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ABSTRACT

Even though the Board of Commissioners has a significant role in making an optimal international decision, there
is a limited empirical finding using data from the Unique Continental corporate governance system, such as
Indonesia. This study examines the relationship between the Board of Commissioners diversity and service
companies' international decision. Specifically, this study investigates the effect of ethnic, nationality,
qualification, and experience diversity of Board of Commissioners on the international decision. A company with
a high Board of Commissioners diversity tends to have more effective monitoring the Management Board and
therefore reduce the agency cost and the company performance. Ninety-nine service companies listed in
Indonesia's stock exchange has participated in this study. As this study using the multivariate regression analysis,
the classical assumptions must be satisfied. The result shows that ethnic, qualification and experience diversity
have a significant effect on the international decision. Besides, company size tends to have a better position to
sell in the foreign market. A company with higher leverage is likely to have a higher international decision.
Theoretically, this research implies that board governance diversity in a unique two-tier board model could also
be explained by agency theory. This finding also shows that the company can increase the international decision
by increasing the Board of Commissioners' qualification and experience diversity. However, the Board of
Commissioners ethnic diversity should be reduced to increase the international decision.
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1. Introduction

International strategy is one of the strategies that a company should take to gain competitive
advantages. International strategy is a crucial strategy for companies in developing markets (Lian and
Chen, 2017). Several terminologies for international company activity are used in the literature, such
as internationalization, international decision, international performance, etc. For example, Calabro,
Campopiano, Basco, and Pukall (2017) conceptualize international activity as internationalization.
Several variables affect the company internationalization or international decision based on several
research types (Evers and Knight, 2008; Li, 2018; Monks and Minow, 2004). Company international
decision is an outcome of corporate governance system and structure (Monks and Minow, 2004), Top
management team characteristics (Li, 2018), networking (Evers and Knight, 2008; Kampouri,
Plakoyiannaki, and Leppaaho, 2017).

In a two-tier board system, the Board of Commissioners responsible to actively control and monitor
the Management Board's behaviour to make certain that their decisions are based on shareholders'
interest (Jungmann, 2006), and develop the company's strategy, such as international's strategy
(Calabro et al., 2017). Ideally, using a two-tier board system will effectively achieve company outcomes
for shareholders and other stakeholders (Shan and Mclver, 2011). Furthermore, Indonesia is one of
the countries that adopt a two-tier board system (llona et al., 2019; Zaitul et al., 2018; Zaitul,
Elfiswandib, et al., 2019; Zaitul, Melmusi, et al., 2019; Zaitul and llona, 2018). Darmadi (2016) states
that Indonesia's corporate governance system already exists, but the practice is still left behind. This
contention is also supported by Nuryanah and Islam (2011). They note that corporate governance
practices are less effective in Indonesia. Cheong and Sinnakkannu (2014) claim that independent
board monitoring does not conduct effectively. Top Management Team diversity creates a wider pool
of experience, skills, value, and knowledge that could positively benefit business outcomes such as
internationalization (Alayo, Maseda, lturralde, and Arzubiaga, 2019). The relationship between the
Board of Commissioners and decision has been explained by agency theory. The Board of
commissioners ratify the management board or Board of director's initiatives and control the
execution made by the Board of the director. Therefore, international decision making involves the
Board of the director. However, there are limited empirical findings using data from a unique
continental European corporate governance system. Most previous studies have been done in a
country that follows an Anglo-Saxon corporate governance system.

Previous studies that have paid attention to the international decision are focused on board
composition, size, and CEO duality (Nas and Kalaycioglu, 2016), political experience of Board
(Yarbrough, Abebe, and Dadanlar, 2017), strategic sustainability management (Vencato, Gomes,
Scherer, Kneipp, and Bichueti, 2014), and financial development and ownership (Lian and Chen, 2017),
top management team characteristics (Li, 2018; Ramédn-Llorens, Garcia-Meca, and Duréndez, 2017),
governance structure as measured with Management Board, Board of Commissioners, and ownership
(Calabro et al., 2017; Nam, Liu, Lioliou, and Jeong, 2018). However, the number of papers on Board of
Commissioners diversity has been relatively none. Further, Segaro (2012) suggests that board
composition affects international decision. Thus, the present study uses the Board of Commissioners'
diversity to enhance Indonesia's listed companies' better international decisions. Because diversity
may increase group performance because they bring diverse skills, ability, knowledge, and priorities to
solve problem-solving (Harjoto, Laksmana, and Yang, 2018, Khan et al. 2020). This research makes
several contributions. First, this study investigates the role of the Board of Commissioners (ethnic,
nationality, qualification, and experience diversity) on the international decision. Second, it
contributes to corporate governance literature, especially in the Continental European context. A
study on the Board of Commissioners and the international decision has been done (Calabro et al.,
2017; Nam, Liu, Lioliou, and Jeong, 2018). However, Nam et al. (2018) employ the company data from
Korea, which is adopted the Anglo-Saxon corporate governance system. Also, Calabro et al. (2017) use
the Germany company data, which implements the Continental European corporate governance
system. However, it differed with Indonesia in term of appointing and dismissed the board governance.
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In most countries that adopted the Continental European corporate governance system, the Board of
Commissioners is appointed and dismissed by shareholders.

Moreover, the management board is selected by the Board of Commissioners. In Indonesia,
however, both boards are elected by shareholders. Finally, this finding can configure the Board of
Commissioners members. The rest of the paper is organized as follow. The first session is the
background of the study. The theory and hypothesis development is discussed in the following session.
The research methodology is showed in the third session. The result and discussion are explained in
the fourth session. Finally, this paper is closed by conclusion and recommendation.

2. Theoretical Aspect and Hypotheses

La Porta et al. (2000) argue that corporate governance is a set of procedures for protecting the
outside shareholders' interest from company insiders. According to Chiang and Lin (2007), corporate
Governance is a set of rules to align the interest between the Board of Directors, shareholders, and
other stakeholders in a company. According to agency theory (Jensen and Meckling, 1976),
performance is the consequences of agency problem and cost. If the agency problem or cost
minimalize, the performance will increase. An agency problem arises from principal-agent conflict
(Fama and Jensen, 1983). Therefore, the principal assign Board of Commissioners oversees
Management Board.

Further, the Board of Commissioners plays an important role in minimalizing the agency cost and
increasing the international decision. Thus, it needs the Board of Commissioners to align the
Management Board and shareholders (Jensen and Meckling, 1976). The diversity of the Board of
Commissioners could enhance corporate governance practice better. The Board of diversity is better
at producing linkages with critical outside stakeholders (Kagzi and Guha, 2018). The research
framework is demonstrated in Figure 1.

Figure 1. Research framework

Ethnic Diversity

Nationality Diversity
International decision

Education Diversity

Experience Diversity

2.1. Ethnic diversity

Indonesia consists of more than 17.000 islands, from Sabang to Merauke. It has more than 300
ethnics, such as Java, Melayu, Batak, Chinese, and others. Java is known as the largest ethnic group. It
around 41% of the Indonesian population from java. Further, most of the Indonesian leader is from
this ethnic. Each ethnic brings different ideologies, beliefs, cultures, and attitudes that impact their
way of thinking, directing, and making decisions (Abdul, Marzuk, Jaafar, and Masron, 2018). Agency
theory believes that various ethnics on the Board of Commissioners are expected to monitor and
control Management Board, effectively reducing agency costs (Carter, Simkins, and Simpson, 2003).
The Board of Commissioners comes from various ethnic backgrounds will indirectly impact the Board
of Commissioners members' action. Board with diverse ethnics has a different culture, experience and
more informative (Erhardt, Werbel, and Shrader, 2003). Milliken and Martins (1996) suggest that
various ethnic board members negatively affect individual and company performance. Abdul et al.
(2018) examines the effect of ethnic diversity as measured by the percentage of Bumiputra directors
on total director's remuneration. They find a negative relationship between ethnic diversity and total
director's remuneration. Study in the US, Carter et al. (2003) finds that diverse ethnic on Board does
not value financial performance. In contrast, Cheong and Sinnakkannu (2014) obtain that ethnic
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diversity positively and significantly impacts financial performance. Therefore, the first hypotheses are
as below:

H1: Ethnic diversity of Board of Commissioners contributes to better international decision

2.2. Nationality diversity

Global competition has a significant impact on the Board of Commissioners composition.
According to Bozec (2005), competition could increase company performance within the same
industry. The Board of Commissioners should be from various countries worldwide to respond to that
competition. Diversity in the nationality of Board of Commissioners will encourage better global
relationship (Wang and Clift, 2009), prepare independent and expertise in monitoring the
Management Board's action (Ameer, Ramli, & Zakaria, 2010; Choi, Sul, and Min, 2012), bring the
interests of Management Board and owners closer together (Oxelheim and Randgy, 2003), and give
good signals and enhance reputation to the global market (Muttakin, Khan, and Subramaniam, 2015).
Besides, the Board's international experience will reduce the possibility of failure in the international
market through efficiency and effective use of company resources (Li, 2018). However, Ujunwa,
Okoyeuzu, and Nwakoby (2012) believe that foreign Board is less understand about domestic issues
and, therefore, less effective in their task. Thus, the collaboration between foreign and local Boards
will bring different knowledge, priorities, and understanding of problem-solving that could enhance
better international decisions.

A most prior study investigating the effect of foreign Board on company performance is positively
documented (e.g., Ameer et al., 2010; Choi et al., 2012; Rose, 2007). Using 277 non-listed Malaysian
companies from 2002-2007, Ameer et al. (2010) find that foreign boards' present could enhance better
company performance. However, Rose (2007) finds that the percentage of foreign Commissioners'
percentage does not affect company performance. However, the lack of studies discusses nationality
diversity and company performance (Harjoto et al., 2018; Ujunwa et al., 2012). Harjoto et al. (2018)
investigate nationality diversity and company performance. They find that the Board's nationality
diversity is associated with good corporate social responsibility. At the same time, Li (2018) finds a
positive effect between the top management team's international experience and internalization.
However, there is no study examining the contribution of Board of Commissioners nationality diversity
for better international decisions. The first hypothesis is as follows:

H2: The nationality diversity of the Board of Commissioners contributes to a better international
decision.

2.3. Education diversity

The Board of Commissioners' role is to monitor and advise the strategies taken by the Management
Board. This role will be reached if the Board of Commissioners members have variation in educational
background. Chiang and He (2010) note that the Board with higher-level educational degrees has
better knowledge than a low-level educational background. Cheng, Chan, and Leung (2010) believe
that the Board's intellectual competence generally reflects their education background. In contrast,
Darmadi (2013) believes that education background is not always one factor that should be considered
in board members' appointment. While Kuo, Wang, and Yeh (2018) argue that the Board, with a higher
education level, tends to use its resources for innovation. A previous study that examines the impact
of educational diversity on performance is limited (e.g., Harjoto et al., 2018; Kagzi and Guha, 2018). It
is also supported by prior investigators of Darmadi (2013). They note that researcher less investigate
education diversity. The findings of prior studies show mix results. (Kagzi and Guha, 2018) find that
education diversity has a negative impact on company performance. Vice versa, Kuo et al. (2018) find
a positive relationship between board education diversity and the company's R&D investment.
Darmadi (2013) investigates the impact of the Board of Commissioners' educational qualification for
160 companies listed on the IDX (Indonesia Stock Exchange). He finds that the Board of Commissioners'
educational background does not influence their capability to monitor and advise the Management
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Board to increase company performance. Tseng and Jian (2016) find that the Board with a graduate
from foreign universities, top universities, and top MBA programs is associated with company branding
outcomes. Based on the above discussion, the hypothesis is as follow:

H3: Education diversity of Board of Commissioners contributes to better international decision

2.4. Experience diversity

Siciliano (1996) concludes that board members with various occupational backgrounds provide
resources to the company. Board of Commissioners experience and professional knowledge increase
strategic and monitoring roles (Garcia-Torea, Fernandez-Feijoo, and de la Cuesta, 2016) and justify
issues associated with managerial and financial performance (Shan and Mclver, 2011). Also, Yarbrough
et al. (2017) add that the Board's political experience provides network access, resources, and
guidance to enhance international decision. Kroll, Walters, and Wright (2008) argue that directors will
become engaged in monitoring and advising with experience because, through experiential learning,
they may contribute positively to company outcomes. The Board of Directors' diverse experience may
bring about innovative and creative decision-making. Besides, increasing the number of Board of
Commissioners with work experience or professional knowledge places them in a better position to
enhance company performance (Shan and Mclver, 2011). Boards need more competency and skills in
developing a strategy on their own (Hossan, Sarket, and Afroze, 2012). From 156 large US companies,
Yarbrough et al. (2017) find that the Board's political experience has a positive impact on company
internationalization strategy. Shan and Mclver (2011) investigate the effect of the Board of
Commissioners members' work experience on company performance for 117 companies listed on
Chinese stock exchanges. They find that the Board of Commissioners' work experience has no
contribution to company performance. Badu and Appiah (2017) also find that board experience has no
relationship with agency conflict. Thus, the next set of hypotheses is:

H4: Experience diversity of Board of Commissioners contributes to better international decision
3. Methodology

As this study is conducted on Indonesian listed companies, each director of service companies' data
was hand-collected from annual reports (2012 to 2016) available on the IDX. This observation is
adequate, with three hundred eighty companies-years and nine variables (Krejcie and Morgan,1970;
Sekaran, 2006; Hair et al., 2006). Krejcie and Morgan (1970) propose that ninety-five populations,
seventy-six companies as sample is adequate. Besides, Sekaran (2006) argue that a sample size around
30 to 500 is appropriate for most research. Further, three hundred eighty observation is much larger
than three hundred forty-five. According to Lian and Chen (2017), there are two models involved in
the international decision that are exporting and OFDI (Outward Foreign Direct Investment). In this
study, the international decision is measured by international revenue to total revenues (Calabro,
Torchia, Pukall, and Mussolino, 2013). The present study employs the Blau index to measure the Board
of Commissioners diversity (Blau, 1977) and used by Kagzi and Guha (2018). Ethnic diversity is
categorized into Java, Sunda, Chinese, and others. Nationality consists of Indonesian, Malaysian,
Chinese, Singapore and others. Further, this study measures education diversity into four board's
education disciplines: Economics, Engineering, Law and others. Experience diversity is measured by
directors, accountants, business and others. Besides, this study also employs several control variables,
such as company age (Arosa, Iturralde, and Maseda, 2010; Calabro et al., 2013), size (Calabro et al.,
2013; Campbell and Minguez-Vera, 2008), leverage (Mak and Kusnadi, 2005) and profitability.
Multivariate regression analysis is applied to analyse the data. (Gujarati, 1995) propose the classical
assumption tests before using the p-value and coefficient, such as the normality test. The multivariate
regression model is shown below.

InDe = o + (31 EtDiv it + B,NaDiv it + B3EdDiv it + 3,ExDiv it + B;Age it + PgSize it +
B,;Levit+ BgProit+ €
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Where:

InDe = International decision,

EtDiv = Ethnic diversity of Board of Commissioners
NaDiv = Nationality diversity of Board of Commissioners
EdDiv = Education diversity of Board of Commissioners
ExDiv = Experience diversity of Board of Commissioners
Age = Age of company

Size = Size of company

Lev = Leverage of company

Pro = Profitability of company

4, Result and discussion

Service companies listed in the Indonesia stock exchange is a research object. The final observation
is three hundred and eighty companies-years during 2012-2016. The statistic descriptive of research
variables is demonstrated in Table 1. International revenues are 9.82%, with a maximum value of
42.30%. Board of Commissioners ethnic diversity is 0.37 with 0.67 of maximum value.

Meanwhile, the Board of Commissioners national diversity is 0.09, and its standard deviation is
0.20. Besides, the Board of Commissioners education diversity is 0.32 and 0.24 for standard deviation.
Further, the Board of Commissioners experience diversity is 0.31, and its maximum value is 0.81. Thus,
the mean value of control variables is 39.59 years, Rp. 42.11 trillion, 63.74% and 3.56% for company
age, company size, company leverage and company profitability.

Table 1. Statistic Descriptive of Research Variables

Variables N Minimum Maximum Mean Std. Deviation
InDe (%) 380 0.00 42.30 9.82 0.41
EtDiv (Index) 380 0.00 0.67 0.37 0.22
NaDiv (index) 380 0.00 0.65 0.09 0.20
EdDiv (Index) 380 0.00 1.00 0.32 0.24
ExDiv (index) 380 0.00 0.81 0.31 0.25
Age (year) 380 5.00 110.00 39.59 19.76

Size (Rp. Million) 380 38,646 1,003,644,426 42,108,329 130,273,995

Lev (%) 380 0.09 99.46 63.74 28.59
Pro (%) 380 -7.67 26.23 3.56 4.95

Notes: InDe (international decision), EtDiv (ethnic diversity of Board of Commissioners), NaDiv (nationality diversity of Board
of Commissioners), EdDiv (education diversity of Board of Commissioners), ExDiv (experience diversity of Board of
Commissioners), Age (Age of company), Size (size of the company), Lev (leverage of company), and Pro (profitability of
company).

This study uses multivariate regression analysis. Before regression analysis, the classical
assumptions may be satisfied first. The normality test is the first classical assumption. In this
case, the normality P-P plot is used. The result shows that the data is normal. The second
assumption is the multicollinearity problem. In this study, the variance inflation factor (VIF) is
used to see any correlations among independent variables. The result finds no correlation

between independent variables since the value of VIF is lesser than 10 (see table 2).
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Normal P-P Plot of Regression Standardized Residual

Figure 1. Normal P-P plot
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Model 1 shows the multivariate regression analysis using control variables as independent variables
against the dependent variable (international decision). F statistic for model 1 is 4.49, with a p-value
of 0.00, and it can be concluded that the model is fit. R-square is 4.60%, and it means that independent
variables explain 4.60% of dependent variables. Based on the t statistic, two control variables
significantly affect the international decision. First, company size has a positive impact on the
international decision. It means that big company tends to have a higher international decision.
Second, the company leverage also has a positive effect on the international decision. It can be
concluded that the company with higher leverage is likely to have a higher international decision.

Table 2. The Result of Regression Analysis

Model 1 Model 2 VIF
Variables
Coef Reg t stat Coef Reg t stat

EtDiv - - -0.39 -3.99%** 1.51
NaDiv - - 0.09 0.78 1.17
EdDiv - - 0.15 1.66* 1.25
ExDiv - - 0.18 2.12** 1.11
Age 0.00 -0.20 -0.00 -0.67 1.27
Size 0.00 2.54* 0.00 2.14* 1.18
Lev 0.00 1.91* 0.00 2.61*%** 1.23
Pro -0.00 -1.46 -0.00 -0.39 1.15

F stat 4.49 4.98

F sig 0.00*** 0.00***
R square (%) 4.60 9.70

Notes: *, ** and *** indicate significant at 10%, 5%, and 1%. EtDiv (ethnic diversity of Board of Commissioners), NaDiv
(nationality diversity of Board of Commissioners), EdDiv (education diversity of Board of Commissioners), ExDiv (experience
diversity of Board of Commissioners), Age (Age of company), Size (size of the company), Lev (leverage of company), and Pro

(profitability of company).
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The second model adds the hypotheses variables in the model. F statistic and F significant are 4.98
and 0.00, respectively. Therefore, the model is very much fit because its F significant value is lower
than 0.01 (a<0.01). In addition, the R square is 9.70, which is higher than the R square of the first
model. It means that there is an effect of additional variables in the model (R square change is 5.10)—
Board of Commissioners ethnic diversity (a<0.01) has a negative effect on the international decision.
A company with higher Board of Commissioners ethnic diversity contribute to lower international
decision. Besides, the Board of Commissioners education diversity has a positive effect on company
international decision. A company with a higher Board of Commissioners education diversity tends to
have a higher international decision.

Further, the Board of Commissioners diversity has a positive association with the international
decision. It means that the higher the Board of Commissioners experience, the higher the international
decision. However, the effect of the Board of Commissioners nationality diversity on the international
decision is not significant.

The negative effect of the Board of Commissioners ethnic diversity on the international decision
may be difficult to explain, but it may be related to Kochan et al. (2003), who state that diversity might
continuously create the turnover conflict. In this case, the Board of Commissioners ethnic diversity
may increase the board member conflict and fail to monitor the Management Board effectively and
decrease its outcome. Milliken and Martins (1996) supported those who find that directors' ethnic
diversity negatively affects individual and company outcome in a company's life. Regarding the finding
of the positive relationship between education diversity of Board of Commissioners and international
decision, this finding is supported by Diaz-Fernandez, Gonzalez-Rodriguez, and Pawlak (2014)
education diversity of directors may enhance problem-solving and decision making in a dynamic
environment. In this case, the Board of Commissioners' education diversity makes the Board of
Commissioners have better problem solving and therefore, any problem with international politics,
economy, society and culture, and technology will be solved better. They have diversity in knowledge,
such as the economy and other knowledge. Finally, the Board of Commissioners can assure that
international strategy run, and international target could be achieved.

A positive relationship between the Board of Commissioners experiences diversity and
international decision. Each Board of Commissioners member brings diverse experiences to the
companies. Therefore, it will improve their ability to oversee the Management Board. Kroll et al. (2008)
supported that the board experience diversity, Board of Commissioners will monitor and advise and
bring about innovative and creative decision making. Therefore, it contributes to strategic planning
and conducts the monitoring and evaluation of strategy implementation.

5. Conclusion and Recommendation

Global competition has impacted many aspects of the company's life. It has changed the way the
company managed. The company has designed the corporate, business unit and functional strategies
suited to the business environments to survive. The role of corporate Governance in company
internationalization is especially important. A bundle of previous studies on corporate Governance and
international decision has been documented. However, the Board of Commissioners diversity as one
of the corporate governance attributes has been paid less. Therefore, this study investigates the effect
of Board of Commissioners diversity (ethnic, nationality, qualification and experiences). Using service
companies listed in Indonesia Stock Exchange (IDX) with 380 company-years, multivariate regression
analysis is applied to reject or accept the hypotheses. The result shows that out of four hypotheses
being developed, only two hypotheses are accepted: qualification and experience diversity. However,
the relationship of the Board of Commissioners ethnic diversity and international decision (B=-0.39*%*)
is not expected. In addition, company size and leverage have a positive relationship with the
international decision.

Practically, this finding implies that the companies that go to the international market or
internationalization should reduce the degree of ethnic diversity in companies. Regarding education
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diversity, the company must increase Commissioners education diversity to gain higher international
decisions. Further, the company should also increase the Board of Commissioners' experience diversity
to achieve a higher international decision. These findings theoretically contribute to the agency theory
and resources dependency theory in the Indonesia corporate governance system. These theories can
be explained this phenomenon. There are some limitations to this study. First, this study uses the
specific companies listed in IDX.

Further, this study focuses on the Board of Commissioners. Finally, this study applies to the
multivariate research model. Therefore, there are some avenues for future research. First, future
research can consider by widening the research object scopes. Second, future researchers can see
international performance from other corporate governance attributes or mechanism, such as the
Management Board. Finally, the moderated regression model is also other research opportunities for
future researchers.
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