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ABSTRACT
This study discusses the impact of executives with foreign experi-
ence on decisions involving corporate capital structures. Based on
a sample of Chinese A-share listed companies, this study finds
that firms with (more) executives with foreign experience adjust
to the optimal capital structure faster. The effect exists mainly for
over-levered firms that need to deleverage. The empirical results
remain robust when using alternative methods to estimate target
leverage, excluding the effects of mechanical adjustments, con-
trolling the impact of corporate governance, and using the full
sample to test asymmetric effects. In addition, firms managed by
executives with foreign experience tend to maintain low leverage
for a long time. Overall, the results show that executives with for-
eign experience help companies adopt more efficient and conser-
vative capital structure adjustment decisions. The results enrich
the literature on the impact of foreign experience on corporate
decision-making.
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1. Introduction

Enterprise globalisation has gained widespread public attention in recent decades.
Compared to transnational operations, transnational mergers and acquisitions
(M&A), and other corporate transnational behaviour (Bhagwat et al., 2021; Hormiga
& Bol�ıvar-Cruz, 2014; Hsu & Chen, 2021), the phenomenon and impact of the inter-
nationalisation of the senior management team (i.e. executives with foreign experi-
ence) is increasingly studied in the field of corporate governance (Cao et al., 2019;
Yuan & Wen, 2018).

Prior research shows that early foreign experience results in significantly different
business philosophies among executives (Hambrick & Mason, 1984; Green et al., 2019),
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making them more responsible and trustworthy (Guiso et al., 2015; Zhang et al., 2018).
Consistent with this theoretical conjecture, relevant empirical literature shows that com-
panies with foreign executives achieve better performance (Giannetti et al., 2015), a
higher level of innovation (Yuan & Wen, 2018), and a lower risk of stock price crashes
(Cao et al., 2019).

However, few studies investigate the impact of executives with foreign experience
on corporate financing behaviour (i.e. capital structure). Capital structure (the ratio
of liabilities to assets) is a core issue in corporate finance and has attracted a num-
ber of theoretical and empirical studies. Morellec et al. (2012) expanded on one of
the newly developed theories (dynamic trade-off theory) by considering the agency
cost of shareholder-agent conflict. This inspired subsequent investigation on the
impact of corporate governance on corporate capital structure decisions (Gyimah
et al., 2021).

This study expands on Morellec et al. (2012)’s research from the perspective of
executives with foreign experience. Existing studies reveal that executives with foreign
experience reduce the agency cost of shareholder-agent conflicts (Cao et al., 2019;
Giannetti et al., 2015). This study further investigates the impact of foreign executives’
experience on corporate capital structure decisions. Based on a sample of Chinese A-
share listed companies, we find that firms with (more) executives with foreign experi-
ence adjust to the optimal capital structure faster. The effect exists mainly for over-
leveraged firms that need to deleverage. Several robustness tests proved the reliability
of the research findings. Firms managed by executives with foreign experience tend
to maintain low leverage for a long time.

This study contributes to the literature in two ways. First, the results extend the lit-
erature on the economic consequences for executives with foreign experience.
Existing studies explore the impact of executives with foreign experience on enter-
prise behaviour, such as corporate social responsibility, business performance, innov-
ation, and stock price crash risks (Cao et al., 2019; Giannetti et al., 2015; Yuan &
Wen, 2018; Zhang et al., 2018). This study investigates the impact of executives with
foreign experience on corporate capital structure and extends the discussion of the
economic consequences of such executives.

Second, this study enriches the literature on the dynamic adjustment of capital
structure with the influence of agency costs, as proposed by Morellec et al.
(2012). The early empirical results of studies on the dynamic adjustment of cap-
ital structure reveal inexplicable aspects when considering only adjustment costs
(Byoun, 2008; Flannery & Rangan, 2006; Graham, 2000). Through the relation-
ship between executives with foreign experience and agency costs, this study pro-
vides empirical evidence supporting the theoretical framework proposed by
Morellec et al. (2012) and adds to the empirical work on the effects of corporate
governance on the dynamic adjustment of capital structure (Chang et al., 2014;
Gyimah et al., 2021).

The remainder of this paper is organised as follows. Section 2 reviews the literature
and develops the research hypotheses. Section 3 presents our empirical design, section
4 provides the empirical results, and section 5 concludes the paper.
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2. Literature review and hypothesis development

Capital structure dynamic adjustment theory argues that the speed of dynamic adjust-
ment toward the target capital structure depends on the relative benefits and costs of
adjustment (Fischer et al., 1989; Leary & Roberts, 2005). However, relevant studies
primarily focus on the impacts of adjustment costs, which leads to insufficient
explanatory power in some aspects, including generally low or even zero debt
(Graham, 2000), the lower-than-expected speed of capital structure adjustment
(Flannery & Rangan, 2006), and asymmetric speeds of capital structure adjustment
(Byoun, 2008). To solve this, Morellec et al. (2012) propose that considering the
agency costs of shareholder-agent conflict can improve the explanatory power of
dynamic adjustment to capital structure.

Jensen and Meckling (1976) originally proposed the agency problem of share-
holder-agent conflict; they focused on the separation of management and control
rights, as commonly seen in modern enterprises. Due to the asymmetry of informa-
tion, when there is conflict in the interests of managers and shareholders, managers
can leverage their information superiority by not maximizing or even harming the
interests of shareholders (Hout & Carter, 1995; Kumar & Zattoni, 2016; Wommack,
1979). Therefore, reducing the agency cost of shareholder-agent conflict is an import-
ant topic in modern corporate governance. In addition to external supervision or
internal governance by analysts, auditors, and institutional investors, managers’ char-
acteristics and experience are of recent research interest (Hu et al., 2020; Lin et al.,
2019; Zhang et al., 2015). Foreign experience is an important executive characteristic.

Existing studies show that early education, work, and foreign experience broaden
managers’ international horizons, which, in turn, has a significant impact on their
behaviours (Green et al., 2019). Senior management with an international vision can
be more proficient in mastering and utilizing international trading tools to help the
company reach their ideal financing structure and risk allocation more quickly
(Madura & Wallace, 1985); this drives their performance (Giannetti et al., 2015) and
innovation level (Yuan & Wen, 2018). More importantly, executives with foreign
experience, a broader international vision, and cross-cultural knowledge structure
tend to assume greater social responsibility (Zhang et al., 2018) and become more
responsible and trustworthy managers (Guiso et al., 2015), which improves corpor-
ate governance.

Considering the various existing frictions, companies must pursue an optimal cap-
ital structure to maximise their value (Modigliani & Miller, 1958). However, because
of the agency cost of shareholder-agent conflicts, the decisions managers may deviate
from maximizing the interests of shareholders, which is also a significant reason for
the low speed of capital structure adjustment (Morellec et al., 2012). Executives with
foreign experience shoulder greater social responsibility. Moreover, gaining experience
in countries with more mature markets provides executives with a deeper understand-
ing and respect for the rules (Masulis et al., 2012). Therefore, they are more respon-
sible and trustworthy (Guiso et al., 2015; Zhang et al., 2018), especially in emerging
market countries such as China, where executives’ foreign experiences generally come
from mature economies such as Europe and the United States (Yuan & Wen, 2018).
Therefore, hiring such executives will improve corporate governance and lower
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agency costs in shareholder-agent conflicts (Cao et al., 2019). This further implies
such companies will actively apply more effort to adjust to their optimal capital struc-
ture. Therefore, we propose our first hypothesis.

Hypothesis 1: Companies with more executives with foreign experience adjust to their
target capital structure faster than those with fewer executives with foreign experience.

According to the dynamic capital structure theory, over-leveraged enterprises
should reduce leverage, while under-leveraged enterprises should increase leverage.
However, empirical evidence shows a significant difference between the speed of
deleveraging and that of increasing leverage. In particular, the downward adjust-
ment by over-leveraged companies toward the target capital structure is faster than
the upward adjustment by under-leveraged companies (Byoun, 2008; Faulkender
et al., 2012), which indicates a more conservative capital structure adjust-
ment behaviour.

Executives with foreign experience usually work or study in developed countries
(Yuan & Wen, 2018), which brings them professional knowledge and advanced man-
agement skills, and provides them with a deeper understanding of and respect for the
rules (Masulis et al., 2012; Giannetti et al., 2015). Therefore, whether learning from
mature market experience or avoiding bankruptcy risk, executives with foreign
experience will accelerate the enterprise’s adjustment to the target capital structure
and promote conservative capital structure decision-making. In other words, execu-
tives with foreign experience accelerate the process of reducing leverage for over-
leveraged enterprises; however, their impact on under-leverage enterprises to increase
leverage is relatively limited. Therefore, we propose the following hypothesis:

Hypothesis 2: The effects of executives with foreign experience on accelerating
corporate capital structure adjustment appear mainly in over-leveraged companies and
are limited for under-leveraged companies.

Highly indebted enterprises reduce their leverage faster because high debt increases
bankruptcy risk, which increases as the debt ratio increases (Merton, 1974).
Therefore, maintaining a relatively low leverage level can reduce the risk of bank-
ruptcy; this is a favoured strategy among enterprises in mature markets in recent
years. For example, Graham (2000) finds that large-scale, liquid, and profitable enter-
prises are conservative in using debt. Bates et al. (2009) demonstrate that after
deducting cash holdings, the net liabilities of US listed companies showed a down-
ward trend from 1980 to 2006.

3. Research design

3.1. Models and variables

3.1.1. Dynamics of capital structure
Based on a literature review (Byoun, 2008; Huang & Ritter, 2009; Lemmon et al.,
2008), part of the standard capital structure adjustment model is set as follows:

Levit�Levi, t�1 ¼ k TLevit � Levi, t�1ð Þ þ eit (1)
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where Levit and Levi,t-1 refer to the capital structure of company i in years t and t-1,
respectively, and TLevit refers to the target capital structure of company i in year t. k
denotes the gap between the actual and target capital structure of the company, clos-
ing at a rate of k, also known as the speed of adjustment toward the target cap-
ital structure.

3.1.2. Target capital structure
Regarding the dynamic capital structure model, the key to this study is to evaluate
the company’s target capital structure. This study used the following model to meas-
ure a company’s target capital structure:

TLevit ¼ bXi, t�1 þ eit (2)

where Xit-1 denotes a series of variables related to the capital structure. Following
Flannery and Rangan (2006) and Faulkender et al. (2012), these variables include (1)
size, defined as the natural logarithm of total assets; (2) ROA, defined as net profit to
total assets to measure a company’s profitability; (3) growth, defined as sales minus
lagged sales divided by lagged sales; (4) Tang, defined as the ratio of property, plant,
and equipment to total assets to measure the mortgage capacity of enterprise assets;
(5) DEP, measured as the depredation of fixed assets divided by total assets to meas-
ure the non-debt tax shield of an enterprise; and (6) Indulev, defined as the industry
median capital structure to measure the capital structure performance of the com-
pany’s industry.

3.1.3. The impact of Executives with foreign experience on the dynamics of cap-
ital structure
Byoun (2008) and Faulkender et al. (2012) studied the impact of financial default/sur-
plus and cash flows on the dynamic adjustment of capital structure. The following
empirical regression model was constructed based on these studies to test the hypoth-
eses:

DLevit ¼ b0 þ b1Devit � Forit þ b2Devit þ b3Forit þ eit (3)

where Forit denotes executives with foreign experience. Three indicators were con-
structed for executives with foreign study or work experience following Yuan and
Wen (2018) and Cao et al. (2019). (1) ForDummy: equal to one if there is at least
one executive with foreign experience in the company in that year, and zero other-
wise. (2) ForRatio denotes the ratio of executives with foreign experience to all execu-
tives in that year. (3) ForNumber denotes the natural logarithm of the number of
executives with foreign experience in the company in that year plus one. Based on
the theoretical analysis and expectations of Hypothesis 1, the coefficient b1 of Model
(3) is significantly positive. To address Hypothesis 2, the full sample was divided into
two sub-samples: over-leveraged companies (actual leverage above the target) and
under-leveraged companies (actual leverage below the target). For overleveraged com-
panies, the coefficient b1 of Model (3) is significantly positive, and for underleveraged
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companies, b1 is insignificant. Table 1 summarises the main variables used in
this study.

3.2. Sample and data sources

The initial sample in this study includes all A-share firms listed on the Shanghai and
Shenzhen Stock Exchanges from 2008 to 2015. The sample period begins in 2008, as
this is the first year during which data on CEO characteristics were available from
the China Stock Market & Accounting Research (CSMAR) database. The sample
ended in 2015, and the five priority tasks of cutting overcapacity, reducing excess
inventory, deleveraging, lowering costs, and strengthening areas of weakness have
been promoted in China since 2016. These tasks generally endure great pressure from
deleveraging, which consequently affects the enterprise decision-making on capital
structure. Moreover, the outbreak of the Sino-US trade war in 2018 and the COVID-
19 pandemic in 2020 significantly influenced enterprise decision-making. The follow-
ing companies are excluded from the sample: (1) those in the financial industry, such
as banks, as their balance sheet structure is quite different from that of non-financial
enterprises; (2) companies with an asset-liability ratio < 1, as such enterprises are
insolvent and can almost be regarded as bankrupt; (3) companies that issue shares in
foreign markets, such as B and Hong Kong; and (4) companies with missing data on
the primary variables. All variables in this study were obtained from the CSMAR
database, and all continuous variables were winsorized at the 1% and 99% levels to
eliminate the interference of extreme data in the results.

3.3. Descriptive statistics

Table 2 presents descriptive statistics for the main variables. The average asset-liability
ratio of the sample companies was 46.5%. This result is higher than that reported for
mature market enterprises in prior studies such as Byoun (2008) and Faulkender
et al. (2012), indicating that emerging market enterprises have higher leverage.
Companies with foreign experience executives accounted for 51.5% of the sample.

Table 1. Variable definitions.
Variables Definition

Lev Firm asset-liability ratios: Total debt to total assets
TLev Target capital structure of company (See equation (3))
ForDummy If there is at least one executive with foreign experience in the company in that year,

the value of 1 will be taken, otherwise, 0 will be taken
ForRatio The ratio of the number of executives with foreign experience in the total number of

executives in that year
ForNumber The number of executives with foreign experience in the company that year, in order

to make the data change more stable, the value is added by 1 and then the natural
logarithm is taken

Size Firm size: Natural log of total assets
ROA Return on assets: Net profit to total assets
Growth Sales growth defined as sales minus lagged sales divided by lagged sales
Tang Capital intensity defined as the ratio of property, plant, and equipment to total assets
DEP Depreciation of fixed assets divided by total assets
IndLev Industry median of capital structure

Source: the results of the author’s empirical test.
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This result is close to the 44.8% reported by Cao et al. (2019). Simultaneously, the
average ratio of executives with foreign experience is 5.23% in the sample, with an
average of 2.67 (¼ e0.515 þ 1). Additionally, Chinese listed enterprises have acceptable
profitability and growth performance, with an approximate annual average ROA of
4.5% and an approximate annual Growth rate of 10.8%.

Figure 1 further shows the time trend of the employment of executives with for-
eign experience in Chinese companies during the sample period. The proportion of
Chinese companies hiring such executives increased from 40% in 2008 to 63% in
2015, and the proportion of the executives increased from 3% in 2008 to 7% in 2015,
indicating that hiring executives with foreign experience has become a significant fea-
ture of Chinese companies.

Table 3 provides the statistics by industry. The wood, furniture, and electronics
sectors in the manufacturing industry; and the information technology, real estate,
media, and cultural sectors in the non-manufacturing industry prefer hiring execu-
tives with foreign experience, with a ratio of over 60% for executives with foreign
experience and a higher average ratio for those in executive teams.

Figure 1. The trend of executives with foreign experience from 2008 to 2015.
Source: the results of the author’s empirical test.

Table 2. Descriptive statistics.
Variables Mean Median 1st Quantile 3rd Quantile S.D.

Lev 0.465 0.470 0.302 0.629 0.210
ForDummy 0.515 1 0 1 0.500
ForRatio 0.0524 0.0357 0 0.0769 0.0727
ForNumber 0.515 0.693 0 0.693 0.570
Size 21.95 21.79 21.06 22.67 1.250
ROA 0.0450 0.0364 0.0119 0.0731 0.0667
Growth 0.108 0.0972 �0.0444 0.239 0.333
Tang 0.244 0.211 0.106 0.350 0.175
DEP 0.0223 0.0187 0.0101 0.0309 0.0165
IndLev 0.445 0.423 0.391 0.499 0.0990

Source: the results of the author’s empirical test.
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4. Empirical results

4.1. Dynamics of capital structure

First, the speed of the capital structure adjustment is tested, and the regression results
of Model (1) are shown in Panel A of Table 4. The first column shows the regression
results for the full sample, and the second and third columns show the regression
results for the sub-samples that need to adjust leverage downwards (actual leverage
above the target) and upwards (actual leverage below the target), respectively. The
average capital structure adjustment speed of the full sample, those that need to
adjust leverage downwards, and those that need to adjust leverage downwards are
14.1%, 18.1%, and 10.4%, respectively.

In general, the capital structure adjustment speed of the sample is slightly lower than
that of Byoun (2008) and Faulkender et al. (2012) and other empirical results based on
mature market enterprises. To some extent, this reflects the high degree of financial fric-
tion in emerging markets, resulting in a slow adjust to their target capital structures.

Moreover, the capital structure adjustment speed of over-leveraged companies is
faster than that of under-leveraged companies. To further clarify this asymmetric rela-
tionship, Panel B of Table 4 shows the regression results of Model (2) using the full
sample. The results show that the capital structure adjustment speed of over-leveraged
companies remained greater than that of under-leveraged companies. The test results
for F show that the differences between these two are consistent with the findings of
Byoun (2008) and Faulkender et al. (2012).

4.2. Executives with foreign experience and the dynamics of capital structure

We investigate the impact of executives with foreign experience on the dynamic
adjustment of capital structure using Model (3). Table 5 shows the regression results,

Table 3. Industry distribution of executives with foreign experience.
Industry Industry Classification ForRatio ForNumber

Agriculture A 0.372 0.034
Mining B 0.538 0.069
Food and beverage C0 0.469 0.044
Textile, clothing, and fur C1 0.390 0.038
Wood and furniture C2 0.635 0.089
Papermaking and printing C3 0.525 0.058
Petroleum, chemistry, plastics, and plastics C4 0.490 0.048
Electronics C5 0.593 0.069
Metal and nonmetal C6 0.518 0.052
Machinery, equipment, and instruments C7 0.522 0.050
Pharmaceutical and biological products C8 0.557 0.058
Other manufacturing industries C9 0.567 0.067
Production and supply of electricity, gas, and water construction D 0.355 0.024
Transportation and storage E 0.593 0.056
Information technology industry F 0.539 0.057
Information technology industry G 0.639 0.071
Wholesale and retail trade H 0.476 0.043
Real estate J 0.602 0.062
Social service industry K 0.580 0.068
Media and cultural industry L 0.606 0.069
Comprehensive M 0.342 0.030

Source: the results of the author’s empirical test.
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where Panels A-C present ForDummy, ForRatio, and ForNumber, respectively.
Regardless of the indicator, the regression coefficient Dev� For of the full sample
remains significantly positive at the 1% level, supporting Hypothesis 1. From an eco-
nomic perspective, the speed of capital structure adjustments for companies with for-
eign executives is 31.3% higher than for other companies (0.0442/0.141). The
regression coefficient Dev� For is significantly positive only for over-leveraged com-
panies and insignificant for under-leveraged companies, thereby supporting
Hypothesis 2.

5. Robustness checks

5.1. Re-estimate the target capital structure

According to Byoun (2008), Model (1) assumes that the adjustment process is perfect
when forecasting the target capital structure. In other words, the observed capital
structure is always equal to the target capital structure, on average. However, consid-
ering the existence of adjustment costs, it seems more realistic to assume that a com-
pany adjusts its target capital structure. The following model was used to evaluate the
robustness of a company’s target capital structure:

Levit ¼ bkð ÞXi, t�1 þ 1� bð ÞLevi, t�1 þ eit (4)

The coefficient vector b obtained using the estimation in Model (4), was substi-
tuted into Model (1) to determine the estimated target capital structure. Considering
the dynamic panel estimation problem of Model (4), a system generalised method of
moments (GMM) was used to develop the estimate, as in Halling et al. (2016).
Table 6 shows the regression results for Model (3) after re-estimating the target cap-
ital structure based on GMM. Regardless of the indicator used for executives with

Table 4. Dynamics of capital structure.
Panel A.

Dependent Variable: �Lev
(1) (2) (3)

Full sample Above target leverage Below target leverage

Dev 0.141*** 0.181*** 0.104***

(0.0054) (0.0151) (0.0107)
Intercept 0.0069��� 0.0119��� 0.0117���

(0.0007) (0.0019) (0.0017)
Adj. R2 0.067 0.038 0.016
Obs. 14,188 6,859 7,329
Panel B.
Dependent Variable: �Lev Coefficient S.E.
Dev3Dabove 0.181*** (0.0151)
Dev3Dbelow 0.104*** (0.0107)
Dabove 0.0002 (0.0025)
Intercept 0.0117��� (0.0017)
Adj. R2 0.069
Obs. 14,188
F statistics of b1 - b2 16.99***

Noted: Robust standard errors clustered by the firm are reported in parentheses underneath coefficient. ���, ��,
and � indicate 1%, 5%, and 10% significance, respectively.
Source: the results of the author’s empirical test.
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foreign experience, the regression coefficient Dev� For of the full sample and sub-
sample of over-leveraged companies remains significantly positive.

5.2. Eliminate the influence of mechanical adjustments

Business activities also affect a company’s capital structure. Net profits are entered
directly as equity on the balance sheet. Therefore, profits will reduce the company’s
leverage ratio, and losses will increase the company’s leverage ratio. The resulting
leverage adjustment is called a mechanical adjustment (Faulkender et al., 2012).
Therefore, the capital structures of the last period of Models (1) and (3) were substi-
tuted by the total liabilities of the last period/(total assets of the last periodþ net

Table 5. The impacts of executives with foreign experience on the dynamic adjustment of cap-
ital structure.
Panel A. ForDummy

Dependent Variable: �Lev
(1) (2) (3)

Full sample Above target leverage Below target leverage

Dev3 ForDummy 0.0442*** 0.0811*** 0.0329
(0.0110) (0.0314) (0.0210)

ForDummy 0.0016 0.00609 0.0026
(0.0015) (0.0038) (0.0033)

Dev 0.119��� 0.144��� 0.0867���
(0.0071) (0.0186) (0.0147)

Intercept 0.0059��� 0.0090��� 0.0103���
(0.0010) (0.0026) (0.0024)

Adj-R�2 0.069 0.040 0.018
N 14,188 6,859 7,329

Panel B. ForRatio

Dependent Variable: �Lev (1) (2) (3)
Full sample Above target leverage Below target leverage

Dev3 ForRatio 0.235*** 0.828*** 0.138
(0.0806) (0.264) (0.144)

ForRatio 0.0069 0.0800��� 0.0142
(0.0107) (0.0284) (0.0212)

Dev 0.129��� 0.147��� 0.0962���
(0.0065) (0.0169) (0.0132)

Intercept 0.0063��� 0.0085��� 0.0109���
(0.0009) (0.0022) (0.0020)

Adj-R�2 0.068 0.041 0.017
N 14,188 6,859 7,329

Panel C. ForNumber

Dependent Variable: �Lev (1) (2) (3)
Full sample Above target leverage Below target leverage

Dev3 ForNumber 0.0424*** 0.111*** 0.0256
(0.0103) (0.0322) (0.0187)

ForNumber 0.0009 0.0095��� 0.0023
(0.0013) (0.0036) (0.0028)

Dev 0.120��� 0.134��� 0.0905���
(0.0069) (0.0180) (0.0141)

Intercept 0.0062��� 0.0077��� 0.0104���
(0.0010) (0.0024) (0.0023)

Adj-R�2 0.069 0.042 0.018
N 14,188 6,859 7,329

Noted: Robust standard errors clustered by the firm are reported in parentheses underneath coefficient. ���, ��,
and � indicate 1%, 5%, and 10% significance, respectively.
Source: the results of the author’s empirical test.
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profit of the period) to retest Model (3). As Table 7 shows, the regression coefficient
Dev� For of the full sample and subsample of over-leveraged companies is still sig-
nificantly positive, implying that the empirical results are robust.

5.3. Controlling the impact of corporate governance

Corporate governance has direct and indirect impacts on the dynamic adjustment of
capital structure (Chang et al., 2014; Gyimah et al., 2021; Morellec et al., 2012), and
executives with foreign experience also improve the level of corporate governance
(Giannetti et al., 2015). Hence, failing to control for the impact of corporate govern-
ance may lead to omission of variables. The following model was used to control for
the impact of corporate governance.

DLevit ¼ b0 þ b1Devit � Forit þ b2Devit þ b3Forit

þ
X

b4kDevit � CGk
it þ

X
b5kCG

k
it þ eit (5)

Table 6. Robustness test: Re-estimating the target capital structure based on the GMM method.
Panel A. ForDummy

Dependent Variable: �Lev
(1) (2) (3)

Full sample Above target leverage Below target leverage

Dev3 ForDummy 0.0352*** 0.121*** 0.0157
(0.0102) (0.0346) (0.0162)

ForDummy �0.0011 0.0105�� 0.0015
(0.0017) (0.0042) (0.0032)

Dev 0.111��� 0.125��� 0.0929���
(0.0066) (0.0202) (0.0118)

Adj-R�2 0.071 0.045 0.022
N 14,188 5,522 8,666

Panel B. ForRatio

Dependent Variable: �Lev (1) (2) (3)
Full sample Above target leverage Below target leverage

Dev3 ForRatio 0.158** 0.790*** -0.0447
(0.0723) (0.294) (0.0974)

ForRatio �0.0061 0.0579� 0.0333�
(0.0127) (0.0313) (0.0200)

Dev 0.121��� 0.148��� 0.104���
(0.0060) (0.0187) (0.0103)

Adj-R�2 0.070 0.043 0.022
N 14,188 5,522 8,666

Panel C. ForNumber

Dependent Variable: �Lev (1) (2) (3)
Full sample Above target leverage Below target leverage

Dev3 ForNumber 0.0314*** 0.127*** 0.0048
(0.0093) (0.0356) (0.0137)

ForNumber �0.0014 0.0100�� 0.0031
(0.0016) (0.0040) (0.0027)

Dev 0.113��� 0.127��� 0.0988���
(0.0063) (0.0198) (0.0112)

Adj-R�2 0.071 0.046 0.022
N 14,188 5,522 8,666

Noted: Robust standard errors clustered by the firm are reported in parentheses underneath coefficient. ���, ��,
and � indicate 1%, 5%, and 10% significance, respectively.
Source: the results of the author’s empirical test.
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where CG denotes the corporate governance variables, including Com (Executives’
Compensation: the natural logarithm of the sum of the salaries of the top three exec-
utives), SOE (a dummy variable equal to one if the ultimate controlling shareholder
of a listed firm is the state, and zero otherwise), TOP1 (percentage of total outstand-
ing shares owned by the largest shareholder), and Dual (a dummy variable equal
to zero for a company with a separate CEO and board chair, and one otherwise).
Table 8 shows the regression results for Model (5). The regression coefficient
Dev� For of the full sample and the subsample of over-leveraged companies is still
significantly positive, indicating a robust result.

5.4. Effect of asymmetry

When adjusting leverage to the target capital upward or downward, the speed of
adjustment may differ between companies. Simultaneously, companies endure infor-
mation asymmetry and transaction cost issues when they choose between equity and

Table 7. Robustness test: Eliminate the influence of mechanical adjustments.
Panel A. ForDummy

Dependent Variable: �LevP
(1) (2) (3)

Full sample Above target leverage Below target leverage

DevP 3 ForDummy 0.0349** 0.0587*** 0.0533*

(0.0136) (0.0218) (0.0323)
ForDummy 0.0032� 0.0046 0.0006

(0.0017) (0.0033) (0.0052)
DevP 0.144��� 0.265��� 0.112���

(0.0085) (0.0147) (0.0203)
Adj-R�2 0.079 0.096 0.028
N 14,188 6,859 7,329

Panel B. ForRatio

Dependent Variable: �LevP (1) (2) (3)
Full sample Above target leverage Below target leverage

DevP 3 ForRatio 0.161** 0.682** 0.231
(0.0689) (0.334) (0.231)

ForRatio 0.0146 0.0629�� 0.0044
(0.0108) (0.0290) (0.0361)

DevP 0.154��� 0.264��� 0.128���
(0.0057) (0.0190) (0.0181)

Adj-R�2 0.078 0.097 0.027
N 14,188 6,859 7,329

Panel C. ForNumber

Dependent Variable: �LevP (1) (2) (3)
Full sample Above target leverage Below target leverage

DevP 3 ForNumber 0.0347*** 0.0899** 0.0452
(0.0131) (0.0382) (0.0313)

ForNumber 0.0022 0.0072�� 0.0004
(0.0016) (0.0035) (0.0050)

DevP 0.145��� 0.254��� 0.116���
(0.0082) (0.0204) (0.0198)

Adj-R�2 0.079 0.098 0.028
N 14,188 6,859 7,329

Noted: Robust standard errors clustered by the firm are reported in parentheses underneath coefficient. ���, ��,
and � indicate 1%, 5%, and 10% significance, respectively.
Source: the results of the author’s empirical test.

ECONOMIC RESEARCH-EKONOMSKA ISTRAŽIVANJA 1481



debt financing. Instead of testing with subsamples, Byoun (2008) proposed the follow-
ing dynamic adjustment model of capital structure while considering asymmetric
adjustment:

DLevit ¼ b0 þ b1Devit � Dabove
it þ b2Devit � Dbelow

it þ b3D
above
it þ eit (6)

where Dev it ¼ TLev it - Levi,t-1 denotes the gap between the company’s previous cap-
ital structure and its target capital structure. Dabove

it is a dummy variable indicating
over-leverage; it equals one if the capital structure of year t-1 is greater than the tar-
get capital structure of year t, and zero otherwise. Dbelow

it is a dummy variable indicat-
ing underleverage; it equals one if the capital structure of year t-1 is less than the

Table 8. Robustness test: Control the impacts of corporate governance.
Panel A. ForDummy

Dependent Variable: �Lev
(1) (2) (3)

Full sample Above target leverage Below target leverage

Dev3 ForDummy 0.0350*** 0.0701** 0.0192
(0.0111) (0.0317) (0.0214)

ForDummy 0.0012 0.0058 0.0030
(0.0015) (0.0039) (0.0034)

Dev �0.182� �0.0595 �0.489��
(0.108) (0.244) (0.246)

Dev� CG Yes Yes Yes
CG Yes Yes Yes
Adj-R�2 0.071 0.046 0.022
N 13,804 6,675 7,129

Panel B. ForRatio

Dependent Variable: �Lev (1) (2) (3)
Full sample Above target leverage Below target leverage

Dev3 ForRatio 0.135* 0.625*** 0.0421
(0.0745) (0.228) (0.150)

ForRatio 0.0085 0.0707�� 0.0169
(0.0104) (0.0274) (0.0219)

Dev �0.203� �0.0278 �0.510��
(0.109) (0.243) (0.252)

Dev� CG Yes Yes Yes
CG Yes Yes Yes
Adj-R�2 0.071 0.046 0.021
N 13,804 6,675 7,129

Panel C. ForNumber

Dependent Variable: �Lev (1) (2) (3)
Full sample Above target leverage Below target leverage

Dev3 ForNumber 0.0316*** 0.0935*** 0.0126
(0.0100) (0.0308) (0.0193)

ForNumber 0.0011 0.0091�� 0.0030
(0.0014) (0.0037) (0.0030)

Dev �0.162 0.0285 �0.493��
(0.109) (0.245) (0.250)

Dev� CG Yes Yes Yes
CG Yes Yes Yes
Adj-R�2 0.071 0.047 0.022
N 13,804 6,675 7,129

Noted: Robust standard errors clustered by the firm are reported in parentheses underneath coefficient. ���, ��,
and � indicate 1%, 5%, and 10% significance, respectively.
Source: the results of the author’s empirical test.
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target capital structure of year t, and zero otherwise. Furthermore, b1 (b2) denotes
the speed of the downward (upward) leverage adjustment of an overleveraged (under-
leveraged) company toward the target capital structure.

According to Hypothesis 2, the impact of executives with foreign experience on
the dynamic adjustment of capital structure differs for companies that need to adjust
leverage downward versus upward. Referring to Byoun (2008), we construct the fol-
lowing empirical model to test for asymmetric effects, rather than by subsamples:

DLevit ¼ b0 þ b1Devit � Forit � Dabove
it þ b2Devit � Forit � Dbelow

it

þ b3Forit � Dabove
it þ b4Forit � Dbelow

it þ b5Devit � Dabove
it

þ b6Devit � Dbelow
it þ b7D

above
it þ eit (7)

Table 9 presents the regression results for Model (7). Evidently, coefficient b1 of
the explanatory variable Devit � Forit � Dabove

it is significantly positive, coefficient b2
of the explanatory variable Devit � Forit � Dbelow

it is not significant, and the difference
between b1 and b2 is significant. Thus, the asymmetry test based on the full sample
supports hypothesis 2.

6. Additional tests

6.1. Long-term effect on capital structure

The empirical results above show that enterprises with more foreign executives adjust
to the target capital structure faster and that this effect mainly occurs in over-leveraged
firms. A possible economic consequence is that such enterprises maintain lower lever-
age in the long run. This expectation is tested using the following empirical model:

LowLevit ¼ b0 þ b1Forit þ
X

b2kCTL
k
it þ eit (8)

Table 9. Robustness test: Asymmetric effect.

Dependent Variable: �Lev
(1) (2) (3)

ForDummy ForRatio ForNumber

Dev3 For3Dabove 0.0811*** 0.828*** 0.111***

(0.0314) (0.264) (0.0322)
Dev3 For3Dbelow 0.0329 0.138 0.0256

(0.0210) (0.144) (0.0187)
For�Dabove 0.0061 0.0800��� 0.0095���

(0.0038) (0.0284) (0.0036)
For�Dbelow 0.0026 0.0142 0.0023

(0.0033) (0.0212) (0.0028)
Dev�Dabove 0.144��� 0.147��� 0.134���

(0.0186) (0.0169) (0.0180)
Dev�Dbelow 0.0867��� 0.0962��� 0.0905���

(0.0147) (0.0132) (0.0141)
Dabove �0.0013 �0.0024 �0.0027

(0.0035) (0.0030) (0.0033)
Adj-R�2 0.071 0.071 0.072
N 14,188 14,188 14,188
F statistics of b1 - b2 1.60 5.30** 5.24**

Noted: Robust standard errors clustered by the firm are reported in parentheses underneath coefficient. ���, ��,
and � indicate 1%, 5%, and 10% significance, respectively.
Source: the results of the author’s empirical test.
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where Lowlev indicates whether the enterprise has low leverage. The value equals one
if the enterprise’s capital structure in the current year is lower than 80% of the target
capital structure, and zero otherwise. The long-term effect is tested by considering
periods t, tþ 1, and tþ 2 as phases for Lowlev and testing them simultaneously.
Additionally, this study uses an indicator of continuous low leverage that is equal to
one if the enterprise’s capital structure from t to tþ 2 is below the target capital
structure of 80%, and zero otherwise (Marchica & Mura, 2010). These four groups of
indicators constituted the explanatory variables. The explanatory variable refers to
executives with foreign experience as previously defined. The control variables include
those used in the previous calculation of the target capital structure, including size
(natural log of total assets), ROA (net profit to total assets), Growth (sales growth,
defined as sales minus lagged sales divided by lagged sales), Tang (capital intensity,
defined as the ratio of property, plant, and equipment to total assets), DEP (depreci-
ation of fixed assets divided by total assets), and IndLev (industry median of capital
structure). Additionally, this test includes year and industry dummy variables.

Considering that the explained variable was a dummy variable, a logit model was
used for the regression. The test results are presented in Table 10. The regression

Table 10. Additional test: The impacts of executives with foreign experience on the firms’ long-
term capital structure.
Panel A. ForDummy

Dependent Variable: LowLev
(1) (2) (3) (4)
t tþ 1 tþ 2 t to tþ 2

For 0.259*** 0.193*** 0.154** 0.155**

(0.062) (0.062) (0.067) (0.077)
CTL Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes
Pseudo R�2 0.081 0.036 0.052 0.052
N 13,036 12,984 10,618 10,618

Panel B. ForRatio

Dependent Variable: LowLev (1) (2) (3) (4)
t tþ 1 tþ 2 t to tþ 2

For 2.471*** 1.747*** 1.456*** 1.711***

(0.455) (0.446) (0.493) (0.542)
CTL Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes
Pseudo R�2 0.083 0.037 0.053 0.053
N 13,036 12,984 10,618 10,618

Panel C. ForNumber

Dependent Variable: LowLev (1) (2) (3) (4)
t tþ 1 tþ 2 t to tþ 2

For 0.315*** 0.208*** 0.175*** 0.198***

(0.059) (0.058) (0.063) (0.072)
CTL Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes
Pseudo R�2 0.083 0.037 0.052 0.053
N 13,036 12,984 10,618 10,618

Noted: Robust standard errors clustered by the firm are reported in parentheses underneath coefficient. ���, ��,
and � indicate 1%, 5%, and 10% significance, respectively.
Source: the results of the author’s empirical test.
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coefficient of executives with foreign experience is significantly positive, regardless of
the type of low leverage and the definition of executives with foreign experience. This
result shows that executives with foreign experience maintain low leverage for a long
time, confirming expectations.

6.2. Extending the sample period to include the Sino–US trade war

Considering China’s policy of deleveraging after 2015, this study’s sample ended in
2015. Here, we attempt to extend the sample period to ensure that the effect persisted
in subsequent years. First, we extend the sample to 2019, as the outbreak of COVID-
19 in 2020 changed enterprises’ decisions and behaviour. Second, we eliminate the
sample of export enterprises since 2018, considering the complex impact of the
Sino–US trade war on executives with foreign experience and capital structure deci-
sions. Thus, we extend the sample period of 2008-2015 to 2008-2017, before the out-
break of Covid-19, but include the Sino–US trade war. This extended sample, with

Table 11. Additional test: Using the sample including Sino–US trade war (2008–2019).
Panel A. ForDummy

Dependent Variable: �Lev
(1) (2) (3)

Full sample Above target leverage Below target leverage

Dev3 ForDummy 0.029*** 0.032 0.018
(0.009) (0.024) (0.018)

ForDummy 0.003�� 0.002 0.005�
(0.001) (0.003) (0.003)

Dev 0.127��� 0.167��� 0.093���
(0.007) (0.017) (0.013)

Adj-R�2 0.067 0.038 0.016
N 21,731 10,296 11,435

Panel B. ForRatio

Dependent Variable: �Lev (1) (2) (3)
Full sample Above target leverage Below target leverage

Dev3 ForRatio 0.176*** 0.348** 0.137
(0.061) (0.176) (0.121)

ForRatio 0.013� 0.030 0.018
(0.008) (0.021) (0.017)

Dev 0.133��� 0.166��� 0.095���
(0.006) (0.015) (0.012)

Adj-R�2 0.067 0.039 0.016
N 21,731 10,296 11,435

Panel C. ForNumber

Dependent Variable: �Lev (1) (2) (3)
Full sample Above target leverage Below target leverage

Dev3 ForNumber 0.028*** 0.040* 0.015
(0.008) (0.022) (0.016)

ForNumber 0.002� 0.002 0.004�
(0.001) (0.003) (0.002)

Dev 0.128��� 0.164��� 0.095���
(0.006) (0.017) (0.013)

Adj-R�2 0.067 0.039 0.016
N 21,731 10,296 11,435

Noted: Robust standard errors clustered by the firm are reported in parentheses underneath coefficient. ���, ��,
and � indicate 1%, 5%, and 10% significance, respectively.
Source: the results of the author’s empirical test.
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more than a ten-year time period, can better reflect the impact of executives with for-
eign experience on corporate capital structure decisions, especially considering
recent events.

Table 11 reports the hypothesis test results based on the extended sample from
2008 to 2019. Executives with foreign experience still encourage enterprises to adjust
to the target capital structure faster. Such executives significantly accelerate the speed
at which leverage is reduced for over-leveraged enterprises, but have no significant
impact on increasing leverage among under-leveraged enterprises. Based on the lon-
ger sample period from 2008 to 2019, the research conclusions of this study remain
unchanged, which further shows that the impact of executives with foreign experience
on enterprise capital structure has a certain long-term nature.

7. Conclusion

This study investigates the impact of executives with foreign experience on the
dynamic adjustment of corporate capital structure using a sample of Chinese A-share
listed companies. The results show that firms with more executives and foreign
experience adjust to the optimal capital structure faster. The effect exists mainly for
over-leveraged firms that need to deleverage. The empirical results remain robust to
various tests, including adopting different estimation methods for target leverage,
excluding the effects of mechanical adjustments, controlling for other corporate gov-
ernance factors, and using the full sample to test asymmetric effects. Additionally,
executives with foreign experience enable enterprises to maintain low leverage for a
long time. In summary, executives with foreign experience help companies adopt
more efficient and conservative capital structure adjustments. The results expand the
literature on the economic consequences of executives with foreign experience on
enterprise decision making (Cao et al., 2019), especially regarding capital structure
from the perspective of agency cost. These results highlight the impact of corporate
governance (Hu et al., 2020; Lin et al., 2019; Morellec et al., 2012; Zhang et al., 2015)
and provide new empirical evidence to literature.

7.1. Policy and managerial implications

The conclusions of this study also provide important insights into the construction of
senior management teams in enterprises in emerging markets. Although enterprises
in emerging markets have resource advantages, such as low labour costs, there is a
significant gap between enterprises in emerging and developed markets regarding
experience and enterprise management ability. Enterprises in emerging markets can
promote innovation and reduce stock price crash risk by employing foreign execu-
tives (Cao et al., 2019). This study further shows that employing more executives
with foreign experience can improve the efficiency of capital structure adjustments.
Therefore, enterprises in emerging markets can employ such executives to further
optimise financing and other decisions, including capital structure.
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7.2. Limitation and future research

This study has several limitations. First, the sample was limited to listed companies.
Future research can be extended to non-listed companies, especially small and
medium-sized enterprises. Second, different kinds of foreign experience have different
impact on enterprise decision-making; this should be examined further. However,
this study was limited to data available from CSMAR, which does not provide rele-
vant indicators. Thus, future research could be expanded to include them.
Additionally, executives that lack foreign experience can optimise decision-making by
learning from executives with foreign experience in the same industry. Future studies
should consider the possible spill over effects. Despite these limitations, this study
provides important insights into how executives with foreign experience affect and
optimise enterprise capital structure decisions.
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