness of linear regres-
sion model assumptions that affected the modelling process to identify the extraor-
dinary characteristics of the data that could potentially affect conclusions (Cook and
Weisberg, 1983).
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The fixed and random effects models were chosen with the Breusch-Pagan test
(Breusch and Pagan, 1979) and the Hausman test (Hausman, 1978). The Breusch-Pagan
Lagrangian multiplier test helped to define whether the pooled ordinary least squares
(OLS) and random-effects models were best suited for the analysis. Hausman’s spec-
ification test helped us to identify whether the individual-level effects were adequately
constructed and modeled by fixed effects.

The results obtained from the above tests first suggested that the OLS regression model
did not fulfill what was expected of the analysis, and second, the generalized least
squares (GLS) regression with the fixed or random effect were found to be appropriate
to raise the hypothesis tests. According to the Durbin-Watson test, no autocorrelation
existed in the fixed and random effects models with dependent variables ROA and
ROS. The model was built to incorporate the year’s dummy and industry variables to
control for possible macroeconomic factors that could affect dependent variables.

Company Performance (ROA,ROS);;
= & + By % EXPERTSy, + B,% FOROWNER;;, + BsFMOy, + B4FirmconrroLs;,
+ BsFirmPer formanceconrroLs;,, + Ye + 1 + €

in which:
= company performance (ROA, ROS);:
1) ROA, - is an accounting-based financial performance measure that presents
the relationship between net income and total assets owned by the company;
2) ROS;, - is the ratio that is used to evaluate the share of profits generated from
sales;
= %EXPERTS; - the share of international experts with foreign experience in the
supervisory board of firm i at time t;
= %FOROWNER; - the percentage of ordinary shares held by foreign investors in
afirm i at time t;
® FMO;, - the dummy variable that indicates companies i that operate in foreign
markets at time t;
® FirmCONTROLS;, - the group of firms related control variables, such as:
1) AGE;—dummy variable that indicates the firm i age at time t since was founded
and coded as 1 if the company age is higher than the median for the total sample
(26 years) and zero otherwise;
2) INDUSTRY;, - the industry (service, merchandising, and manufacturing) in
which firm i at time t operates;
= FirmPerformanceCONTROLS; - the group of firm financial control variables,
such as:
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1) FIXA,, - the variable that shows the structure of assets, and is calculated as
the ratio of fixed assets to assets in a company i at time t;

2) REC; - the variable that shows the structure of assets, and is calculated as the
ratio of short-term receivables to assets in a company i at time t;

3) EQ; - the variable that shows the firm financial leverage, and is calculated as
the ratio of equity capital to assets in a company i at time t;

4) TAT; - the variable that shows the assets turnover, and is calculated as the
ratio of sales to assets in a company i at time t;

i — companies index;

t - time period;

o — constant;

w,; — time effects;

n; — individual effects;

¢ — the standard error.

Empirical Results

Table 4 presents the primary analysis of the data in the form of a summary of descrip-
tive statistics. Charts 1-3 offer a summary of the average values for the variables
through the entire period 2010-2015 under investigation. The average values for ROA
and ROS for the period 2010-2015 were 3% and — 6.75% respectively.

However, to be able to draw precise conclusions regarding the performance of com-
panies that operated on foreign markets and those that did not, Charts 2 and 3 were built
to show the change of average values of ROA and ROS through the analyzed period.
The mean and median values showed that no outliers were taken for analysis. Such is
also the result of winsorization at the 1! and 99" percentile values. Winsorization was
applied to the variables due to outlier presence. The level of winsorization remained
unchanged for both variables (ROA and ROS) used in the presented analysis.

According to Figure 1, the ROA and ROS trend lines differed significantly for com-
panies that operated on foreign markets. A sharp decrease in ROS performance indi-
cators was observed from 2010 to 2012. The move of average ROS was negative 18.14%,
which indicated some significant factors that could affect a firm’s operational efficiency.
This dramatic change could be assigned to the issues related to foreign markets, as when
comparing the performance of companies that did not have operations abroad in
Poland, the average ROS did not change significantly, showing a negative 7.2% of change
from 2010 to 2012. On the other hand, the following period 2012-2015 reveals an
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opposite development. The operating efficiency recovered up to 4.17% in 2015 among
companies with foreign operations, while those without foreign operations experienced
an even more dramatic decrease in ROS — down to 28.8%. The ROA in its term did not
change much, revealing a comparatively steady move through the investigated period.

Table 4. Summary Statistics

Variable Mean Median S.D. Min Max
ROA 0.0300 0.0345 0.0758 -0.213 0.185
ROS -0.0674 0.0339 1.18 -9.25 2.98
EXPERTS 0.167 0.000 0.253 0.000 1.00
FOROWNER 0.0869 0.000 0.187 0.000 0.999
FMO 0.361 0.000 0.480 0.000 1.00
AGE 0.326 0.000 0.469 0.000 1.00
INDUSTRY 2.14 2.00 0.858 1.00 3.00
FIXA 0.503 0.503 0.220 0.0251 0.949
REC 0.231 0.194 0.169 0.00538 0.790
EQ 0.520 0.520 0.196 0.0568 0.940
TAT 1.09 0.969 0.849 0.0105 4.55

Source: author’s own elaboration.

Figure 1. ROA & ROS: Companies Presented on Foreign Markets

14,00% 12,05%
12,00%
10,00%

8,00%
'’ 0,
6,00% 4,16% 4,93% 3,81% 4,68% 4,38% 4,17%

4,00%
2,00% 0,44'% _0% % 3,451%
0,00%

-2,00%

-4,00% -6,09%

-6,00%

-8,00%

-3,06%

2010 2011 2012 2013 2014 2015
ROA 4,16% 4,93% 3,81% 4,68% 4,38% 3,49%
ROS 12,05% -3,06% -6,09% 0,44% -0,71% 4,17%

Source: author’s own elaboration.
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Figure 2. ROA & ROS: Companies Not Presented on Foreign Markets

10,00%
5,00% 3,60% 2,80% 113% 2,47% 2,38% 137%
0,00% -2,0$% Lo _31215%
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-30,00%

-35,00%
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2010 2011 2012 2013 2014 2015
ROA 3,60% 2,80% 1,13% 2,47% 2,38% 1,37%
ROS -2,08% -6,63% -9,28% -3,25% -17,75% -28,80%

Source: author’s own elaboration.

According to Table 4, the average share of foreign ownership was 8.7% for the entire
investigation period. Figure 3 showed that the share of foreign ownership did not
change since 2010, suggesting that the structure of firm ownership was not subject to
rapid change, and the evaluation of trend lines in this specific case should be based
on a longer period.

Figure 3. The Share of International Experts and the Share of Foreign Ownership

2000% . 18,01% 17,74%
1800% 16,21% 16,33% 16,90%

16,00% 12350

14,00%

12,00%

10,00% 8,79% 8,42% 8,58% 9,06% 8,58% 8,68%
8,00%
6,00%
4,00%
2,00%
0,00%

2010 2011 2012 2013 2014 2015
EXPERTS FOROWNER

Source: author’s own elaboration.

Table 5 provided a correlation matrix for the dependent variable ROA - along with
independent and control variables used for the analysis — while Table 6 presented the
correlation matrix for the models built with the dependent variable ROS. According
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to these two tables, there was almost no correlation between the share of foreign owner-
ship FOROWNER and the firm performance indicator ROA, while showing a slightly
negative correlation to ROS. Moreover, the correlation matrix revealed that there was
a positive associative relationship between foreign ownership concentration FOROWNER
and the share of international experts EXPERTS, which also confirmed hypothesis H2.

Table 5. Correlation matrix — ROA

v E =

S I I 5

S E & £ & 2 = E g =E
ROA 1.0000
EXPERTS 0.0205 1.0000
FOROWNER -0.0057 0.3241 1.0000
FMO 0.1228 0.1458 0.0504 1.0000
AGE 0.0446 0.0898 0.0671 0.0627 1.0000
INDUSTRY 0.0087 -0.0437 0.0954 0.0937 0.3284 1.0000
FIXA -0.1154 0.1259 0.0273 0.0052 0.0238 0.1037 1.0000
REC 0.0646 -0.1054 -0.0455 -0.0186 -0.0172 -0.2225 -0.5984 1.0000
EQ 0.2713 -0.0786 -0.0413 -0.0186 0.0558 0.0099 0.1266 -0.2577 1.0000
TAT 0.1124 -0.0380 -0.0652 0.0760 0.0035 -0.0666 -0.4399 0.4245 -0.2730 1.0000

Source: author’s own elaboration.

As expected, the share of international experts EXPERTS in supervisory boards was
positively correlated (14.6%) to the dummy variable that indicated whether a firm
operates on foreign markets FMO. This was consistent with the literature review,
which provided the idea of international experts’ appointments to SBs with the aim
of the development of foreign operations. On the other hand, the variable that indicated
firms operating on foreign markets FMO uncovered a weak positive association with
ROS on the level of positive 5 percentage points. Moreover, the firms with the foreign
market operations variable were even more correlated to ROA, revealing an association
at the level of 12.3%. This would suggest that the companies operating on foreign
markets more effectively convert invested money into net income than they improve
operating efficiency, notwithstanding the fact of obvious interdependence between
the two dependent variables and the factors that can determine their growth or decline.
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A moderate correlation appeared between the control variables FIXA and REC, but
the level of correlation was within the suggested range, and variables could still be
used simultaneously in one model.

Table 6. Correlation matrix — ROS

e >~

g & ¢ & &8 & 2 & g =
ROS 1.0000
EXPERTS 0.0439 1.0000
FOROWNER -0.0172 0.3241 1.0000
FMO 0.0503 0.1458 0.0504 1.0000
AGE 0.0557 0.0898 0.0671 0.0627 1.0000
INDUSTRY  0.0204 -0.0437 0.0954 0.0937 0.3284 1.0000
FIXA -0.0249 0.1259 0.0273 0.0052 0.0238 0.1037 1.0000
REC 0.0894 -0.1054 -0.0455 -0.0186 -0.0172 -0.2225 -0.5984 1.0000
EQ -0.0098 -0.0786 -0.0413 -0.0186 0.0558 0.0099 0.1266 -0.2577 1.0000
TAT 0.0994 -0.0380 -0.0652 0.0760 0.0035 -0.0666 -0.4399 0.4245 -0.2730 1.0000

Source: author’s own elaboration.

The findings of the study clearly showed that the presence of investigated firms in
foreign markets positively affected company performance. Moreover, both models
with dependent variables ROA and ROS, uncovered that SB members with foreign
experience positively affected profitability indicators of firms not present on foreign
markets. This fact could be explained by the fact that listed companies on WSE engaged
international supervisors with knowledge about specific foreign market conditions
and tried to send a signal to the market about huge internationalization plans (Oxel-
heim and Randgy, 2003). Consequently, internationalization or the process of seeking
new business horizons could have been implemented by involving international
experts or foreign shareholders.
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Empirical relationship between international expert share and firm
contemporaneous ROA

. Present Not Present
Subsample Entirg Sampls on Foreign Markets on Foreign Markets
ROA ROA ROA
Explained variable
(1) (2) (3)
0.003 0.005 -0.002
AGE
(0.46) (0.62) (-0.20)
-0.043%** -0.077*** -0.022
FIXA
(-3.18) (-3.00) (-1.40)
0.010 0.002 0.024
REC
(0.52) (0.06) (1.05)
0.140%** 0.125%** 0.150***
EQ
(11.29) (6.40) (9.49)
0.012*** 0.014** 0.013***
TAT
(3.71) (2.42) (3.09)
0.016***
FMO
(2.93)
-0.003 0.038***
EXPERT
(-0.19) (2.72)
-0.037** 0.007 -0.060***
Constant
(-2.42) (0.26) (-3.14)
Industry dummies Yes Yes Yes
Year dummies Yes Yes Yes
R-squared 0.140 0.210 0.126
Observations 1536 554 982

Note: the table presents a static panel GLS regression model with a random effect. The explained variable is contempo-
raneous firm-level financial performance measured by ROA. T-statistics are presented beneath respective regression
coefficients. Statistical significance at 1%, 5% and 10% levels are denoted with ***, ** and * respectively. All models
include time and industry fixed effects. All models include firm-level control variables. Joint statistical significance
of models is measured with Wald statistic.

Source: author’s own elaboration.
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According to Table 7, firms that operated on foreign markets had better financial perfor-
mance (ROA), which was supported with a 19 statistical significance level. With that
in mind, we built the two models to compare the effect of international experts on
firm performance indicators in companies that operate on foreign markets and those
that do not. The results suggested that firms without foreign markets operations have
a higher level of ROA, while international experts tended to perform better when
employed in such companies. The outcomes were supported by a 1% statistical signi-
ficance level, which suggested that an increase in 1% of the international expert share
could enhance the return on assets performance indicator by almost 4%.

Table 8. Empirical relationship between international expert share and firm
contemporaneous ROS

. Present Not Present
SIEEENTE SUUEE e on Foreign Markets on Foreign Markets
ROS ROS ROS
Explained variable
(1) (2) (3)
0.110 0.083 0.078
AGE
(1.31) (1.36) (0.63)
0.284 -0.349 0.428
FIXA
(1.36) (-1.53) (1.56)
0.720** -0.095 1.135%**
REC
(2.55) (-0.35) (2.92)
0.320* 0.251 0.438
EQ
(1.65) (1.56) (1.61)
0.123** 0.047 0.148**
TAT
(2.44) (1.04) (2.14)
0.098
FMO
(1.25)
-0.117 0.595**
EXPERT
(-1.12) (2.51)
-0.709*** 0.220 -1.121%**
Constant
(-3.01) (0.94) (-3.42)
Industry dummies Yes Yes Yes
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Year dummies Yes Yes Yes
R-squared 0.025 0.033 0.041
Observations 1536 554 982

Note: the table presents a static panel GLS regression model with a random effect. The explained variable is contempo-
raneous firm-level operating performance measured by ROS. T-statistics are presented beneath respective regression
coefficients. Statistical significance at 1%, 5% and 10% levels are denoted with ***, ** and * respectively. All
models include time and industry fixed effects. All models include firm-level control variables. Joint statistical signifi-
cance of models is measured with Wald statistic.

Source: author’s own elaboration.

From another perspective, Table 8 presented the results that indicate ROS is not signi-
ficantly affected by the fact of firm operations on the foreign market. However, a similar
impact of the regression coefficient share of international experts on financial perfor-
mance was observed with 5% statistical significance. The magnitude of the coefficient
suggested a strong positive effect on return on sales. Consequently, the findings did
not support hypothesis H1, as they revealed that international experts are more effec-
tive advisors for the companies that during the observed period did not conduct
business activities on foreign markets.

Table 9. Empirical relationship between foreign ownership and firm contemporaneous

ROA & ROS
ROA ROS
Explained Variables
(1) (2)
0.001 0.142
AGE
(0.23) (0.57)
-0.083** -0.705*
FIXA
(-2.05) (-1.94)
-0.018 0.359
REC
(-0.44) (0.71)
0.175*** 0.816**
EQ
(6.54) (2.50)
0.007 0.193**
TAT
(0.87) (2.00)
0.080** 0.995*
FOROWNER
(2.03) (1.72)
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-0.025 -0.473
Constant

(-1.24) (-1.31)
Year dummies Yes Yes
R-squared 0.097 0.006
Observations 1536 1536

Note: the table presents a static panel GLS regression model with a fixed effect. The explained variable is contempo-
raneous firm-level financial and operating performance, measured by ROA and ROS. T-statistics are presented beneath
respective regression coefficients. Statistical significance at 1%, 5% and 10% levels are denoted with *** ** and
* respectively. All models include time fixed effects. All models include firm-level control variables. Joint statistical
significance of models is measured with Wald statistic.

Source: author’s own elaboration.

Table 9 refers to whether foreign ownership enhanced firm performance. As shown
in models, there was a positive impact of foreign shareholders on return on assets
(ROA) and return on sales (ROS). The obtained results supported the positive impact
of FOROWNER of ROA by 5% and of ROS by 10% statistical significance level, respec-
tively. The presented models confirmed hypothesis H3, which stated that foreign
ownership enhances firm financial and operating performance.

Robustness Check

To check the robustness of the GLS estimator with random effect model results, the
dynamic two-step generalized method of moments was employed (GMM) (Arellano
and Bond, 1991; Blundell and Bond, 1998). The GMM estimator can eliminate poten-
tial endogeneity issues, identifiable between unobservable heterogeneity and variables
(Wintoki et al., 2012).

Table 10. Dynamic panel analysis of empirical relationship between international expert
share and firm contemporaneous ROA

Subsample Entire Sample L Not Present
on Foreign Markets on Foreign Markets
ROA ROA ROA
Explained variable

(1) (2) (3)

0.161* 0.265*** 0.124

L.ROA
(1.78) (2.59) (1.14)
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0.002 0.010 -0.005
AGE
(0.41) (1.62) (-0.73)
-0.034 -0.068** -0.018
FIXA
(-1.59) (-2.40) (-0.70)
0.20 0.001 0.039
REC
(0.85) (0.02) (1.29)
0.137*** 0.112%** 0.155%**
EQ
(6.81) (4.85) (6.44)
0.012*** 0.012* 0.012**
TAT
(2.80) (1.77) (2.09)
0.016***
FMO
(3.10)
-0.014 0.045***
EXPERTS
(-1.42) (2.82)
0.000 0.000 0.000
Constant
() () ()
Industry Dummies Yes Yes Yes
Year Dummies Yes Yes Yes
arl -5.830** -2.590*** -4.940**
ar? 1.340 0.120 1.28
Observations 1280 464 816

Note: The table summarizes the estimates of dynamic two-step GMM panel regression analysis. T-statistics are
presented beneath respective regression coefficients. Statistical significance at 1%, 5% and 10% levels are denoted
with *** ** and * respectively. All models include time and industry-fixed effects which are not reported for reasons
of brevity. All models include firm-level control variables. Arellano-Bond (1991) statistics AR(1) and AR(2) are reported
for each analyzed model. The explained variable is ROA.

Source: author’s own elaboration.

In Tables 10, 11, and 12 the dynamic panel analysis of the empirical relation-
ship between the share of international experts on firms with foreign operations
— along with the share of foreign ownership and ROA — were tested by adding a lagged
dependent variable into the study’s regression model so as to keep the influence of the
previous period (year) financial performance indicators (ROA, ROS) on the current
period (year).
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Dynamic panel analysis of empirical relationship between international expert
share and firm contemporaneous ROS

Subsample Entire Sample Present on Foreign  Not Present on Foreign

Markets Markets
ROS ROS ROS
Explained variable
(1) (2) (3)
0.100 0.641*** -0.076
L.ROA
(0.47) (5.07) (-0.35)
0.100 0.010 0.082
AGE
(1.60) (0.41) (1.00)
-0.043 0.233 -0.017
FIXA
(-0.10) (1.20) (-0.29)
0.226 0.005 0.383
REC
(0.65) (0.05) (0.81)
- 0.395 0.269** 0.386
(1.64) (2.50) (1.03)
0.094** 0.047 0.088
TAT
(1.96) (1.44) (1.38)
0.054
FMO
(0.88)
-0.051 0.523**
EXPERTS
(-0.97) (2.08)
0.000 -0.300* 0.234
Constant
() (-1.67) (-0.69)
Industry Dummies Yes Yes Yes
Year Dummies Yes Yes Yes
arl -2.240** -0.510 -2.160**
ar?2 1.02 -0.900 0.940
Observations 1280 464 816

Note: The table summarizes the estimates of dynamic two-step GMM panel regression analysis. T-statistics are
presented beneath respective regression coefficients. Statistical significance at 1%, 5% and 10% levels are denoted
with *** ** and * respectively. All models include time and industry-fixed effects which are not reported for reasons
of brevity. All models include firm-level control variables. Arellano-Bond (1991) statistics AR(1) and AR(2) are reported
for each analyzed model. The explained variable is ROS.

Source: author’s own elaboration.
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Table 12. Dynamic panel analysis of empirical relationship foreign ownership share

and firm contemporaneous ROA & ROS

ROA
Explained variables
(1)
0.163*
L.ROA
(1.80)
L.ROS
0.002
AGE
(0.44)
-0.032
FIXA
(-1.55)
0.021
REC
(0.90)
0.140***
EQ
(7.04)
0.011***
TAT
(2.78)
0.001
FOROWNER
(0.10)
0.000
Constant
()
Year Dummies Yes
arl -5.850%**
ar2 1.370
Observations 1280

ROS
(2)

0.099
(0.46)
0.102
(1.83)
-0.076
(-0.18)
0.198
(0.66)
0.370
(1.60)
0.098*
(1.90)
-0.214
(-1.25)
0.000
()

Yes

-2.220**

1.010
1280

Note: The table summarizes the estimates of dynamic two-step GMM panel regression analysis. T-statistics are
presented beneath respective regression coefficients. Statistical significance at 1%, 5% and 10% levels are denoted
with *** ** and * respectively. All models include time and industry-fixed effects which are not reported for reasons
of brevity. All models include firm-level control variables. Arellano-Bond (1991) statistics AR(1) and AR(2) are reported

for each analyzed model. The explained variables are ROA and ROS.
Source: author’s own elaboration.
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The comparison of the static GLS regression model with a fixed or random
effect & dynamic GMM panel regression model results

GLS regression
Sign model with Sign re (:le'ilion
2 - H (+/-) afixed/random (+/-) & del
] S92 =] ffect mode
@ ) s o €
w £ 2 e 35 @5
= 2 S a8 8 Statistical significance at 1%, 5%
G = a s S and 10% levels or “non-significance”
1 FMO + 1% + 1%
2
(Firms Rresent EXPERTS _ /V.onj _ _ IV_on—' '
on Foreign significance significance
47 Markets) ROA
3
(Firms
Not Present EXPERTS + 1% + 1%
on Foreign
Markets)
1
1 FMO o jees o | e
significance significance
2
(Firms Eresent EXPERTS 3 N.onj _ 3 IV_on—' '
on Foreign significance significance
58 Markets) ROS
3
(Firms
Not Present EXPERTS + 5% + 5%
on Foreign
Markets)
1 ROA FoROWNER T °% o e
significance
69 3
2 ROS FOROWNER +  10% B
significance

Source: author’s own elaboration.

The summary of the robustness check presented in Table 13 showed that the findings
were similar to those previously performed by implementing a GLS estimator with
a random effect, which supported the developed hypotheses. The difference was
identified only in the empirical relationship between foreign ownership and firm
contemporaneous ROA and ROS in GLS estimator with a fixed effect.
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Discussion and Conclusions

In the world of increasing globalization, one of the most important changes is the
increasing strength of competition among countries. The tough calls that firms face
may be the reduction of profit margins and truly fast innovation changes that force
companies to continually cut costs and implement adjustments to strategic decisions
so that they could survive on the market. The fairly intensive international competi-
tion raises the question about the quality of corporate governance that should be
adjusted to today’s challenges. Undoubtedly, countries like Poland must compete for
foreign investors from other established markets while developing foreign operations,
which is the survival kit of the globalized world.

Moreover, the internationalization trend affects the SBs of companies listed on the
WSE. The interest in having international representatives in SBs of listed entities
significantly increases, motivated by the idea that foreign experts lead to company
internationalization. Consequently, determinants of company success on foreign
markets are interesting objects of study as they were not elaborately studied on the
two-tier corporate governance model.

This study identified the incorporation of foreign experts and home-country-based
experts with international experience to SBs as one of the key elements of corporate
governance adaptation to the internationalization of firm operations. For the study,
a comprehensive panel dataset with a sample that consisted of 356 companies listed
on the WSE in 2010-2015 was built. The raw database was reduced to 257 firms with
1542 reviewed annual reports compiled from official investor relations sections of
corporate websites. For the investigation, three explanatory variables were employed
as proxies for firm internationalization, namely (1) the share of international experts
in supervisory boards of directors (EXPERTS); (2) the percentage of ordinary shares
held by foreign investors (FOROWNER); and (3) a dummy variable FMO that indicated
the company operating on foreign markets. The two firm performance indicators (ROA
and ROS) were used as dependent variables.

The first independent variable used in the empirical analysis was built to evaluate the
effect of foreign experience of SB members EXPERTS in companies that operate abroad
on the effectiveness of advisory role performance. The second explanatory variable
was the dummy variable FMO that indicated the company operating on foreign markets
was developed to check whether the international experts are more effective advisors
for the companies that operate in foreign markets.
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The research models revealed that with the increase in the share of international
experts in SBs, the financial performance of companies absent from foreign markets
improves, as they obtain higher effects in return on sales. This suggests that interna-
tional experts may bring a new perspective on strategic decisions related to sales
channels, but only for companies with domiciled operations. The results did not
support the expectations expressed in hypothesis H1. We may explain this following
Sanders and Carpenter (1998), who suggest that the operation internationalization can
create information asymmetry issues between SBs and managers, which then results
in higher monitoring costs. The authors argue that international operations increase
managerial complexity and environmental uncertainty, which in turn are associated
with information processing demands. Developing on that idea, it concludes that the
division of the effects caused by the performance of different roles is hardly possible,
while analyses fail to investigate the advisory role separately. Consequently, the cur-
rent study effects could have been affected by the negative impact of high monitoring
costs, which could overperform the positive impact of advisory role performance.

Therefore, international experts can indeed be a source of valuable knowledge about
employees with international experience, foreign suppliers, and customers, along with
foreign networks, which can jointly help in gaining important network ties (Ramaswamy,
2001; Barroso et al., 2011; Afzali et al., 2020). However, the current research results
failed to support this hypothesis (H1).

The third independent variable was the percentage of ordinary shares held by foreign
investors (FOROWNER), which was to test another hypothesis stating that there is
a positive associative relationship between foreign ownership concentration and the
share of international experts (H2). The findings confirmed a positive moderate associa-
tion between the two variables. Moreover, the results revealed that the higher the
share of foreign ownership, the better the financial and operating performance of the
company.

Therefore, the research contributes to the development of Polish corporate governance
and, consequently, the increase in management and supervision efficiency. The results
can be used to develop corporate governance guidelines and arguments for the inclusion
of international experts as an aspect that diversifies SBs; these elements can also be
added to the best practices of WSE-listed companies (WSE, 2016).

Nevertheless, this article has certain limitations. First, the study was based on a period
after a crisis and preceding a time when the Polish market started to be classified as
a developed market. The analysis of a longer period could open a broader view of the
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impact of international experts on company internationalization. Second, the presented
research was limited to the Polish context, thus omitting other institutional environ-
ments. Third, the investigation of the general effect of international experts’ presence
was considered without personal and group characteristics, such as gender diversity,
independence, financial experience, education, and domestic/foreign interlocks, which
could bring more insight to the understanding of obtained effects’ drivers. Further
studies can develop the abovementioned aspects.
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