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Militnry connection in business studies is rapidly growng recently, despite the number of
military CEDs decressmg (Benmelech and Frydman, 200150 A growing litemture shows
milifary keaders are perceived o have potential traits Evorabie for business development.
Recently, Kellog Insight (2019) published their mterview with mibitary leaders and busimess
experts, highlighting that qualities of & wellrun business are deacribed at their best, as lke
the US military. The values, commitrient and mtegrity of 8 military caresr should be woven
min mEson statements and corporate mantrag (Cimoen, 2015

Another study shows dissmularibies, which pomts ot the possibility of milsary
personnel’s several drawbacks as business management. Psychology studies mply that
mlitary personmel nck of ability tofeel emotion, such as bemng bke robots who can act but not
feed (Cormy mnd Wegmer, 2011, 20013, In addition, based on dyadic mognlity theary (TMT),
peaple’s percepton regarding mibtary persomel is dommated by positove theaghts and as
heroes Sohein and Geay, 2008), which may minimize the awareness of military personnel’s
inzbility to feel erofions and sensations (hepherd of o, 20098 Moreowver, veterans are not
familiar with innovation and delivering results, which are bustness awe vilues, during their
military career (SHEM Foundation pnd NAVS(), 2017), Thos, it & debatable related to
selecting military persommel &5 it 15 poesible to provide different advantages or disadvantages
if selecting them as ene of the top management team.

Thunt stiscly i funclee! by the Simbtabenas Penehtn U 201K resmrch scheme. The authoes oo thank
Praf. Alfred Yawson and the unkoown revewer lor mansgng te manscrpt
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Che of military connection's recent study 12 examming naliry-experienced boards’ risk
prefermes, spect fially for form's innevaton mbenstty Gooef al, 20800, They argue that militiry
peramre] s nsk-averse charadanstios, and 1f they are peationed &s fom's top mansgement,
thiey will dominate the corporate decision-noking process (Masth ef of, 209, ltEu:I'Lru.:ﬂ'u: firm's
mnvatem mivnsty polioes. The hypothetical resatiorship follows the upperechelon thory,
which states that corporate acton reflects fs top momagement’s tmats (Hambnck, 207}, Thes
shudy ks mspired by Gase el ol (280 awd exammnes the rebationship of military-amnected finms
with mrovidion inkensity, We comjecture that there a negatroe rdationship between militiry
eonneciied Gims with innovaton infensity, as progoesed by Guo of ol E2020

Wi posit several dilferences comgared to Guso of al's (020) study. First, our innovation
mlmsm' messurement is differentmted mto two categones, mmely mnovation process and
innevation output e, 207 We argue that this different@tion 15 oucial as not all research
and development (RNDY activites successfull y generate innovation output such as patents.
This differentiation also plays a crucial role 228 mnovation can be mternally generated or
purchased from external parties. It is hoped that, based on this citegorizabon of innovation
mtrnsity, we cn further explore whit is the prioatzation of mifigry-conmected firms
bermis of the relabonzhip betwem innowation prooess or output,

Insspiredd by Benmwlech and Fredman (0050 whocomsiderthe extermal envieomment of the
mabitar ycommected firms, we employ firm's tnduestrydevel based on the txonoony of digitad
mtensive sectors (Calving of el 2018) developed by QECTH. Our second difference comes from
oar opinson that military personnel neght change rsk preference based on dugatal mdustry
levels. Thisangument & constrocted as, durnng ther miitary career, mlitary personned adagpt
boy situntions and condstions and make strateges based on thim. Therefore, different mdustry
digrital levels require different innovation mtensity policies of mibitary-connect ed finms.

The thrd difference 1 also related tomeasurement, but we fooes on the military connection
aspect. We are not solely examiming the extstence of 2 military conmection but also ibs postion
in organizational strcture, mibitary affiliation and recent milisary expernenced  top
management promotion Nasih et o, 209, We employ these additional militery connecton
measurements as there is the possihility of differences m militery personnel's sk profile and
influence in corporations if they have different positions, affiations and prometions,

This study used Indonesian-listed finms with the exclusion of SIC 6 from the penod 2000 &6
2018, which amounted s 2504 firmeyear observations as the final sample. We use ordinary
least squnres regression with the cluster approach (Pefersen, 2008) to test our research
hypothesis. We also employ Coarsencd Exact Matching  (CEM), Heckman fwo-stagre
regression and change amalvsss regmession to address the endogeneity ssue, precisely the
self-selection bas conoern.

We identified Z2%, of our sample as military-connected finms that contradict Benmelsch
anad Froypdmsan (301 5), who clxim militry-conmected frms in the US show dimmishing mensds.
We found & negative relationship between military connection with innovation mtensity,
both in mmovation process and outpot. This negative relationship = alse rofast as it shows
consistent results across endogeneity tests. Our additional analysis shows that, regardless of
the digntal mdustry level, the relationship test result is conswstent, except for the high dygital
level of the mdustry sample. We abso document a consistent result of the relaticnshap bitween
maftary connection with mnovation mtensity m all types of mibitary connection that we
identify in this study. Fmally, we akso document thit a recent appomted military expenenced
manpgement already substntially nfloaences the firm in mimmiEng innovation aciivifies,

This shudy meakes several crucial contributions. First, it provides additionn] evidence on
the upper-echelon theory, particelarhy o military -experienced top maragement. Thesr fomes
career leads the miltory-connected firms to imgose & sinnlar policy, nchding lowerng the
imnovation intensity. Second, our study employs severn] moovation niensity proxes and
militiry connection types. Our result finds that regardiess of the proxes and types,




the: neggative relationship between milftary connection and innovation intensity is consstent,
rid, we contemplate the industry’s digrial kevel as an external environment related to the
redntionship. We docunwnt a serpremg resull where mibtary-connected frms in high
industry ﬂmta! level have tendencies o enhance thew innovation mbenssty as ther
rermarkable adaption competencies. Fourth, unlike other managers, B v-ex perienord
managerment does not need a long tenare o infhience the hrm's policy. Lo resulis
provide sevemal important insights for stikeholders, mvestors and top management teams
who seck to understand the moentives amd disincentives of postioning 2 mibitary-
exifRietced midividiaal as oiie of the tip mrmgenent e 2]
remaindes of thiz paper is organiaed a8 follows. “Literature Review” neviews the
relevant Isterature and develops our ypotheses. "Research Diesyen” describes the research
design employed by this stedy, We report our results nbo three sections,. namely “Main
Results", “Robustness Tests" and *“Addstional Analyeis". Fimally, *Conchesion” cone hudes the
;pa.pm'am:'l provides future reommendations,

Literniure review

Midilary persore i Inesiress

Vetermns hove been mmkwmmﬂaﬂg poed of talend for busness, Based on the 15
Bureau of Labor Statistics, only 3.1% of LS veteruns were not hired after their malitary
career in 2019 compared to 3.6% of the total unemployment rate (US Bureau of Labor
Stutistics, 2020 Thes result supports 2 survey m 2106, which foond approxomately 37% of
2 500 huring mamagers are interested and commt to aring military vetersms (CareerBolder,
216k Among 26 top worldwide compamies, 21 of them had formal veteran programs and
total hiring for veterans for around 2000000 4§ the end of 20014 (Rand Corporabion, 2014111
Although Benmelech and Frydman 42015 show dimmishng trends of vetemns seated
ag CEDs o 6.2%, a stabistical report on the mildary retirement systems shows that,
m aggregate, veterans contnbule a symifcnt portion on boards, In the US alese, roughly
245000 retired senior military officers are employed as top management teams
(Defence.gov,, 2015} These oumbers expllmiy show that military-experienced
mdivicheals have become kad candidate priontes in the hiring process by empiovers,
These numbers prove that service in the military is s hfe-al't:nnge:rpesme[h{n:hmnmd
Elder, 5N7; Spiro and Settersten, 2013, makng them unsgue compared to those who do
niot seTve,

There are ationales for employing veterans as one of the business prionte. Yeterans are
mverwhelmingly pervenved positively and as allaround heroes who can plan, take action and
get things done (Shepherd of wl, 219, What comes to people’s mind 1s that a mubitary-
experienced person is an mdividoe] theat has 2 strong will, vet 15 very adaptive S0 can manaine
tactics 1o ensure that the goal is achieved. They are also knwwn for their integrity, mitiatves
and courage as military core values synohronized with business practices in general (SHEM
Foundation pnd NAVS0, 2071 These values are habiusted by militiry personned &5 their
daily traming comsistently emphasizes them (Doffy, 206 fones, 2006}, Cheerall, what milary
members leam dunng ther careens 15 suitable for current bosmess needs.

Conversely, there is also a comtr of choosing veterans as corpocate leaders from s moral
judgment standpomt, Althowrh a military pob description closely e with protectmgr and
prowide assistance for civilinns, psychological studies posit o different perspective. [n other
words, milstary personnel's murality s based on specthic mstroctons, and we canmot 1gmaore
the fact that some of thelr “dirty works” tend to contradict their “vulnerable feelers”
persanality, Therefore, the posaibilities that militnry personnel, including veternng, are less
vulnerable to feel sensations and emotions are pretty high Shepherd of of, 20190 This
nahilsty to experience emotions 2 problematic d a business leader has to make a0 moral
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ckgment as Gy and Weggmer 2011, 20013 @nply that they are more like a robot, an
mnchvichsl that can do anything {agencyl, but not feel st {expenencel.

These two opposing perspectives make for an undecided s=ue reganding emploving
mibitary personned as part of business, especially when they are positioned a5 busiess
leaders. An increasmg number of studies: have tred 10 =solve this contentions sue, This
study tries to expand the scope of this Eaee by looking at different mibtary personne] tots
that have not yet been examined comprefinsively, This study focuses on the military
persine] s sk preference and core vahees related to the business decion-making jrooess,

Mhlstary leders often nuike dogens of comsequent il jadgrent= over & day and, from those
proceeses, most mvolve attitedes toward risk, Surprsmghy, Bell of of (2008 found than
mlitary cudets have a rsk aversion patiern oxmpared to others, despite their jobs being
directly hnked to "rsk®, Ault (2003} argues that this nsk-averse trait & drven by the
centralized decsion-makme structure of the mlstary. There are fwo possibilites of nsk-
averse behavior developed in mlitary personmel related to ther professional activities. The
first &5 stress management capability, and the second = theer in-depth ansbysis habat. Facing
pncertaintes 1= common for mliry personnel, and it beoomes more comphex as war
conditions can become chaobic in seconds, This habit makes them Gmiliar with stressful
comdditions, Miitary personne] i described as having better resilience (Elder and Chpg, 19684)
and better handling of traumatic siteations (Aldwin of a., 19594). This stress management i
also supported by other studies (Hartley of al, 2013 11.'12n:u:1{mr|.a.m:1 #011) that mply that a
rml]tuq.rﬂpﬂmmpﬂmuﬂmm&mﬂ:ﬂmhﬂﬂ:mhﬂdhmﬁmﬂm%ﬂm@dm
others. Uncertambies m the form of substantal infheence of external and l.npredlclahk
factors akso force malitary leaders to pm:ﬂ:l} adapt to and anabyee the sshabion and
formubate it nto an approprate strategy Simeone, 2030, Miltary personnel will carefully
examine sach achion's consequences as implementing the wrong tachc ina warzone coukd be
fatal not only for themsedves but alss ther feam or even their state

Another metric of niilitary personmel moa business that 1= interesting 1o be researched =
their misaligned core valoes. A joint project of SHEM Foundation and NAYVS) m 2017
published a report that focused on reintegrating veterans mio the workforce. The report
stabed that an addional core valoe that needs to be adopted by veéterans 15 contimusal
imowation as this value 1s thriving m the business community. This umaligned vahe sheds
light that employing veterzns may pose a potential challenpe related to a firm’s moovaton-
based investment policy, especsally 1if they bold a crocml postion withim the orgamizational
structure. This challenge is presented as refeming back to the centralized dec=on-making
mabitary structure (Ault, 20000, where military personne] may tend to watt foran order rather
than innovate a new tachc by themselves, except ma dire steation, The military alse takes a
conservative position (Franke, 2001 ) as they are used to getting new and unknosm weapans,
demanding fengthy teats (Adamsky, 20200, Thiz value & surely incongrems with hosesss
practices that tend to maintam & rapid pace i moovaton. These chamcteristics mdeed will
indirectly affect corporate mvestment policy o they are seated as one of the decissmn-makers.

Mulitary connechion sivdies anad setting in Indmresia

A notable study that examines the military conmection i a firm is by Benmelech and
Frrychmmm {200 5, which fourd malitary CEOs whe pussue lower corporate mvestrent ane kess
likely fo be involved m fraodulent comporate activity and perform better durme mdustry
downturns, Following this, several stlies have begun to esamines other characterstics af
mafitary connecstion and is relationship wath corpomites, such 85 tax avosdance (Law and
Mills, 201 7, financial misconduct (Koch-Baymm and Wermicke, 2018), securities class action
I st Simpson and Saral, 009, mberest rates (Harymswan, 2008}, CSE disclosare (asih
et ad, 2009 and suditor choice (Harymawan, 20200, A recent stady examines China's military-




connected finms’ innovation intensity by emphasizing ther nsk-averse traits (Goo o af,
2120, These studies conjectire an essent gl imsight that mibtary connecton m hass
probiferated for the past five yeams

U traced back to itz ocigin, the mibtary conmection e busmness topics 15 crossed with
political comnection studies. In an Indonesion oontext, Fisman 2001 exammed  fmms
oonmected with Subarto, an Indonestan President with a dominating matiGiry: backarourd
whe retgned for over 30 yvears Even though heused the politica] conection term in his study
and did not mention any ferms related o the military, numeroos busines sectors were
mmatiagied by miliary Bichons (Xueving, 2014). This interrelation s also supported by Faccoo
(2006} andd Harymawan of al (20630, who developed and used a messurement for poltically
conmected firms, one of which 1= based on therr closeness to a op offical In the Subaro
regime, ndividuals with a pivotal position i military forces were undoubtedly linked to
Suhario, who had the bighest authonty i the Indonesem government and tended fo have
sevieral corporates to ensure financal condshions.

Desspite the Subarto regme coming to anend i 19598, the Indonesim milisery nfluence m
busmess canmot be perorived to have ended instantiy. There were heivy ressstances from the
malitary as the basines reform would be detmmental for their extensive network of formal
and informal enterprizes They tred o ciroumvent government imitatives to control milsary
buzmesses (Mictzner, 2006 Mietzner and Misol, 313 A= a result, numerous high-ranking
militzry officers still donmnate busmess zectors: through vanous indirect cwnerships (Misol,
M1tk Xueying, 2014}, even up until todsy (Harymawan, 2020} This dominance s also
inchrectly reflected in the Indonestan povernment’s central role, Sance 2004, ot least one of the
presidentinl candsdates and ministry beads has haid a military background, Therefore, based
on these explnations; it an be concluded that Indonesa providies & unigue settmg for
military conmection shedy,

In compunction with mibtary intervention in Indonesian business, Indonesia’s
technological innovabion eivirenment & appealmg for a research setting, Indonesia ranled
&ith in technolorical readiness-from 137 commires workdwide surveyed and Bgged in the
winkldwide medion 2] This renk is supported by a survey of more than 2 00 business leaders
conducted by Greneral Electric 2013), which shows business keaders from other coumiries
view that Indonesm has yet fo establish a onducive environment for mnovation.
Furthermore, 79% of Indonesia's business executives state the mternal inertia and the
incapacity to be nimble, failing at mpidly convertng ideas mto actions is ad:u.llm,qt This
propartion scares 17% pomts higher than the global average 62%) This onoeriainty =
worsened as there are moonststences among Indonestan u'rrn}mnmpnhmmkﬁs.hmhrmm
a lack of coordination and agreement 3] hing perspectives on innevation poorities
acress both the private and pubbic sectors result in ineffictencies. This unpredictable milien
riges whether allocatimg o linge bodget for mnovation activities = 3 wise strategy.

Hypothess development

Schumpeter (1947} defined nnovation as simply deing new things or doing things that are
already beng done in & new way. Innovation 1 the mainengine for the firm to sustamm in the
face of tight compettion, A sufficent level of technological mnovation o knowledpe,
technology and value creation 15 one of the crucial factors o firms want to maimtain and grow
their fmancial condition and sustamability Chang and Tang, 2017}, If a firm fails to comply
with the mnovation derend, it el provide sn unfveradsde sotoomes for the Brms, such s a
Inck of competstive advantages or diminishing oorporate reputition (Duene Ireland and
Wb, 2007). This threat ia well-considered by the stakeholders, but, infortunately, handling
activities related fo mnovaiim reatin 5 nof 28 sanple as ther rsk nature, sspecially inoan
imatable techmology environment swch as Indoresia. Several cases are documented where
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firnz are experiencing (ailure one after another as they have not completely comprehended
the rsk behind tnnevation activities and merely suppiied an ample sum-of money to ironce
these activrties [ Amoadeo-Gyampsh of ol 20E)L Sampeon (2007} alsearrues that research and
development activibes do nol assuredly enhonce a firm's fmancial performance,
exceptiomally of the activities are not meintamed well.

Avare of the mroviabion activities sk, 8 military-eopenemoed board will not ke this ssoe
uncontrolled. Top managers’ militery experienoe con temper thetr will, caltivate cesponshility
and infroduce highly individimbzed thinking patterns and preference charactenstios, which
ubtEmately affect thear imovative behavior (Gue of al, 20 Thiz behaooe wies bualt dunng
e previous milfary career whese every net @ oot well thought oat conld kead to o Bital
outoome such as loss of comrades’ lves o warsone, This consistent dermend for 2 coreful
thinking framework doves soldiors to comprehensively analvee and comprehend any and
eviry potential threat from an moovation admaty, even after they guat ther miitary Greees
Bmmeone, X200, They are also knoan for thetr cilmness (Hartley #f @, 2005 in handing
uncortuntics, kmding to ther conservatism behaoor, Conservative basiness leaders are
documemited o avmdmg a high-nzk strategy (Benmelech and Frydman, 20055, incheding less
prisitang ks nnmaton mtensity, They peroenae these actvities as posseasingsa hagher thneat
e the firm's fmancial condition than focusimg on its potential banefits:

The SHEM Foundaton and NAVSD (2007) report show that one of the velerans'
challenges to transition into the usiness profession s developing continual innovation, This
result i due to the military centrabized commumd structure (A uit, 2005}, where most decsions
an based on 2 top-down approach. For instamoe, a soldier tends not to question the strtegy
adapted by thetr supenor and mot fakmg any action based on their mprovisaton that mecht
comtradict the headguarters’ order. This behavior gradually constructs 2 mimdset for seldiees
[incheding veterans} ter oot innovate carelessly, even after beng positioned a5 business
lesiders, Wit aind =ee =8 |:|.n:f|.-r.ub1|: strategy for them rather than aggressively movating
withaut proper analysi, especially in new technologry (Adamsky, 20200,

An nddmﬂr.ummb that drives g military-experenced board to be comservative in
perceVIng muovation intensity mvestment s taking full responsiblity for therr actons as
one of the miltary core valoes. This value could miskad into excessive effort to advocate
homor (5o of al, 20080, On the other hand, the military profession also guides cadets to
prionbze mamtainng their reputable image and wse it to earm high poise from socety as a
hero (rdan, 20012; Shepherd o af, 2009, These phenomena potentially kad to nsk-averse
behwrior that could mparr therr pride. A filore & oot an option for them, and this 15 m
comtrast with mnovation mtensity mvestment. where uncertamty b= its mam trat
Ursicosshu] mvestment intensity investment not only brmes ummeeded expense for the
firm bt 5 also detrimental for corporate reputation, specifically for thedr militnry-
experienced board like the ore which taking responsibility for the investment,

Furthermare, mailitary personmel Bk technical slalls directly related o sinesa (oo
ef wl, 2020 For instanee, fimancial, accounting, marketing and other expertise, including
experti=e on certam business-reloted technologies, could lead to imovation, such as
blockchain and business analytics. The mew science of the=e skills leads t0 o preater
uncertainty bevel when allcatng a firm's resources for innovation infensite nvestment. This
drawheck makes mlitnry-experienced bmeds bosed when consdening the valoe of the
inmovation mbensiy investment as they possess Hmited Enowledge of it They will tend o
avoud the mvestment that 15 oot wellrecognized, and for them, 1t 1= customary 1o peefer an
investment that & well kmown irstead of an inveatment wath full of uncertainty,

These explinations conchude that military personnel has conservative traits (Henmelech
and Frvdman, 2015), and it is confirmed by Franke's (2001) survey on the United States
Militnry Acadeny wt West Poimnt, whach found that one of the malitary cadets’ core vahes is
comservatim. Therefore, we posit the hypothesis;




Hi, Firms with molitary -cxperienced top management tend o have kawer innovation Innovation

intensity Evel due to ther msk-averse behavior, iﬂlE‘ﬂEiTF
Eeumrch design
Sy selection procednre and dida soiree
O simiple gelection provedure i@ reported in Table 1 (pane] A, Financal scoounting data
weere collected from Osmis datahase, while, for executive pﬂk.Wmmh
from firms snmual reports. Our sample mitially entaked 5550 ohservations of
Indimesiandesied fims over the 2000- 2018 per@l. However, we removed 1438 observabions
that chi==afed a= financal mdustnes SIC 6, We ilso remed fn.'lﬂmfm'wlﬂar
eariable was missing from Eq. { U and (2§ below, amosuntng 6 1613 and 1,608 Thenefore, e
firl sample onsisis of 2499 femowar observations for BEg, (1) and 2504 frm-year
i ratyns for Eg. (2.

1 {panel B) reports the industoy breakdown of the frmavar observations in the
smple using the sur@-digit SIC codes Amwongst the cight remaining industries,
manufctunng (SIC 2} B most broadly represented in the sample, totaling 675 frm-vear
observations, followed by other industry that falls under manutacturmg S 3 of 424 frme
vear ohservations, and mming and constrocton (SKC 1) of 418 firm-vear observations
&l A Sample selection fir femrear ohermmtions

Eepimon (1) Expiton (2}
Uinicgie Fam-
Barmphe selecmion Vi Tirsns Vs
Mummber ol finm-yenr with availbie miomatiom from 5,550 659 5550 (5]
dinbase (2] 0-2018]
fimmcml meduseory firems (500 G 4] 170 1) 1T
Liss: mssing daks 1603 L 1 fi 5
il amoianl o slservations 0 kil 1] it K- ]
Pl 1t Endvemiry bk dowr
Fauation {1 Equminn {5

lndbastry Unkpe  Firns Unigae  Firm-
{EIC) Indvmiry desemiprion firms yoare  DPereentnge fines years  Prropmmge
0 A iy, ety minl i 111 &11 14 11 211

fistung
1 Mfinmyr anel construct om 1} 415 1743 ik} 418 1755
) Abmulmtng 48 5 a8 a4 45 e
b | Menulamaring i 43 1751 i 424 1747
1 Trameperintion, 7 115 w21 a7 17 161

OOENTAREIm A,

elerine, ras and snetary

ETVCE
i Wihedessle and remd I 215 L] i 2 R
T SEVICES J6 215 E5] i 216 Hil
4 Services H n 142 ] n la2
Tkl g’ THE i il 1] ik e 1] 25K JELL
Note(w): This tibe reports the sl scbection for the 20102018 xnd ndustry brenkdosn of the senpie
i, Paned A prports the sebsctiom of firmeyesr obssrvmmns for ther analyees m this stedy, Parel 3 Table 1.
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Dhpwendent varwahies

We use two mesisurements to determuine the kevel of a frm's mmovateon mtensity, Conststent
with the previous teratare (Xioe, 20007, we employ research and deve lopment expense (RN
and infangible asset amount (INTAN) We select these two measurements of the firm's
mmncvation mbensity Jevel based on our prelminany research m the Indonesian setting as only
those two data are avadkable in the firm’s anmal report=. BNT E measured by deflating the
amnt of research and developed expense with total sales, whike INTAN is measured by
deflating the amount of intangibles asset with the firm’s total foced assel. Although we
setberted these b mussmement s hised on the greatest data dvaalabality, 20% of adr iniial
samiple did not discloze the raquired information.

perrae

O independent variable is dmoded by firm mibtary connection (MCOONL We pamg o
dichotomons variable s suggested by previous related stadies e, Benmelech and Frydoum,
5 Haryrmeeaan, 2030 Sanpson and Sano], 2009, We examme the profile of corporate boards
e oeedit oo tes to examane the exstence of miltary back ground. Indoness has adopted a
twotier govenance system in whach the board of directors will hold the function of
management BN, meludmg CEO, CFO i, whale the supervisory function & held by the
board of commessioners [BOG) (FC, 2008 Furthérmose, it = stated that one of BOCs
resporsibilities 15 0 ensure that fum's investment planning 1= appropriately l:l:ﬂ:hpuﬂ.
Specifhically, Indomesta’s Financal Services Authority stated that one of the audit committee's
duties and nesponsibilites = 10 review the implementation of mfermal awdit and sk
managerent practices (IFC, AN&) Themefore, one of their scopes 15 also ensurimg the firm's
investment amount. Those argpuments made this study using these three positions 2= 2 firm
military oconpection’s mensurement basts. If one of the menboned persons has mlitary
experience before taking the corrent pozition, the firm will bevahsed one and will be valued zero
if stated otherwise. We mammlly smrch the mdividual’s mibitsy experience on the respoctive
fimn's ammual report and other possible, relmble sources on the Internet (e Linkedin and
nitional news), We did not conssder the poron of nibtary connection withan the from's board or
anedit commuittes, This decision was taken a= we argue that it woulkd be less effectnee to have
more than one indwadual with military experience in mflumecing cor porate miovation mtensty
livel b addition, as fir as we know, there 1 oo prior Hterature utihang the porten of the
il iz y-oonnected board withim a finm o measure the firma's mil iy cormection.

Comirol varmabies
(hr control vanables are cibegorized inbo three groups, namely, mnovabonerelabed,
povernancerelpted and frm-levelrelated. We argue these varinbles could be related o the
firm’s mmovation miensity Evel, either based on prior literature or our mtonale In the frst
citegory, which is moovation-elated varnshle, we use the industry’s digitl level (TECH)
comstructed by Calvino o ol (208, which OECD authormes. Thetr analysts divides
industries mto four levels of dipial intensety usmg two dgits of 1SIC. Theredore, we convert
the ISIC condes into SIC codes, and based on that, we rmunaﬂfmm'i.utlﬂ digital inten=ity
of each SIC. Calvmo of ol s (2018} mdustry's digrial mtensity toconomy that employs doubbe:
dhigrt ISIC codes isprovided in Appenchx 1, We argue that the digahzmbon of peers within the
samme mcustry will encourage them to adapt o these environments. Firms within an mdustry
with a high kwvel of digital intensity will tend (o increase therr innovation miensity level to
preserve ther market position, and an nnovation enhancement budget will be one of the
firm's top pricrities ts be allocated.

Our sscond contmol variable category is the povernonee-related varinhle. Based on
prior research (Benmedech and Frydman, #5005 Guo o o, 2030 Harvmawsn of o, 2020,




several governance related variables have bem used 1o ontrol moovaten intensity level,
namely, BOD, BOC, audit committes (AUCOM) and public scooentant firm size (BICHL Total
numbers of these positions will mprove the possibibbies of individuals dedicated to
managing mnovabon investment policy, As for the puble accountinge firm, the Big 4 =
believed to have better monitaring and consulting cpability than the non-Big 4 (Donelson
e al, 2008% Huonag of e, 20200, leadimg toa hgher bevel of innovavhon, Ther ofore, weangue thist
s variables will be positively related toa fem's inmovation fitenssty.

Char Bast control vanable caifegor v i the Grenelevel selvted variabde, This category consists
of fimn size (FSEEY leverige (LEV) tangihle ssset (PPE) fndd bobil loigdemi Linbilites
(LNLOAN), These varinhles are sefected following Harvmawan of ol (20200, who used it as a
vontrol varishle for BND expense vanables. We believe that lerge firms possess higher
freedom to allocate badget, nchidimg toward firm's mnovation. increasing it As for levergee,
thiz i used fo examine the firm's capital struchare as firms that rely more on the detst will
profitize paying its mterest over ottwr needs, such a5 financing the mnovation-related
expendibures, Property, plant and equpment vonables indirectly represent how the fom
depends on machinery, closely related to technology. Therefore, a form wath a hegher oot
of tangnble assetz lends 0 have a higher innosvation nfensty evel Lastly, the longterm
(bbbt s e expes ted capital souroes to firemnoe research and developmient activites as thes
activities mestly have more than one year lo complete the pisearch, Our variable definition =
provided m Appende 2 of this articke.

Research design
W use (VLS regressaon anabysis o test our hypothests i an Indonesian setting, Weemploy
bwo erirations b test our hypothests, respectvely. The negression squations are = llows;
BNDy = gy + MCON; + §, (CONTROLS, + A,YEAR,,+ fINDUSTRY,;+
(1]
II'rl‘AN.,- =F" + mhﬂ:ﬂﬂ._- 4 ﬂ-_._,lcm'.l'ﬂﬁlﬁ._. o+ ﬂu&rl.':lﬂl.ﬁ” o ,EI,_,lf‘ﬂ.ﬂJSTH'I".J + I
]

Main results

Dezeriplive shalislics

Woe prowide our sumimary of dats characteristics | Tabile 2, Cur migeal analyais shows that
Ivdomesia’s military connected fims’ amount = 22%, whike Haromeaan (20180 documents
that Indonesiz's militany-oomnected frmes from 2004 0 2002 acoount for only 4.73%. This
proportion difference i different from Benmelech and Frydman's (2015) argument, which
stabes mrilitary servention az business kaders hive a diminshing irend comganed 1o proe
vears, af lesst inoan Indonesian context, Therefone, it could be addstional evidence that
selecting vibernns s one of 1 firm's fop management = incemamg o indonsia and making
Brvcdamessian s suntable setting for milfary-connected firms’ study, In peane] B, we cain sse in fhe
military-connected frms sample that inmovation intensity proxy has lower mean vabss
compired o nonmilitary connected foms" smple, We alss identify that firms that pesition
veberans as a bop nunagement team have lower mdustry digigal kevel mesan vahse (1.782) than
theese whio dky not (1S5

Llnivarsste anolysis

In thiz study, we select two univanate analyses, namely a two-sample ftest and Pearson
correlation. Based on Table 2 panel C, we find a significant difference with a negative
coetficient of ENDY between nonmilitary-connected frms with military-conmected firms.
We also find several significant differences between nonmilizrny-connected frms with finms

Innovation
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which have military-expenenced lop managerment, soch as TECH BOTY, BOC, ALUTCOM,
BEH, LOSS, FSIZE, FI'E and LELOAN,

We provide the Pearson courelation test resuft in Table 3 as a second univariste test. Based
on Table 3, we find a sigmificant negative relationship between MOON and BND (3 = 0010,
Thiz result confirms that m both univariade fests, the negative relatonship between MCON
and BND 1z oomsiztent. We dooument other significant negative relationships, {or instance,
LOSS and LEV with RN, LEV with INTAN and TECH with MCON, Additional significam
positive relationsiaps are also docwmented between BOE, BOC and ROA with ENIE TECH,
BOD, BOC, ALCOM and FSLEE wath INTAN, and BOD, BOC, AUCOM, BIG, LOSS tnd LEY
with MCON, Overall, both umsvarzne test results show that a military connected firm tends o
have a lower level of innovation: activities prooded with BEND In comparson, regandog
mnovation outpa (INTAN), a mulstaryconnected firm does not have & sienificant difference
with firms without mibitary connection. To conclude, the umvarate fest shows
nconsistencies 0 support the hypothesie az we only found the desred result in BND
whien using two-sample Mest and m INTAN when using Pearson cormelation. Thas difference
drives us further to examine the relationship usmg multivarsbe anakyss,

Multrparile avielvas

Tinlala & prowadhes vz the result of hypothess testing usang OLS regressioy, We find ssygnificnt
megntive relatonship between militaryconpectesd finms with both innovation atenaity
provcies, nammely RND (coeff. = —0130, ¢ = —308) and INT AN (coeff, = —0007, = —275),
With coefficient 0130 m RND, it mesins that BND diferences in miliary-conmected finms and
monmskitary-connected mre 13% of sales The miliry-expenenced board's  presence
decreases the intangible asset by O7% from tofal asscte. These percentiges are
comsidered subsiantzl change as BND and INTANS average vahses from Table 2 are only
2259 and 22%, respectively. Thiis, the vermge valie of BRD and INTAN g proportion s
dominated by the existence of top management’s military experience, which e 56.77% o
RNTY ancd 31.82% for INTAN.

The regression result confirms that vetemns positioned s a top nenagenent lesim are
rigk-averse and, of the some time, able to indluencs the inmovation intensity investment palicy
i the Tirm. Thu:i T hypﬂhﬂm in = sindy & not rejected Hesides, we document pdpested
R increases in both expsitrone after adding the MCON varmble, which imphies that MCON
= explanad oy power i termes of END and INTAN,

Robustness Tesis

We employ severa] endogensity et to ensure runimised endogeneily Ssws ool eaulis,
The endogenery tests wsed inclode propensity score matching (FSM) regression, CEM
regression, Heckman tweestage negression and change anzly=is regression, These tests ane
essential as realworld dafa indicate that firms do oot emerge mndomly o uniformly
wildwide, Semilnrly, mdividusls are not randomly assigned postings or uniformdy develop
mtanigperial trats (Reeb of ol 2002), Thass, if there are i farther tests reganding endogenisty
i, our arslveis viokiies the necessary condibons o make them a vabd test (Boberts and
Whited, 2015

Propesrsity seove madvhig mird coarsencd exacl malching regression

PEM is belived one of the tosks applicable o deal with the self-selection bins problem.
Apcording to Lavwrence of ol (30111, PSM effectively eliminates the Bigr 4 publse scoounting
firm's effect on client charactenstics. Inspired by their research, this study employs & similar
method that s bemnning to gam populanty among business scholirs. We argoe that thes test

Innovation
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Mote[s): ThE mhle reports the resul of (LS regression for hypothesss testmg of this shady, Column | and 2
specificaly exmmaming the mnoverion notvities (RN while colamn 3 and 4 ore exnmmning the inmovsten
gt (1T ANL This best was doiee afler winsorksing e dits for 1 and 99%, | statistics o pireibeses
e nd, Tpe 0, " nm

Tnble 4,

B ipresmion resall

i5 vital &5 other observed firm chamcteristics can infhience the kevel of nnovation mtensity
ingtesd of the military conrection variable geel], The FSM method = apphed osmg logit
regmession and with a replacement nutching algorithm, We wse the (001 caliper vahee o
improwve [he cpadity of matching and enforces common supgor becaise trested cases withost
unireated cases within the (0] cabper vahe are discarded. The loge regression model s

presented below:
._._.‘_-_) w fly + o CONTROLS,, + 1, INDUSTRY, + » (8]

The logit regression result and the two-sample Hest resules of matched sample Tove been
presemvted m Appendio 3 and 4, respectvely, Finally, we provide the result of PSM regression
in Tahle 5 below:

Based an Table 5, we dooument ingigmificant relutionshey between militry oonmesction
with mmovation activities (coefl. = —0068, f = —1.15), In contrast, we found & sggnificant
negatve relationship regarding mnovaton output jooeff, = —0N7, + = 203, which
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Mabeir): Thiz whle reports the resalm of the propessty aooare moiching reression st aErg 529 frmyear
abecrmbons The decveased amout ol obsermnons due o FEM requeemmis for obeervaioss 1o cassily
miabched by PS80 This bt was done afier winsoraing e data for | and 5%, § sialitks 6 penendheses
0L T DR T p o 00

partiadly supports dur hypothesis.: For additonal observed varables selfselechion bims test,
we emphyy CEM regresson to enhance our mobuostness test result, CEM = bebieved more
eminent than M as the FEM design chodce has several weaknesses, ve. matching with o
without replacement, the muonber of additional warables in the model, the number of
iterations and bootetrapeang analysis {Harpmersan, 2008), Our CEM megressem mesult 1=

rovrbed in Table & Cur CEM test emplovs TECH, BOD, BOC, AUCOM, ROA_LEV, PPE and
ENL{}.-\.}-I for matched varsables based on five strata.

Unlike the PSM result, we find a higher level of robustmess results in the CEM test
result. We find simifiant negative relation between military connection with both
innovation mtensity proxies, namely HND fcoefl. = —0133, § = —214) and INTAN
froeff. = —0006, { = —167). This result confirms that wsmg a matched approach, our
argument where firms are beaded by on ex-military personmel has low miterest in
immovation miensity mvestment policy & confimmed. This could indicate that mlitary-
vonnected firms mplement a wait-and-see approach o the context of mnovabon as 1t 5
aedd m thedr borrd s based on prior experience in the military profession, as highlighied
the second section of this sy,
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Motels): This mhle repiorts the resnks of CEM egreszion st cemg 1072 firmaver cheormtane for first
eqastion el and 1074 Som-vesr obsorvanos {or the second one The CEM s is eised on all congml
vaiables dised & e meodel ail oz ve st e s The deciemsed sipomit of olservabions dis W syeial
requinsests m CEM for olservations o onder in choenfed matched by CEM. The test was done afier
winenrizieg the datn for | snd 957, { stnfisthcs in parentbess
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Hecknnan troo-slage regression

Folkramyg prior studes examinmg s fmm’s military oommection (Harymswn, 2080 Neasth o o,
MW, we argue there are possibilities of unobserved variables that coold mfluence the
innovation mtensity and military commection varinble. Unobeerved varables are known as
variahles that are not included m the main regression model bat may have a relationshg with
thw dependent varinble. In addition. hinng mansgrement with milstary experiene alsoexposed
withself-selocton bms = as frms ane freely choose whether they emgloy management with
oF withisst military ecperence. Whien combined, if 15 possible that the ooe who has relatvnship
withinnovation intensity i not the nuilstary conmection tkself, but it 15 the uncbeerved varibles,
Therefore, we employ Heckman's two-stage regression analvsis to address this issme to
minimize the oocwrence of undesired redationship sources from mitary conmection traits
instead of milfary connections. We empdoy two instrumenisl varsbles arginally dernved from
Kimn and g (306 MDISTANCE, representimg the natural kgarithmiof kikemeters distance
between firms” HEQ with the nearest militiry base, and FPROBOOSNECT, whach measures by




M

the perventage of miltary conmeded firms in a dngle industry and year Tu'hr e specific,
we cadctslate PROBCONNECT for firm £ im mdustry 7; we exchele the firm o's MOON vahoe.

We drpue that frme’ HO's closer distance with the oearest military base will make fims
recnunt veberans, This arpument is based on the increases m the probability of stmalar area
operitions, which may. benefit the fioms o they have awelknown malitary, The arguament =
aksn miirectly supported by Cooper of g 20004, who found a fom's tendenois 1o employ
politictans when they are located in the s state, Furthermore, soveral mdustoes that aften
infersect with =everal regulatxns (minmng, property, impeet and export, ebe) may bave
Givorable if they hired mliiryconbected persons o e their bureaucracy process
(Miitzerier and Mizol, 3012 Therefore, the tendency of hiring top management with military
eXperience wil]h:hua.slu:lll'thnirmmrtmt‘awnlm same mdustry do the oxoact same
strategy as it will benefiting them. These two variables are believed not to directly correlate
witha fam’s immovation intenssty level excegt through the military connection varable itself
D Heckman two-stage regressxmn anahysis is provided m Table 7.

Our Hecknan two-stagee razression analvees shows that PROBCOSNECT has significant
positive relatonship at 1% level with MCON fooefl = 2206, ¢ = 360), while the other
mstrumenial varmble, MIISTANCE, docs oot show significant relatonship m first colimn
fooefT, = (0, £ = 0.49% This ressult implies that the competitor’s militryasperienosd board
within the sime mdusdry drives Brms to recrunt veterans as oneof their top manogement Lemms
as expected, On the other hand, our prediction for the relationship between MDISCTANCE and
MO has not been proven. Onee plansible explaration s firm's location s decided to achseve
spocific strategric benefits such as an advanitage in the tmmsfer pricmge system, corporate @ix
rabesand mdustrial structure (shikeve, 25} Therefore, the close distance between frms” HG
with the nearest milstary base 15 more to comcdence than deliberately, and it = ot
astonmtcally not making firms reonut veterans as their top mansgement.

In the gecond stage of regression, we fmd significint negative relationzhip betvoeen MCON
with END (coeff, = =031, f = 3000 and with INTAN (oocff. = ~0008, | = -24]), In
regard of MILLS, it shows msigmificant result on BND {coeff. = 0758, ¢ = 51) bat has
statistically significant result on INTAN [coeff, = 00124, ¢ = 206} This resalt confirms that
oy model result mothe mum analyss did oot fully expenence endogeneity ssue, specifically
unochserved vanobles is=we, as the resolt s consistent bot the MILLS varihble m INTAN
modid shown statistically significant result.

Cloamge regression
Ohr last mobustness examinabon & through change analvsis. La of af 2019) argoe that
changee analy=is & an approach establishing eausality between CEUYs chametariatics and
thir firms’ behavior within the same firm. Adopting this rationnle, we sugpest the extent thai
firms’ risk orentations do o dranstically shift ina shoet period; & change m innovation
infensity accompanying 2 change of military-experienced top manapement would surgest a
cniesal relationship. In this analysis, we follow L ef ol 2009, which only includes firms that
recrudbed ex-mibitary mindmmm for one vesr and mudmuem el ght vears during the nine vears
study period. As & regult, we only inchode 583 firm-vear obsereations for the first mode] and
5 for the seoond model, iwstead of 2499 and 2 50 for each model

Based om Table B we find conststent nesults m the second research equations proposed
with the mam anabysis result fooeff. = <0116, f = = 1,711 On the other hand, the RND mode]
hns an meignificand result with o coefficiens —0073 (f = —0.95). This resuli sigrgests that
when a firm re places nonmilitery top maragement with o malitaey one its tendeney torealize
innovation outpot is weaker, and vice versn. This relntionshipis due to conservative traits of
militristic op management that could change the realzation reguirement of certain
InovERLon projects nin assets.
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Additional analysis

We employ fowr additional analvses to enhnnee the profundity of melationships between
milifary-conmected (o with the fem's mnovabon mtensity, First, we split our semgle based
aa the mdustry's digntal kevel to ecemins the relibionship in each level of dyntabezation,
Secomd, we sepamte the military conmection based on 1ts pesition within a frm, We gdopt a
similar approsch with a second addational anabysis for the thicd, but we focus on military
affilation duning top management's nubitary career. The last additionsl analysis examines
the effect of newly appainted milinry basiness kaders.
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Split sammple based on imdisiry digital feee!
Benmelech and Frvdman (2015 found that foms headed by vetemns have better
performeance during the oisis compared 1o others. They imply this result as mbtary
personnel &= rned o pestram ther panic emobion and enhanoe ther stress managerent
during thetr career { Aldwin of aof, 1984), This argument bepds us to conchude tht a military-
ex perienced mdividual can think clearly, despite experiencing an external environment, and
this capahility could lead to better strategy formulating skills for a frm. Based on this
assampdion, we mitend to test the rnsk-averse innate traits of malitary-connected {rms @ oan
ervircamment that demands high bevel and continuous moovation. First, we sphit our sample
ingo twn sub-sample baged on Cabnno & af 2018} measurement on mdustry’s digimal intensity
level fow and mediom to low are considered low-tech mdwestry, whale medium io igh and
high mre considered high-ech indiestry), Our untabulated result shows that the high4ech
firmes have a statistically stgnificant kower proporton mmaliary-expenenoe (oocff, = <0052,
f = —1.766). The statistic result jpstifies gs focontime the test by splittmg our sample based
on its industry's digitnl intensity level as constructed by Calvine of al (2018} into four sub-
smples.

Tahle 9 provides the result of split sample regression. Most of our split sample cnfegory
{fowe, medium to kow and middle o hich) shows o negative relationship between mibitary
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comnecton with innovation intensity level especially for innovation product. Nevertheless,m
our high-tech sample, we document a significant positive relationship between MOON with
RMIDMcoeff. = 0661, 1 = 242 The spht sumple regression result m T able 9 confirms our pree
predichion, whereby if an ex-milimry personne] = seated as the firm’s board with a3 high lewel
of darital inbensity, it would drastically reshape its nsk preference behavior, This changng
behavior = believed doe o mibtary persomnel adaptme to o parbiodar envonment and
frmmubating an appropriate rabegy to addrss challenges that may apeer, inchadimge a high
expectation of mpovation intensity in the high-technology indestry

The covporaly position of wrditary-connected person
As menbioned before, Indonesia adopts & two-tier governance sy=tem that compromises GO
and BOC, In additsn, the audit commutter = abo responsible for developng relable
investment planning but has lower jurisdactom than BOC, This difference made us mterested
m exammmyg the posibon of a frm's mitary-experienoed person’s miluence on rru!ll:mr
comnected frms’ risk-averse behavior. We employ the specific varable of military connection
based om its position withm a firm. MCON_BOD precisely if the military connected personis
poesit i as one of the board of directors, MOON_BOC for the bosrd of commassioners and
hﬂ:l'.l'q _COM for the audit comanittee. Onur regression &= separated mio two cabegories whens;
first, each regression model is exchusively for one type ufrruﬁtm'tuumﬁimtn.wdmhs
position. and the second, puts ol the vanabées inio @ smglke regression equatxes Cuar
regression result 15 provided m Table 10,

Based o Table 10, we can conclude that military connection has a signifiaint negative
relationship with mnovabion activities, regardless of its position and regression model
categores. In regard to mmovation eutpat, onky malitary-connected person posttioned on the
board of commiszioners has regative significant relationship, both m the excluzive modsel
feoedf. = = (08, f = = 305) and 1 combined mode] oeff. = =008, { = = 3411 We posit this
resultarses as, in the Indonestazetting, the board of commissioners his the haghest authorty
between these three corporate govemnance organs Therefore, ther mfluentinl power 5
meximized when positoned with high adhority, where, in this study context, a nsk-averss
behavior is reflected by the low level of mnovation cutputs Overall, regardless of its position,
a militiry-conmected firm tends to lmat ts mpovaton mtensity level,

The gf tliation of maklaryconnecled person
Using a similar approach to previous additem] analysis, we wanted o test whether
boards’ military affiliation mlsences a military connected firm’s rsk-averse behavior,
This test adopts the method by Nasih of ol (2019) that sphits militirye affliation o four
army, navy, air force and police, Specifically, in Indonesia, police are part of the military up
to 19589 which it can be aaid that most of thewr career valoe adopted = interrelnted (Melala,
HiM}. Furthermone, to strengthen srpument mehsding police into the military, we conduct
untabakited regression test similarly with the preliminary test but the excludng any
pofice 1m MOON wariable. The result shows that MCON has consistent sgmifscant
relationship with END (coeff, = —0114, { = -2300 and INTAN (coeff. = —007,
[ =-2430

We posit that, regmrdless of affillation, ex-mltery personmel sl carey oot the risk-averss
luzemess, kacding (o a firm's conservatizm approach in innovatin niensity investment, Our
inatial reanlt shows 2090 shaervations with ooy affilation, 24 air foree affilgations, 72 marme
affiliations and 189 police pifilistions. We provide the test result in Table 11, specifically panel
& for our first equanon model that examines innovation actovities (KNDY) and panel B for
inncration outpaats {INTAN)
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In panel A, we dentily that all mildary affilation types show o ignificant negative
rebitionship with mmovataon acivities. This could indicate thet T nwst military
personnel, regardless of their affiliation, the risk-averse behavior 2 oonstructed and sill
carried oot even after they no longer have 3 militnry cireer, In regard o innovation
oqtputs, we alss dentdy sipnificant negative relationship between milizry peraonne]
from vy feoeff, = —0010, § = —341) und air force (coeff = —0019, § = —3.77) with
INTAN in combined modal. Owerall, our results in Table 11 partially suppart our prioe
argument that all military affiliations show a negative coefficient, although several are not
stateiically significnt,

New appuinted nniletary-comnectd management

In this sub-section, we are nterested mn testing the mfkeentn] power of miltry-conmected
persons toward the frm's mmovation mitensity mvestment policy. Several stodies docoment
thait newly appointed management may not hove sufficent power to reshape corponate
policy. [t needs lomger tenure o gain mfluential power, Although there are mo compelling
theoretical argunents for why any one of these measures should be more appropertate than
another, Lewellymn and Muller-Eahle (2018 document 5 consistency in usmg fenure to
mezsure mEnagement power. Thus, tenure is one of the oritical reflections of management
power. However, concerming veterans seated a5 firm's top management, this argument may
miot apply a5 they likely have strong leadership and command skifl above average (Shepherd
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of wl, ANSL Aware of this coniradichon between these two sirenmlimes, we develop a new
vartable, nomely MEW _MOON, where i s valwed by one of a firm appomnted mew
managenent with nobktary experience or (0 if stated otherwize o the corment year. The
winrtahle i used toemprically test of vitermns kacbership stvie can overcome termine's necds to
influence innovation intensty imvestment policy. We sdentify that durmg our sample period
111 firms recmst top management teams with military expenence. Cur nesult = presented in
Table 12

Surpristngly, our results show significant negative relitionship between recent
appointment of op managemnent that has maldary experence with inbovation
activities (mefl = 0107, § = —2.15) and insignificant resull with innovation outputs
fooefl. = <0001, # = =ih21). This result confirms that military personne] has exceptomal
influentml power toward firmms’ innovation intensity investment policy . Although we dad
nof fmd & negative relationship in mnovation cutputs, Table 12 imples that, ina veteran's
frst vear of employment ag firm's top management, they can directly redwce the
RND expenses, which serves as a representation of their risk-averse traat, but unable to
directly adjust the intangiblés amount either from apitalizaton policy or externally
acgured
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Mobe(s): Ths mble reports our kst addeonal anabysis, whoch exomines the frm's ineovaton mtersaty level
that rovent by appoinied veterans as oo of ther boands, MEW  MCC Bere = p dumnny verable, where valusd
o of the mEEnry-conmstad person = appoirfed as oneof the boad of directors, bodd of eomméssimens of
andd commmut e = B curvent veas ar 0l atnied olfiowse




Conclusion amd recommendatio
lh:m:hwmmnddmmkpmﬁumufuﬁtﬂ{md fms, specifically m their
nnovation mhensity investment policy, We use ronfimncial Indonesian-lsted firms during
ZN0-2018 az Indonesz bas a long history with maltary mbervenbion in besiniss and substantal
uncertinties i the technokpgy environment. This study confimms that militery-oonnected fimms
barve loweer innovation imfensity, both i moovtion actrvitees and outpits, than frms that do ot
hive any miitary conpection. Char result s robust o weemploy several endogeneity tests o
oot fhe s selechon bine, Furthermone, we employ several additionad tests fo entance aur
understinding of miblanyconnected frmes’ relabonship with msovabion inkensaty,

The importance of the corsequences of selecting management with a particular
'badt.gm.mdas a wholie cannot be dented, One of these consequences = n.l'hl:tlﬂ ina firm's
moovation mbenstty myvestment |II|JE]. Thes study emphaszes the need to adopt more
comprelensive resesrch on the conunction befwem management with mibtary expenence
with firm's investment strategy. It is argoed in thes paper that research reganding nmlstary
conmechon has been too namrow in scope, mesfar az it has focused mamly on mibgry-
connected firms’ ethical business conduet. For instance, fraud (Bermelech and Frydman,
25, after receiving a lawsult Simpeon and Sariol, 2019, tax avoidamoe (Law and Mills,
2017 Anancial misconduct (Roch-Baymim and Wermcke, 2018) and (SR reporting (Nasth
cfad, 200090, As farur-\tt'art'nuan'..mﬂ} Benmaelech and Frydman (2015} and Guoo of af (220)
studied military conpection - the context of innovation vestmient policy. This paper
brosdens the scope of research by examining the types of mil tmry connecton and moovaton
intersity mvestment. This comprehensive view of the military connection assessment
highlights attention regarding each corpomite positon’ ErmI:lnn. eormeciim and its affliation
durmg a military career. This study differentiates into two categones that reflect the
mncvation prooess or activitles and mnmumwtwlﬁmﬂlmmmhmm'aun mitensity,
Thiz study may paint to the strengths and weaknesses n the appointment of management
with specific militery affiliation and their posstion

Further, this study may also affer insaght vty th ompning debeate about mibry-
connected firms". external environment, While the nsk-averse behavior of a mbitary-
connected firm is gererally acoepted and applied to the mnovation infensity settimg, i should
be emphasmed agam that nsk-averse behavior is kess dominant with technology environrment
adaptation skills of military experienced management. (n the contrary, if the riskaverse
behavior of mibteryr-comected firm understanding = not folkwed, the shareholders who
select management based on ther maltary experence will be mzsinterpreted as to its
consequenoes, which could even distract attention from important matters. However, it 1=
essential fo consader the current external condibion of a firm as it may reflect the altemative
tmken by a military-conmected firm, regardless of their original trait. Thus, these results also
emphasze the need to pnderstand bettor stakehobders” concept of & militaryconmected firm's
risk-averse behavior.

These fmdings are mterestmg and mportant, but specifically for mewly appomted
militarv-xperienced management, # contradicts several studies. We argue the managenwnt
tenure reflects their persuasive power toward the corperate policy as it1s found conststent m
prior studwes, despite several management power measurements (Lewellym and Muller-Eahle,
213 This s due to recently appoinfed management having kess reoognition and berg
perceved as “freshmem” who do ot understand the corporate operational and condibon
comprebensively, This argument, somehow, = not applied d the pew management has a
military backgroond, at least in diminishimg moovaton sctivities. This phe nomenon is self-
explanatory zs military persormel are peroeived a3 heroess who can plan, lead and take action
to achieve the poal settled i an efficient approach Bhepherd of al, 209, The result
underlines that management with a military career muy, unbke others, not meed some tme o
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The rlhlmlt of thiz mesearch, nevertheless, need to be umdersiond in Bght of their
brtations. This su.ld}'dimuntrm'ﬂ}dﬂth:ndwﬂualprmmgeu management with

makitary experience, which s plansthly interrelated with ther infiuenoe on carporate policy.
We enooursyre futere studses to employ this measurement to provide a more

expimatbon regarding its relationship. B addition, our messurament of imnovation infemsty
oy captures limited types of moovaton. We did not consider other innovation wancties,
siich a5 knowledype sharing syetems, product features, idea defroery systems and  many
others, Several studies using patent amount as ome of the innovation proxies, but only limated
bndonesian firma that specifically discloss their patent amount. This, fitune stodes ane

supgeted to employ more comgarehensive mnovtion messurements Our et limiation that
s possibly addressed by future studies is considering management compensation. Equity
meentives provided o management resulting management may tend to obey sharcholders
wanted, such as firm's moovation level Simialar to patent data, Indonesian-lsted fros are not
obliged tisdizclose therr management compensation amount; therefore, onlya small portion of
it discloses the informution,
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