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: We empirically investigate whether management team shared

working experience (TMT_Exp) and background homogeneity
(TMT Homo) affect firm credit risk (measured by bond yield
spread). We find that TMT Exp (TMT Homo) is significantly
and negatively associated with corporate credit risk via
the theoretical channels of increasing asset value and
decreasing asset volatility (incomplete information) due to
the promotion of cohesion, integration, and consensus in
the management team. In addition, we provide the new
evidences that management team gender diversity weakens the
TMT_Homo effect while has no significant impact on the
TMT_Exp effect, supporting the argument of Shropshire et
al. (2021) that female managers are not really risk-averse.
Moreover, we also find that subordinate executives’  power
enhances the TMT_Homo and TMT Exp effects due to the
internal monitoring function while concentrated
institutional ownership has the opposite effect due to the
external monitoring function. Finally, our findings are
robust when considering the endogeneity issue.

: Top management team (TMT); Background homogeneity; Shared

working experience; Gender diversity; Credit risk; Bond
yield spread
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Abstract

We empirically investigate whether management team shared working experience
(TMT _Exp) and background homogeneity (TMT Homo) affect firm credit risk
(measured by bond yield spread). We find that TMT Exp (TMT_Homo) is significantly
and negatively associated with corporate credit risk via the theoretical channels of
increasing asset value and decreasing asset volatility (incomplete information) due to
the promotion of cohesion, integration, and consensus in the management team. In
addition, we provide the new evidences that management team gender diversity
weakens the TMT_ Homo effect while has no significant impact on the TMT _Exp effect,
supporting the argument of Shropshire et al. (2021) that female managers are not really
risk-averse. Moreover, we also find that subordinate executives’ power enhances the
TMT Homo and TMT Exp effects due to the internal monitoring function while
concentrated institutional ownership has the opposite effect due to the external
monitoring function. Finally, our findings are robust when considering the endogeneity

1ssue.

Keywords: Top management team (TMT); Background homogeneity; Shared working

experience; Gender diversity; Credit risk; Bond yield spread
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Summary

This study aims to investigate whether the organizational characteristics of top
management team (hereafter denoted TMT), background homogeneity and shared
working experience, affect a firm’s credit risk and further explore the role of TMT
gender diversity for the effects of TMT organizational characteristics on the firm’s
credit risk. According to upper echelons theory (Hambrick and Mason, 1984), TMT is
served an important role in forming and implementing a firm’s business strategies (Raes
et al, 2011), covering operating, investing, and financing decisions. In accounting and
finance literature, most of them have documented that TMT expertise and tenure have
a significant impact on a firm’s management decisions and operating performance (e.g.
Hambrick and Mason, 1984; Hambrick and D'Aveni, 1992; Michael and Hambrick,
1992; Haleblian and Finkelstein, 1993; Carpenter et al. 2004; Chemmanur and Paeglis,
2005; Hambrick, 2007; Chemmanur et al., 2009; Finkelstein et al., 2009; Chen et al.,
2019). In particular, Hambrick and D’ Aveni (1992) and Chen et al. (2017) also address
the effects of TMT expertise and tenure on firm credit risk.! However, several widely
discussed TMT characteristics in organization literature, such as background
homogeneity and shared working experience, are less discussed in credit risk literature.
Prior studies have documented that (1) TMT background homogeneity affects
organization performance and strategies (Carpenter et al., 2004; Finkelstein et al., 2009);
and (2) TMT shared working experience improves the communication and coordination
among TMT members (Kor and Mahoney, 2000) and is also helpful for information
transmission and decision quality or efficiency (Hambrick et al., 2005), which may
affect a firm’s operating performance and efficiency. Hence, compared to TMT
expertise and tenure measures, TMT background homogeneity and shared working
experience provide the information about the impacts of organizational cooperation (or
tacit agreement) within TMT members on asset value distribution for outside creditors,
which lead to an impact on a firm’s credit risk due to that asset value distribution
components (asset value, asset volatility, and incomplete information) are the main
credit risk determinants according to structural-form credit models of Merton (1974)
and Duffie and Lando (2001). However, TMT background homogeneity and shared

working experience are few addressed in credit risk literature.? The purpose of this

! Hambrick and D’ Aveni (1992) employ limited sample of 57 large corporate failure events during 1972-
1982 to preliminarily discuss the effect of top management team on corporate failures. The measures of
top management team, including team size, outside board members, functional expertise, team
compensation, team tenure, tenure heterogeneity, and CEO dominance. Chen et al. (2017) demonstrate
TMT expertise have significant impacts on firm credit risk.
2 Chen (2018) proposes an idea to discuss the effects of TMT average tenure and shared specific
experience on corporate credit risk using Taiwan data. However, the share specified experience is only
limited to the share experience between CEO and CFO rather than that among TMT members. In addition,
2



study is therefore to fill part of this important gap by investigating the idiosyncratic risk
effect resulting from TMT background homogeneity and shared working experience on
firm credit risk.

In addition, U.S. female executives also have a growing importance in a firm’s
financial decision-making (Datta et al., 2021), which makes the executive gender
become a vital issue in the TMT related researches. Among the previous gender related
studies, female executives essentially have ethical character traits (Datta et al., 2021)
and adopt more risk-averse corporate policies compared to their male counterparties
(e.g. Francis et al., 2015; Faccio et al., 2016). The former perspective reveals that
female executives are perhaps in line with the interests of equity holders and the latter
suggests that female executives may align with the interests of debt holders. These two
perspectives are empirically supported in the literature regarding the relation between
executive gender and debt characteristics. For instance, Francis et al. (2013) present
that firms with female CFOs have a lower bank loan spread (namely lower credit risk)
since female CFOs are more risk-averse than male ones. In addition, different from the
risk-averse perspective, Datta et al. (2021) document that female executives choose a
significantly shorter debt maturity structure because female executives’ ethical
proclivities lead to the greater interest alignment with shareholders. Since executive
gender have two competing effects on the interests of debt holders, this study plans to
employ TMT gender diversity (i.e. a higher fraction of female executives on the TMT)
as a moderating variable to investigate whether TMT gender diversity changes the
effect of TMT background homogeneity and shared working experience on firm credit
risk.

TMT background homogeneity and shared working experiences may benefit or
hurt a firm’s asset value and its credit risk. On the one hand, TMT members with higher
background homogeneity have higher levels of consensus and conformity within the
team and those with long-shared working experiences have higher levels of trust and
coordination (Zhang, 2019), which both may improve operating efficiency and reduce
operating uncertainty. In addition, higher TMT background homogeneity and shared
working experiences may be beneficial for increasing the understanding for the firm of
outside investors. Therefore, TMT background homogeneity and shared working
experiences may enhance asset value level, reduce asset volatility, and reduce
incomplete information (called as “uncertainty reduction mechanism’). On the other
hand, higher TMT background homogeneity have several shortcomings, such as a lower
likelihood of idea stimulations and innovations within TMT, a worse information
processing and problem-solving skills (Keck 1997; van Knippenberg and Schippers

2007), a stronger pressure to maintain good relations with other TMT members even

TMT background homogeneity and shared working experience are not discussed in details.



the decisions are inappropriate (Daboub et al. 1995; Hackman 1992; O’Reilly et al.
1989), and a higher likelihood of the collusion of earnings management behaviors and
restatements (Zhang, 2019), which may decrease a firm’s asset value and increase the
firm’s asset volatility and incomplete information. Similarly, higher TMT shared
working experience also have several shortcomings, including a higher likelihood of
having groupthink show symptoms (Esser, 1998; Turner and Pratkanis,1998; Zhang,
2019)3, the more routine and less flexible communications (Katz,1982; Keck, 1997),
and a higher likelihood of engaging in earnings management and restatements (Zhang,
2019), which may lead to a decrease on a firm’s asset value and an increase on the
firm’s asset volatility and incomplete information (called as “inflexible communication
mechanism”). Hence, based on the above discussions, TMT background homogeneity
and shared working experience may have positive and negative impacts on outside
creditors’ perceived firm asset value distribution, including the asset value, asset
volatility and incomplete information assessed by outside creditors. Since asset value
is negatively related to firm credit risk while asset volatility and incomplete information
are positively associated with firm credit risk according to structural-form credit models
(Merton, 1974; Duffie and Lando, 2001), TMT background homogeneity and shared
working experience have an uncertain impact on a firm’s asset value distribution and
its credit risk (namely bond yield spread). Therefore, whether outside creditors (or
bondholders) appreciate higher TMT background homogeneity and shared working
experience is an empirical question.

In addition, as mentioned previously, female executives have two personalities of
higher ethical character traits and risk-averse attitude (Datta et al., 2021), which lead
the interests of female executives to be either aligned with those of equity holders or
those of debt holders. That is, female executives may have benefits of either mitigating
the manager-equity agency problem or the debt-equity agency problem. However, there
exists a trade-off relationship between these two agency problems, suggesting that firms
with less serious manager-equity agency problem are likely to have more serious debt-
equity agency problem (Stulz, 1990; Liao et al., 2009). In addition, Shropshire et al.
(2021) also demonstrate that female managers are not really risk-averse except for the
financial crisis period. This study therefore concludes that TMT gender diversity may
either enhance or weaken the effects of TMT background homogeneity and shared
working experience on firm credit risk or bondholders’ welfare (namely bond yield
spread). Hence, it is also an empirical question whether and how TMT gender diversity
moderates the effects of TMT background homogeneity and shared working experience

on firm credit risk (bond yield spread).

% Some common examples for the groupthink show symptoms for TMT are incomplete information
search, selective information processing, rationalization of their behaviors, and so on.
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In credit risk literature, exploring the determinants of corporate bond yield spread
is an important issue. Many previous studies have demonstrated that a firm’s
idiosyncratic risk, namely firm-specific risk characteristics, plays an important role in
determining the firm’s credit risk and bond yield spread. The well-known idiosyncratic
risk variables include leverage ratio (Collin-Dufresne et al., 2001), equity volatility
(Campbell and Taksler, 2003; Kalimipalli et al., 2013), incomplete information (Yu,
2005; Francis et al., 2005; Lu et al., 2010; Giintay & Hackbarth, 2010; Ertugrul et al.,
2017; Bonsall and Miller, 2017; Chen and Tseng, 2020), firm profitability (Collin-
Dufresne et al., 2001), and other firm and bond characteristics. Since TMT members
have discretionary impacts on corporate operating, investment, and financing policies,
a firm’s TMT characteristics contribute to the firm’s idiosyncratic risks. Several studies
discuss the effects of TMT expertise and tenure on firm credit risk, such as Hambrick
and D’Aveni (1992) and Chen et al. (2017). Different from the previous studies, this
research addresses this issue from the perspective of TMT organizational characteristics,
covering background homogeneity and shared working experience. Furthermore, this
study also explores the moderating role of TMT gender diversity for the effects of TMT
background homogeneity and shared working experience on firm credit risk.

This study aims to investigate whether (1) TMT background homogeneity and
shared working experience affect a firm’s credit risk using American bond market data
from 1997 through 2020 with well-known control variables of determining bond yield
spread; (2) TMT gender diversity moderates the effects of TMT background
homogeneity and shared working experience on the firm’s credit risk. Following the
definitions of Zhang (2019), the measures of TMT background homogeneity include
three dimensions of education level, functional background, and firm tenure, called as
education homogeneity, function homogeneity, and tenure homogeneity, respectively.
In addition, Zhang (2019) defines TMT shared working experience as the average of
the pair-wise overlapped time for all listed executives when they become top managers.
Empirical results of this study show that TMT background homogeneity and shared
working experience are both significantly and negatively related to bond yield spreads,
suggesting that bondholders appreciate the benefits of TMT background homogeneity
and shared working experience more than the costs. We further find that TMT
background homogeneity (shared working experience) is significantly and negatively
associated with corporate credit risk via the theoretical channels of increasing asset
value and decreasing incomplete information (asset volatility), which may result from
the promotion of cohesion, integration, and consensus in the management team. In
addition, we also provide the new evidences that TMT gender diversity weakens the
effect of TMT background homogeneity while has no significant impact on the effect

of TMT shared working experience, supporting the arguments of the female managers’
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ethical character traits and Shropshire et al. (2021) that female managers are not really
risk-averse. Moreover, we also find that (1) subordinate executives’ power enhances the
effects of TMT background homogeneity and shared working experience due to the
internal monitoring function; (2) managerial ability strengthens the effect of shared
working experience while has no significant impact on the effect of TMT background
homogeneity; (3) concentrated institutional ownership weakens the effects of TMT
background homogeneity and shared working experience due to the private benefits
hypothesis of blockholding (Bhojraj & Sengupta, 2003). Finally, our findings are robust
when considering the endogeneity issue using instrumental variable regression.

We therefore conclude the main incremental contributions of this study, covering:
(1) first demonstrating the importance and implications of TMT background
homogeneity and shared working experience for bondholders’ perceptions (uncertainty
reduction mechanism v.s. inflexible communication mechanism); (2) exploring whether
TMT gender diversity serves as a new potential mechanism for the association between
TMT background homogeneity/ shared working experience and corporate bond yield
spread in addition to those of traditional structural form credit risk models; (3)
investigating whether corporate governance quality moderate the association between
TMT background homogeneity/ shared working experience and corporate bond yield;
(4) providing a new insight into whether TMT organizational characteristics
information (background homogeneity, shared working experience, and gender
diversity) is priced in corporate bond market. This study thus contributes to both the
bond yield spread (credit risk) literature and the TMT characteristics literature.
Finally, this study has some important practical implications. For example, the
information about TMT background homogeneity, shared working experience, and
gender diversity is helpful for outside creditors to have more complete knowledge of a
firm’s TMT organizational cooperation contents. Therefore, these research questions
could help outside creditors (or bondholders) understand the potential benefits and
losses of these three TMT organizational characteristics. Accordingly, our findings also

provide practical references for creditor banks when conducting credit decisions.
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