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1 INTRODUCTION 

“A man forgets his good luck next day, but remembers his bad luck until next year.” 

E. W. Howe, American writer, in Country Town Sayings (1911, p. 118) 

 

How does luck affect the behavior of chief executive officers (CEOs)? CEOs play a pivotal 

role in organizational decision-making and outcomes, and this role seems to have increased 

substantially over the years (Quigley & Hambrick, 2015). Under this presumption, upper echelons 

theory posits that CEOs’ perceptions of environmental and organizational stimuli are shaped by 

their values, psychological properties and experiences (Hambrick, 2007; Hambrick & Mason, 

1984; Hoskisson et al., 2017) and ultimately impact their strategic choices. 

One core strategic choice that management and strategy research has focused on is strategic 

risk-taking (e.g., Benischke et al., 2019; R. J. Campbell et al., 2019). Numerous studies show that 

different CEO characteristics (see Hoskisson et al., 2017; Wang et al., 2016 for overviews) and 

contextual characteristics affect strategic risk-taking (e.g., Souder & Bromiley, 2012). However, 

one important contextual stimulus that the literature has not yet investigated is CEO luck. As 

opposed to the component of a firm’s performance that is attributable to its CEO’s skills, CEO 

luck denotes changes in firm performance that are beyond the CEO’s control (Bertrand & 

Mullainathan, 2001; Garvey & Milbourn, 2006).1 Thus, it remains unclear how CEOs’ strategic 

risk-taking choices are affected by the experience of luck and how different CEOs vary in their 

responses to luck. 

Luck is an exogenous environmental stimulus of both CEOs and firms. Higher levels of luck 

(good luck) might result from favorable market and/or industry conditions, whereas lower levels 

of luck (bad luck) might result from market or industry recessions. The exogenous characteristic 

 
1 The exogenous component of a firm’s recent performance might comprise not only its CEO’s luck but also the luck 

of various other stakeholders. However, because individual CEOs are responsible for a considerable proportion of 

their firms’ performance (e.g., Quigley & Hambrick, 2015), it seems reasonable to attribute the luck component of 

performance to CEOs. 
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of luck allows us to overcome the concern underlying upper echelons theory that the selection of 

executives and thus their characteristics are endogenous to firms’ situations (e.g., Bromiley & Rau, 

2016; Neely Jr et al., 2020). Consequently, we are able to investigate the causal effect of luck on 

CEOs’ strategic risk-taking choices. 

Behavioral decision scholars have shown that prior outcomes affect subsequent risk-taking 

(e.g., Ampudia & Ehrmann, 2017; Kaustia & Knüpfer, 2008; Kempf et al., 2009; Koudijs & Voth, 

2016; Thaler & Johnson, 1990). More generally, luck manifests itself as a positive or negative 

outcome that has been shown to influence expectations in different contexts (e.g., Feather, 1966; 

Hahn & Warren, 2009). Building upon behavioral decision theory and behavioral strategy, we 

argue that higher levels of luck increase the risk propensity of CEOs, while lower levels of luck 

decrease their risk propensity. Consequently, we expect a positive association between the level 

of luck and subsequent strategic risk-taking. 

Furthermore, consistent with the notion that individuals are more sensitive to negative 

outcomes than positive outcomes (e.g., Kahneman & Tversky, 1979; Kuhnen, 2015) and the 

literature on social psychology suggesting an attentional allocation bias toward negative 

information (e.g., Baumeister et al., 2001; Pratto & John, 1991), we propose that lower levels of 

luck (bad luck) reduce strategic risk-taking to a greater extent than higher levels of CEO luck 

(good luck) increase strategic risk-taking. Building on the rich body of literature on upper echelons 

theory, we subsequently propose that the negative effect of lower levels of CEO luck (bad luck) 

on strategic risk-taking is moderated by the past adverse professional experience of CEOs. Such 

prior negative experiences are likely to increase the salience of current bad luck, accentuating 

CEOs’ negative responses to it. 

Our results, which are based on longitudinal analyses of archival data, support our 

hypotheses. Following Daniel et al. (2020) by inferring luck from the component of recent stock 

returns stemming from firm-unrelated overall market and industry returns, we find that luck is 
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positively associated with strategic risk-taking. We also show that this effect is asymmetric, as 

CEOs react to bad luck by engaging in more conservative risk-taking policies while exhibiting no 

reactions in their risk-taking investments to good luck. Finally, our results show that the past 

negative professional experiences of CEOs, such as the experience of a negative market shock or 

past situations that involved bad luck, reinforce the negative effect of bad luck, leading CEOs to 

shy away even more from strategic risks. 

Our study makes several important contributions. Most importantly, our study is the first to 

examine the role of luck in CEOs’ strategic risk-taking decisions. Because luck is exogenous to 

CEOs and firms, we are able to show that luck has a positive causal effect on strategic risk-taking. 

In other words, CEOs’ strategic risk-taking is lower after lower levels of CEO luck (bad luck) than 

after higher levels of CEO luck (good luck). Apart from the literature on executive compensation 

for luck (e.g., Bertrand & Mullainathan, 2001; Daniel et al., 2020), turnover decisions (e.g., Jenter 

& Kanaan, 2015) and the CEO labor market (Amore & Schwenen, 2022), little is known about 

how luck influences the decision-making of CEOs themselves. By analyzing luck and strategic 

risk-taking, we document that luck also affects actual CEO behavior. 

Second, we contribute to behavioral decision theory and behavioral strategy research by 

showing that good and bad luck asymmetrically affect strategic risk-taking. In particular, the 

higher the level of bad luck is, the less subsequent strategic risk-taking CEOs are willing to take; 

however, differences in the level of good luck have no effect on subsequent strategic risk-taking. 

Several earlier papers have documented that particularly negative events such as a recession at the 

beginning of a CEO’s career (Schoar & Zuo, 2017) or the experience of distress (Dittmar & 

Duchin, 2016) lead to more conservative CEO management styles. Our findings extend this 

literature by showing that CEOs also asymmetrically react to increases in the occurrence of good 

and bad luck. 
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Third, we add to the upper echelons literature by focusing on how CEOs’ past negative 

professional experiences moderate their responses to luck. Earlier related studies mainly focused 

on the positive aspects of professional experiences such as tenure or industry experience (e.g., 

Finkelstein & Hambrick, 1990; Simsek, 2007; Zhang, 2008). Our results suggest that past negative 

professional experiences are important moderators of CEOs’ reactions when they are facing bad 

luck, showing that CEOs who are “branded” with such experiences exhibit an even stronger 

negative risk-taking reaction. 

Finally, our findings have several important implications for practice. Even though CEO 

luck is exogenous, responses to it are manageable. Particularly after having experienced bad luck, 

CEOs tend to reduce their strategic risk-taking, which might be detrimental to firms’ long-term 

competitiveness and performance (Hoskisson et al., 2017). Thus, more data-driven decision 

approaches or stricter board oversight might help prevent the potential adverse effects of 

behavioral decision-making. Furthermore, as the past negative professional experiences of CEOs 

strengthen this reduction in strategic risk-taking after bad luck, boards should consider this 

tendency when selecting a CEO. 

The paper proceeds as follows. In Section 2, we derive our hypotheses based on relevant 

literature and theories. The data and empirical methodology are explained in Section 3. The 

baseline results and several robustness tests are presented in Section 4. Section 5 concludes the 

paper with a discussion. 

2 THEORETICAL BACKGROUND AND HYPOTHESES 

2.1 LUCK AND RISK-TAKING 

Building on the fundamental premise of bounded rationality (Cyert & March, 1963), upper 

echelons theory postulates that executives’ perceptions of environmental and organizational 

stimuli are shaped by their values, psychological properties and experiences (Hambrick, 2007; 

Hambrick & Mason, 1984; Hoskisson et al., 2017). Ultimately, these managerial perceptions, 
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combined with values, provide the basis for executives’ strategic risk-taking (Hambrick, 2007; 

Hambrick & Mason, 1984; Hoskisson et al., 2017). Thus, even the most educated and influential 

decision-makers, such as CEOs, are not expected to be free of human dispositions when facing 

complex environmental and organizational stimuli. 

One important environmental stimulus that CEOs might respond to in their strategic risk-

taking behavior is luck, which refers to the exogenous component of firms’ recent performance 

(Bertrand & Mullainathan, 2001; Garvey & Milbourn, 2006). CEO luck might arise due to market 

or industry movements that are independent from previous CEO actions or decisions. Favorable 

market and/or industry conditions are associated with higher levels of CEO luck (good luck), 

whereas unfavorable market or industry conditions are associated with lower levels of CEO luck 

(bad luck). Thus, higher levels of CEO luck are likely to be perceived as more positive 

environmental stimuli than lower levels of luck. 

More generally, luck manifests as a positive or negative outcome, and it has been shown to 

affect expectations about future success in various contexts (e.g., Feather, 1966, Hahn & Warren, 

2009).2 For example, Thaler and Johnson (1990) find that positive prior windfall outcomes lead to 

more risk-taking, while negative prior windfall losses can decrease the willingness to take risks.3 

Based on these findings, Sitkin and Weingart (1995) theorize that a decision maker’s risk 

propensity is higher after positive prior outcomes than after negative prior outcomes. Indeed, the 

experimental results of Sitkin and Weingart (1995) show that the risk propensity of subjects who 

have previously experienced positive outcomes is significantly higher than the risk propensity of 

 
2 Kaustia and Knüpfer (2008) find that investors are more likely to subscribe to initial public offerings (IPOs) if their 

previous investments in IPOs turned out well. Similarly, Chiang et al. (2011) shows that high bidder returns increase 

the likelihood of participation in future auctions, but as bidders participate in more auctions, bidder returns decrease. 

Koudijs and Voth (2016) show that investors exposed to the risk of losing money in a lending transaction change their 

behavior markedly and decrease their risk-taking, while Kempf et al. (2009) finds similar evidence regarding fund 

managers’ behavior following poor performance to prevent potential job loss. Other studies suggest that young 

managers exhibit trend-chasing behavior in stock investments (e.g., Greenwood & Nagel, 2009). 
3 Individuals also tend to think of themselves as having a “hot hand” after a streak of positive outcomes (Gilovich et 

al., 1985). 
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subjects who have previously experienced negative outcomes and that this ultimately leads more 

risky decision-making on the part of the former group. 

Following this argument, Chatterjee and Hambrick (2011) state that CEOs who recently 

performed poorly become conservative toward risk-taking, while those who recently performed 

well become bolder. Using a sample of CEOs from publicly listed firms between 1992 and 2006, 

Chatterjee and Hambrick (2011) find supporting evidence for this hypothesis. Importantly, 

however, Chatterjee and Hambrick (2011) focus on the component of recent firm performance that 

is attributable to CEOs’ skill by subtracting industry performance from shareholder returns and 

return on assets. 

Translating these insights to the context of CEO luck and subsequent strategic risk-taking, 

we theorize that CEOs who experience higher levels of luck have a higher risk propensity, which 

leads them to exhibit a lower level of risk perception and thus higher subsequent strategic risk-

taking than CEOs who experience lower levels of luck. Consequently, we propose the following: 

Hypothesis 1. A positive relationship exists between CEO luck and strategic risk-taking, i.e., lower 

levels of luck lead to lower strategic risk-taking, and higher levels of luck lead to higher strategic 

risk-taking. 

2.2 GOOD VERSUS BAD LUCK 

Next, we argue that the effect of CEO luck on strategic risk-taking is likely to be asymmetric. 

We propose that bad luck, a negative contextual stimulus, is perceived as more severe than good 

luck, a positive contextual stimulus. 

The idea that negative outcomes loom larger than equally sized positive events has long been 

suggested by literature. Prospect theory (Kahneman & Tversky, 1979) predicts that responses to 

situations depend on the context of the corresponding decisions and the way these decisions are 

framed (Cannella & Holcomb). A key element of prospect theory is loss aversion, which suggests 
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that individuals weigh losses more heavily than gains of the same magnitude when making 

decisions under uncertainty (Benischke et al., 2019). 

Similarly, social psychology indicates that “bad is stronger than good” (Baumeister et al., 

2001, p. 362). The literature argues for an attentional allocation bias toward negative information 

(Fu et al., 2020), which is referred to as the negativity bias in the context of attention allocation 

(Smith et al., 2006). Summarizing this notion, Baumeister et al. (2001, p. 362) highlight that the 

allocation of a greater weight to negative stimuli “may be one of the most basic and far-reaching 

psychological principles”. Such stimuli produce larger, more intense, or more lasting effects than 

comparable positive ones (Baumeister et al., 2001). Furthermore, negative stimuli tend to 

inherently attract attention (Hansen & Hansen, 1988). Thus, negative stimuli have particularly 

strong effects on both the attention allocation process (e.g., Fiske, 1980; Smith et al., 2006) and 

the evaluation process (e.g., Ito et al., 1998; Kahneman & Tversky, 2013). Therefore, more 

managerial attention is likely to be allocated to bad luck than to good luck. 

Indeed, empirical evidence suggests that negative experiences have a particularly strong 

effect on risk-taking behavior. For instance, Malmendier and Nagel (2011) show that “depression 

babies”, i.e., individuals whose lives corresponded to periods exhibiting low stock market returns, 

take fewer financial risks and are more pessimistic about future returns, with more recent return 

experiences having a stronger effect. Similarly, Ampudia and Ehrmann (2017) investigate euro-

area households and find that crashes account for most of the effects on risk-taking, while the 

effect of booms eventually fades out. 

In the context of CEOs who have experienced adverse events during their professional 

careers, Dittmar and Duchin (2016) find that past negative professional outcomes, such as 

bankruptcy or distress, lead CEOs to implement more conservative corporate policies. In contrast, 

experiences of positive professional outcomes, such as credit rating upgrades or highly positive 

cash flow changes, have no effect on corporate policies. With respect to corporate social 
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performance, Fu et al. (2020) find that managerial attention is more likely to be directed toward 

negative issues than toward positive issues. Similarly, O'Sullivan et al. (2021) find that the early-

life disaster experiences of CEOs significantly affect corporate social performance and that this 

behavior is stronger for more severe adverse experiences. 

Taking into account the negativity bias in the allocation of attention and the empirical 

literature on adverse events and subsequent risk-taking, we expect that CEOs are likely to direct 

more attention to bad luck than to good luck. Thus, we conjecture that bad luck is perceived as 

more severe and has a stronger effect on risk-taking. We hypothesize the following: 

Hypothesis 2. Lower levels of CEO luck (bad luck) reduce strategic risk-taking to a greater extent 

than higher levels of CEO luck (good luck) increase strategic risk-taking. 

2.3 MODERATING ROLE OF NEGATIVE PROFESSIONAL EXPERIENCES 

In developing our baseline hypotheses, we advanced the argument that particularly low 

levels of luck, i.e., bad luck, reduce CEOs’ risk propensity and thus negatively affect their 

subsequent strategic risk-taking choices. In the following, we argue that previous negative events 

during the career of a CEO increase the salience of current bad luck events. Salience refers to the 

disproportionate weighting of information to which attention is drawn (Taylor & Thompson, 

1982). Cognitive psychologists have long suggested that people pay more attention to salient 

stimuli (e.g., Nisbett & Ross, 1980) since they may appear more vividly (Nisbett & Ross, 1980). 

A substantial body of research suggests that severe one-time early-life events such as wars, 

recessions or other disasters have long-lasting consequences on human behavior (e.g., Bucciol & 

Zarri, 2015; Callen et al., 2014; Cameron & Shah, 2015; Cassar et al., 2017; He et al., 2018; Kim 

& Lee, 2014; Malmendier & Nagel, 2011; Sacco et al., 2003). With the exception of a few studies 

(e.g., Eckel et al., 2009; Voors et al., 2012), this stream of research agrees that the willingness to 

take risks significantly declines following the experience of adverse events. 
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In the context of CEOs and past negative experiences, the literature mainly focuses on one-

time events occurring early in a CEO’s life, i.e., well before he or she assumes office. For example, 

studies have shown that formative experiences in early childhood (e.g., R. J. Campbell et al., 2019; 

Kish-Gephart & Campbell, 2015) or other imprints (e.g., Bai et al., 2020; Bianchi, 2014; Jung & 

Shin, 2019; Marquis & Qiao, 2020) affect CEOs’ corporate decisions. 

In addition, the literature suggests that CEOs who experience negative events such as 

disasters or crises early in their lives hold more cash in the short term (Dessaint & Matray, 2017), 

positively influence their firms’ corporate social performance (O'Sullivan et al., 2021), are averse 

to debt while leaning excessively on internal finance (Malmendier et al., 2011), have higher levels 

of accounting conservatism (Hu et al., 2020), and exhibit more conservative management styles 

(Schoar & Zuo, 2017). 

Finally, Dittmar and Duchin (2016) find that CEOs with negative professional experiences 

(e.g., bankruptcy and distress) make more conservative corporate decisions, consistent with the 

notion that adverse experiences lead to higher perceptions of downside risks and make CEOs more 

risk averse (Hu et al., 2020). Similarly, Faulkner et al. (2020) find that CEOs who have had 

distressing experiences adopt more conservative accounting policies. Faulkner and García-Feijóo 

(2021) find that distressing experiences alter the corporate payout policies of CEOs, suggesting 

that they are less likely to pay dividends and repurchase shares. Thus, severe negative events are 

predicted to have enduring imprints on CEOs that affect their psychology in the long run. 

If CEOs are constrained by bounded rationality (Cyert & March, 1963), their decisions 

depend on their attentional focus (Ocasio, 1997). CEOs tend to seek information and focus on 

environmental aspects that suit their own characteristics and peculiarities (Dearborn & Simon, 

1958; Thomas et al., 1991). Kiesler and Sproull (1982) argue that more attention is allocated to 

salient stimuli or cues. Subsequently, the information contained in these salient stimuli is weighted 

disproportionately in decision-making processes (Taylor & Thompson, 1982, p. 175). We argue 
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that past adverse professional experiences make CEOs more susceptible to negative events and 

thus increase the salience of current bad luck. Consequently, when bad luck is perceived as 

relatively salient, CEOs’ conservative strategic risk-taking reactions are accentuated. We thus 

hypothesize the following: 

Hypothesis 3a. The reduction in strategic risk-taking following lower levels of CEO luck (bad 

luck) is accentuated for CEOs who have experienced severe negative professional events. 

In addition to highlighting the impact of negative professional experiences, we propose that 

the salience of current bad luck is higher for CEOs who have experienced bad luck in the past. 

Empirical evidence suggests that adverse experiences that occur repeatedly (Ampudia & Ehrmann, 

2017) or that are relatively extreme (e.g., Ehrmann & Tzamourani, 2012; He et al., 2018; Ampudia 

& Ehrmann, 2017) persist longer in people’s memories and thus have a strong effect on subsequent 

behavior. For instance, He et al. (2018) find that auditors who enter the labor market during 

economic downturns, particularly after relatively severe downturns, issue more audit adjustments 

and exhibit more professional skepticism. Ampudia and Ehrmann (2017) find that the number of 

stock market crashes experienced is negatively associated with the willingness to take financial 

risks. 

In the context of CEOs, Cho and Hambrick (2006) and Ocasio (2011) show that CEOs tend 

to focus on information that fits their prior work experience, which is consistent with the attention-

based notion of salience (Wang et al., 2016). Since decision-makers face too many stimuli to 

understand, CEOs focus on stimuli that they personally care about, are familiar with, or have ready 

solutions for (Cannella & Holcomb). 

Examining the adverse professional experiences of CEOs, both Dittmar and Duchin (2016) 

and Faulkner et al. (2020) find that experiences that occur repeatedly have stronger negative effects 

on corporate policies than single negative experiences. This is consistent with the notion that 
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multiple adverse experiences are perceived as more severe and thus increase the salience of current 

bad luck (Bordalo et al., 2012; Tversky & Kahneman, 1974). 

Therefore, we expect that a CEO’s similar past exposure to bad luck accentuates the negative 

relationship between current bad luck and strategic risk-taking because the alignment of bad past 

experiences with current bad luck increases the saliency of bad luck: 

Hypothesis 3b. The reduction in strategic risk-taking following lower levels of CEO luck (bad 

luck) is accentuated for CEOs who have experienced similarly low levels of luck (bad luck) in the 

past. 

3 METHODS 

3.1 DATA AND SAMPLE 

Our sample selection process starts with all the U.S. firms in the ExecuComp database 

between 1992 and 2020. ExecuComp provides compensation data for the top executives of S&P 

1500 firms in addition to a few other large publicly traded companies. We focus on industrial firms 

and exclude firms with SIC codes from 4900 to 4999 (utilities) and 6000 to 6999 (financials), as 

is the common approach of relevant literature (e.g., Malmendier et al., 2011). For each firm-year 

observation, we obtain the name of the CEO, CEO characteristics and executive pay information. 

We collect firm fundamentals from Compustat and stock price data from the Center for Research 

in Security Prices (CRSP). 

We exclude all firm-year observations in which a CEO turnover took place.4 After dropping 

observations for which complete data were unavailable, our main sample comprises 24,153 

observations spanning from 1992 to 2020. 

 
4 A turnover is identified when the CEO in t differs from the CEO in the previous year (t-1). Both firm-years are 

excluded, given the noisy dynamics around turnovers and given that we cannot cleanly identify the fiscal year in which 

the turnover took place. Our results remain robust if we include these observations in our analyses. 
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3.2 DEPENDENT VARIABLE 

Our dependent variable is a proxy for strategic risk-taking that reflects the risk behavior 

undertaken by a CEO on behalf of his or her firm (Gomez-Mejia et al., 2019). Following prior 

research (e.g., R. J. Campbell et al., 2019; Chatterjee & Hambrick, 2011; Mount & Baer, 2021; 

Sanders & Hambrick, 2007; Zhu & Chen, 2015), we focus on three major forms of discretionary 

spending. Specifically, we employ the logarithm of the sum of research and development (R&D) 

expenditures5, capital expenditures and acquisition expenditures (plus 1) as a composite measure 

of strategic risk-taking because these components are typically substitutes of each other (R. J. 

Campbell et al., 2019).6 Consistent with prior research, we do not scale the three components by 

firm size but explicitly control for firm size in our analyses, which prevents the issue of spurious 

correlation common to ratio measures (Wiseman, 2009). 

3.3 INDEPENDENT VARIABLE 

Our main objective is to test whether and how CEOs’ strategic risk choices are influenced 

by luck. We follow the established literature and decompose firm stock performance into a luck 

component and a firm-specific performance component (Bertrand & Mullainathan, 2001; Garvey 

& Milbourn, 2006). Specifically, we follow the approach of Daniel et al. (2020), who decompose 

firm stock performance into idiosyncratic firm performance and exogenous factors stemming from 

market performance and firm industry performance at the CEO-firm level.7 Consistent with Daniel 

et al. (2020), we estimate the following equation using monthly stock returns at the firm (Firm 

Performance), industry (Industry Performance), and market (Market Performance) levels: 

 

 
5 Following prior research, we set missing R&D values to 0 (e.g., Mao & Zhang, 2018; Gentry & Shen, 2013; 

Hirshleifer et al., 2012). 
6 Our baseline results are robust to an alternative measure of strategic risk-taking based on a factor analysis of long-

term debt, R&D spending and capital expenditures (e.g., Benischke et al., 2019). 
7 Similar approaches have been applied by Bertrand and Mullainathan (2001), Jenter and Kanaan (2015), Amore and 

Schwenen (2022) and Al Sabah (2020). 
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Firm Performance
i,m

=αi+β
i
 × Industry Performance

j,m
+δi×Market Performance

m
+εi,m (1) 

 

where j corresponds to the industry of firm i and m denotes the month.8 The regression is 

estimated at the firm-CEO level (Execucomp id co_per_rol). The idiosyncratic performance 

component of firm i’s stock performance in month m equals the estimated intercept of equation 

(1) and the corresponding residual. We follow Daniel et al. (2020) and denote this measure as Skill. 

Luck then equals firm stock return less Skill. Similar to the approach of Daniel et al. (2020) and Al 

Sabah (2020), we annualize both Luck and Skill by taking the average monthly estimates over each 

fiscal year and multiplying them by 12. Because we estimate equation (1) at the firm-CEO level, 

we derive different coefficients for each CEO, allowing industry and market sensitivities to vary 

across the executives. Thus, even if two firms are competitors within the same industry, their Luck 

and Skill estimates may not be equal due to the different corresponding sensitivities.9 

The continuous variable Luck measures the exogenous factors affecting a firm’s 

performance. It will be negative when market and/or industry conditions are unfavorable and 

positive when market and/or industry conditions are favorable. Thus, higher levels of Luck indicate 

more good luck, whereas lower levels of luck indicate more bad luck. To address the notion of 

good and bad luck explicitly, we define a dummy variable, Badluck, which equals 1 if Luck is 

negative and 0 otherwise. Moreover, we construct two semicontinuous variables: BadluckHalf 

equals the absolute value of Luck if Luck is less than or equal to zero and 0 otherwise. Analogously, 

GoodluckHalf equals Luck if Luck is greater than zero and 0 otherwise. 

 
8 We closely follow Daniel et al. (2020) in estimating luck. We thus use equally weighted returns for the industry and 

market, include the focal firm’s return in industry returns, use a sample of firms from Execucomp with the same 2-

digit SIC code as a peer group to derive industry returns, and winsorize the returns at the 1st and 99th percentiles. 
9 In a further robustness test in Section 4.2, we assume that industry and market sensitivities are the same across all 

firms and we estimate a pooled regression including all the observations. 
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3.4 MODERATORS 

As explained in Section 2, we are interested in how a CEO’s adverse past professional 

experiences and experiences of bad luck moderate his or her negative strategic risk-taking 

reactions to low levels of luck (i.e., bad luck). To proxy for a CEO’s adverse past professional 

experience, we focus on two different types of experiences. First, we use major negative exogenous 

market shocks that some CEOs have witnessed: the financial crisis in 2008 and the terrorist attacks 

in 2001. There is ample evidence suggesting that both the financial crisis (e.g., Bassett et al., 2014; 

Bekaert & Hoerova, 2014; Guiso et al., 2018) and 9/11 (Sacco et al., 2003) affected the risk 

aversion of individuals. Thus, we calculate a dummy variable, AdverseExp, which equals 1 for 

CEOs who held a CEO position at any firm in our sample during 2001 or 2008; this variable 

remains 1 for all subsequent observations of these CEOs. For all years before these events and for 

CEOs who were not in office at the time of these events, AdverseExp equals 0. 

Second, we use information on whether the examined CEOs have experienced financial 

distress during their careers. We follow related approaches to measuring financial difficulties 

based on bond ratings (e.g., Almeida et al., 2004; Dittmar & Duchin, 2016; Gilchrist & 

Himmelberg, 1995). We retrieve domestic long-term issuer credit ratings for the whole set of 

companies from Compustat. We sort all the firms into annual deciles based on their ratings.10 Each 

year, if a firm’s rating falls within the lowest decile, it is classified as financially constrained, and 

all the other firms are classified as unconstrained.11 We then calculate an indicator variable, 

ExpFinCon, which equals 1 if a CEO was at a firm exhibiting financial constraints at least once 

during her career as CEO (either at the same firm or at another firm in our sample) and 0 otherwise. 

Finally, to proxy for past experiences of bad luck, we calculate two additional variables. 

First, we count the number of years during which each CEO experienced bad luck (excluding luck 

 
10 We translate the letter grades into numeric ratings on a scale of 1 (D) to 10 (AAA). 
11 We fill in missing data with the closest ratings (past or future). Otherwise, we classify such firms as unconstrained. 

Missing firms are not used to calculate the rating deciles. Since these calculations are based on the whole set of firms 

in Compustat, we restrict the measure to CEOs experiencing major constraints. 
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at t-1) and denote this variable as BadluckNum.12 Second, we calculate an indicator variable, 

BadluckExp, which equals 1 if the CEO has experienced bad luck in the past and 0 otherwise. Both 

variables are calculated at the CEO level.13 

3.5 CONTROL VARIABLES 

We include a number of control variables that have been used in previous strategic risk-

taking literature. We first include several CEO characteristics. Given that prior work experience 

may induce differences in the knowledge and abilities of CEOs that influence risk-taking 

(Wiersema & Bantel, 1992), we control for the age of each CEO (CEOAge) and his or her tenure 

(Tenure) in years. In addition, we control for CEO duality since it is related to CEOs’ influence on 

firm behavior (Lim, 2015). The variable Duality equals 1 if the CEO is the chairperson of the board 

and 0 otherwise. 

At the CEO level, we also control for compensation-related variables and incentives 

(Connelly et al., 2020; Kish-Gephart & Campbell, 2015). Specifically, EquityOwnership is the 

ratio of shares held by a firm’s CEO excluding options and divided by total shares outstanding. 

Furthermore, we control for option compensation (OptionPay), which is the ratio of option 

compensation to total compensation. Finally, we also control for total compensation (TotalPay; in 

USD thousands). 

We control for several firm characteristics at the firm level. First, we control for firm size 

(Size) because research suggests this factor may affect risk-taking and our outcome variable is 

based on unscaled components. To reduce skewness, we calculate Size as the natural logarithm of 

total assets. As firms with high debt ratios might not be willing to engage in strategic risk-taking 

due to financial constraints (Connelly et al., 2020), we include the variable DebtRatio, which 

equals the sum of long-term debt and debt in current liabilities divided by total assets. We further 

 
12 We opted against using the proportion of bad luck years because we understand the experience of bad luck as an 

absolute rather than a relative phenomenon. 
13 Defining these variables on the CEO-firm level does not change our results. 
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include the variable CashHolding, which measures the ratio of cash and cash equivalents to total 

assets because firms with more cash are more inclined to take risks (Connelly et al., 2020). We 

control for two different forms of firm performance (R. J. Campbell et al., 2019) by including 

return on assets (ROA), which is defined as net income over total assets, and Tobin’s Q, which 

denotes the ratio of market to book value. Finally, we include FirmAge as the natural logarithm of 

the number of years since the firm’s first appearance in Compustat plus 1. 

3.6 MODEL SPECIFICATION 

We winsorize all the variables at the 1% level to account for extreme outliers. Since our data 

comprise a panel of observations at the firm-CEO level, we employ a firm-CEO fixed effects 

model (FirmCEOi.c). This allows us to control for unobserved but time-invariant differences in 

strategic risk-taking across the firm i and CEO c combinations. To account for year-specific 

effects, we also include year fixed effects (Yeart). Throughout our analyses, the standard errors are 

both adjusted for heteroskedasticity and clustered at the firm level to control for potential serial 

correlation in the idiosyncratic error term of the regression (Wooldridge, 2010).14 Our baseline 

model includes a battery of CEO and firm characteristics as outlined above, which are represented 

by the vectors Zc and Xi, respectively. Finally, we include Skilli,c as a control variable and Lucki,c 

as our main independent variable of interest. The explanatory variables are lagged by one year. 

Hence, our baseline model takes the following form: 

 

Strategic Risk-Taking
i,c,t

= Lucki,c,t-1+ Skilli,c,t-1+ Xi,t-1+ Z𝑐,t-1+ FirmCEOi,c+Yeart+εi,c,t (2) 

 

 
14 Clustering the standard errors at the firm-CEO level does not alter our conclusions. 
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4 RESULTS 

4.1 MAIN RESULTS 

Table 1 presents the descriptive statistics and cross-correlations of the variables employed. 

With a mean of 0.148 and a standard deviation of 0.270, our luck variable is closely aligned with 

that of Daniel et al. (2020) (mean 0.153 and standard deviation of 0.267). The same holds for our 

measure of strategic risk-taking, which has a mean of 4.864 and a standard deviation of 1.662, 

while Mount and Baer (2021) report a mean of 4.21 and a standard deviation of 2.02. All our 

continuous variables are winsorized at 1% and 99%. In section 4.2, we evaluate the robustness of 

our results to winsorizing. 

------- Insert Table 1 about here ------- 

Table 2 shows the results of our regression models designed to test the influence of CEO 

luck on strategic risk-taking. Hypothesis 1 proposes a positive relationship between CEO luck and 

strategic risk-taking. In Model 1 of Table 2, the coefficient of Luck is positive and statistically 

significant (β = 0.066, SE = 0.023, p = 0.004). This implies that the more luck in relation to firm 

performance a CEO experienced in the past year, the greater her willingness is to take on 

subsequent strategic risk, which provides support for Hypothesis 1. 

------- Insert Table 2 about here ------- 

Next, we proceed to test Hypothesis 2, which predicts that lower levels of CEO luck reduce 

strategic risk-taking to a greater extent than higher levels of CEO luck increase strategic risk-

taking. In Model 2 of Table 2, we replace the continuous variable Luck with the dichotomous 

variable Badluck to distinguish between lower levels of luck, i.e., bad luck, and higher levels of 

luck, i.e., good luck. The estimated coefficient of Badluck is negative and statistically significant 

(β = -0.029, SE = 0.014, p = 0.033), suggesting that strategic risk-taking is lower in the bad luck 

domain than in the good luck domain. 
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To more directly test whether the reduction in strategic risk-taking in the bad luck domain is 

stronger than the increase in strategic risk-taking in the good luck domain, we include the two 

variables BadluckHalf and GoodluckHalf in Model 3 of Table 2. The coefficient of BadluckHalf 

is negative and statistically significant (β = -0.166, SE = 0.048, p = 0.001). This result reveals a 

negative relationship between the level of bad luck and strategic risk-taking, suggesting that CEOs 

reduce their strategic risk-taking under higher levels of bad luck. On the other hand, the coefficient 

of GoodluckHalf is positive but nonsignificant (β = 0.012, SE = 0.028, p = 0.661), suggesting that 

there is no relationship between increased luck in the good luck domain and strategic risk-taking.15 

Overall, these results show that the level of bad luck is negatively associated with strategic 

risk-taking, while the level of good luck has no effect. This implies that the relationship found 

between luck and strategic risk-taking in Model 1 of Table 2 is entirely driven by CEOs’ reactions 

in the bad luck domain. The coefficients of BadluckHalf and GoodluckHalf are significantly 

different from each other (F = 13.95, p = 0.0002), providing supporting evidence for Hypothesis 

2. 

Table 3 shows the results of our analyses intended to test Hypotheses 3a and 3b. According 

to Hypothesis 3a, CEO adverse professional experience accentuates the negative effect of bad luck 

on strategic risk-taking. In Model 1 of Table 3, the interactive effect of Badluck and AdverseExp 

is negative and significant (β = -0.057, SE = 0.025, p = 0.021), indicating that the negative 

relationship between bad luck and strategic risk-taking is stronger for CEOs who have previously 

experienced the 2001 and/or 2008 crises as CEOs. Figure 1 illustrates this interaction. 

------- Insert Table 3 about here ------- 

In Model 2 of Table 3, we employ CEO experiences related to financial distress (ExpFinCon) 

as an alternative proxy for CEO adverse professional experience. The interactive effect of Badluck 

 
15 From a conceptual point of view, Model 3 of Table 2 allows for a similar inference based on a model interacting 

Luck with Badluck. For ease of interpretation in relation to the coefficients, we opted for the approach of using the 

dummy variable Badluck (Model 2) alone and semicontinuous measures of good luck and bad luck (Model 3). If we 

run Model 1 with the interaction term of Badluck and Luck, our conclusions remain the same. 
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and ExpFinCon is also negative and significant (β = -0.068, SE = 0.030, p = 0.023), suggesting 

that past experiences of financial distress accentuate the negative effect of bad luck on strategic 

risk-taking. We plot this interaction graphically in Figure 2. Overall, these sets of results support 

Hypothesis 3a. 

Finally, we test whether past experiences of bad luck accentuate the negative effect of bad 

luck on strategic risk-taking. In Model 3 of Table 3, the interactive effect of Badluck and 

BadluckExp is negative and statistically significant (β = -0.069, SE = 0.023, p = 0.003). Thus, 

CEOs who have experienced bad luck at least once during their professional careers shy away 

even further from strategic risk-taking after these experiences. Figure 3 illustrates this interaction. 

In Model 4 of Table 3, the moderating factor BadluckNum captures a similar concept by measuring 

the number of years a CEO experienced bad luck while in office at any company in our sample.16 

Again, the interactive effect is negative and statistically significant (β = -0.016, SE = 0.008, p = 

0.047). These results suggest that past experiences of bad luck accentuate the negative effect of 

bad luck on strategic risk-taking, providing supporting evidence for Hypothesis 3b. 

------- Insert Figure 1, Figure 2, & Figure 3 about here ------- 

4.2 ROBUSTNESS 

To substantiate our results, we perform several robustness tests. First, we check for the 

sensitivity of the results to different ways of decomposing firm performance into luck- and skill-

based components. We follow T. C. Campbell and Thompson (2015) and Garvey and Milbourn 

(2006) by estimating a pooled regression using all the studied firms, which assumes that industry 

and market sensitivities are the same for all firms (Daniel et al. (2020). In other words, instead of 

estimating the coefficients in equation 1 for each CEO-firm observation separately as is done in 

our baseline specification, we estimate the coefficients in equation 1 using all the observations in 

 
16 Our conclusions remain the same when BadluckNum and BadluckExp are based on experiences of bad luck at the 

focal company. 
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our sample. The results regarding Hypotheses 1 and 2 can be found in Appendix I Table A1, and 

the results regarding Hypotheses 3a and 3b are displayed in Appendix II Table A2.17 Overall, the 

results remain very similar. 

Second, we vary the model specification and utilize firm fixed effects instead of CEO-firm 

fixed effects. The results are displayed in Appendix III Table A3 and Appendix IV Table A4; 

moreover, they remain robust. Finally, we evaluate the sensitivity of our results to the baseline 

choice of winsorizing at 1%. Our results remain robust if we do not winsorize our variables. 

5 DISCUSSION & CONCLUSION 

How do CEOs respond to luck? This paper examines whether luck, a prevalent contextual 

stimulus, affects the strategic risk-taking of CEOs using archival data. We find that CEO luck is 

positively associated with strategic risk-taking and that this relation manifests solely in the bad 

luck domain. In other words, our findings show that CEOs reduce their strategic risk-taking under 

increasing levels of bad luck but do not react to different levels of good luck. This is consistent 

with our theorizing that lower levels of luck decrease CEOs’ risk propensity and that CEOs allocate 

more attention to bad luck than to good luck. Finally, building on upper echelons and saliency 

theory, we theorize and show that CEOs who have experienced adverse professional events and 

CEOs who have previously experienced bad luck exhibit accentuated negative reactions to current 

bad luck. 

5.1 THEORETICAL CONTRIBUTIONS 

Our study advances different streams of research. First, we identify luck as a determinant of 

strategic risk-taking. The relevant literature primarily focuses on how CEO characteristics such as 

tenure or industry experience affect strategic risk-taking (e.g., Finkelstein & Hambrick, 1990; 

Simsek, 2007; Zhang, 2008) and how contingencies such as the environmental context or 

 
17 The results also remain similar if we include executive fixed effects in the pooled regression used to estimate 

equation 1. 
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organizational context (see, e.g., Carpenter et al., 2004; Bromiley & Rau, 2016) mediate or 

moderate these effects. We depart from the previous literature by focusing on luck as a contextual 

stimulus that is exogenous to firms and CEOs. This addresses the major metacritique of 

endogeneity underlying upper echelons theory that organizational outcomes or environmental 

factors might influence the profiles of CEOs who are selected (Neely Jr et al., 2020). 

Given the prevalence of luck in different contexts of economic decision-making, it is a 

particularly important contextual stimulus affecting virtually every economic agent both inside 

and outside organizations. Through the lens of behavioral strategy, our results suggest that CEOs’ 

reactions to luck are similar to those of laypeople in other economic contexts (e.g., Darke & 

Freedman, 1997; Jiang et al., 2009; Wohl & Enzle, 2003). This is consistent with the argument 

that the rational-manager paradigm, which has enjoyed the long-term support of literature, fails to 

properly account for the investment and financing decisions of CEOs (Guenzel & Malmendier, 

2020). 

By examining the role of CEO luck in strategic risk-taking, we bridge between the finance 

and management literature. Luck has been examined extensively in the context of executive 

compensation, and it is typically found that CEOs are rewarded for good luck (e.g., Bertrand & 

Mullainathan, 2001; Daniel et al., 2020). However, such literature has only recently started to 

examine how luck affects organizational outcomes in realms beyond that of compensation. For 

instance, Jenter and Kanaan (2015) find that CEOs are relatively likely to be dismissed for bad 

performance beyond their control. In a similar vein, Flepp (2021) finds that corporate boards 

consider uninformative performance outcome signals in their forced CEO turnover decisions. 

Amore and Schwenen (2022) find that lucky CEOs have better job opportunities outside their firms 

and obtain higher compensation when they move to new firms. We extend this stream of literature 

by showing that luck affects not only board decisions but also actual CEO behavior, including that 

related to key corporate investment decisions such as research and development, capital, and 
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acquisition expenditures. Thus, our paper adds the important element of luck to the behavioral 

strategy research literature. 

Furthermore, our findings add to behavioral decision theory in the context of executive 

behavior. Consistent with literature on loss aversion (e.g., Kahneman & Tversky, 1979) and 

attention allocation toward negative information (e.g., Baumeister et al., 2001), our results suggest 

that the differential perception of equally sized good and bad outcomes is important. Negative 

contextual stimuli are likely to be perceived as more significant than equally positive ones 

(Baumeister et al., 2001). We acknowledge that the literature on upper echelons, particularly that 

on past experiences and CEO behavior, already suggests an asymmetric effect between negative 

and positive experiences and organizational outcomes. Indeed, a range of empirical investigations 

show that particularly negative events have a strong effect on CEOs’ decision-making (e.g., 

Dittmar & Duchin, 2016; Malmendier et al., 2011; Schoar & Zuo, 2017).18 Our paper contributes 

to this literature by showing that such asymmetry is also inherent to CEOs’ reactions to good and 

bad luck. This is an important and novel insight because the contextual stimuli of good and bad 

luck occur exogenously and are likely to be more prevalent than the selective, one-time past 

experiences of CEOs. 

Finally, adopting the lens of upper echelons theory, we further focus on the role of past 

professional experiences in dealing with luck. We are the first to examine how the negative 

professional experiences of CEOs moderate their reactions to luck. Our results suggest that 

relatively strong behavioral reactions are induced by not only similar past bad luck experiences 

but also less-related negative experiences such as financial constraints or the major market shocks 

of 2001 and 2008. This insight provides a more nuanced view of how imprints from past 

experiences translate to organizational behavior beyond direct effects on corporate policies (e.g., 

 
18 The importance of adverse past experiences for human behavior is also found among lay’s people (e.g., Cassar et 

al., 2017; Callen et al., 2014; Cameron & Shah, 2015; Kim & Lee, 2014; Malmendier & Nagel, 2011; Bucciol & Zarri, 

2015; Sacco et al., 2003). 
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Dessaint & Matray, 2017; Dittmar & Duchin, 2016; Malmendier et al., 2011; Schoar & Zuo, 2017). 

Moreover, Guenzel and Malmendier (2020) argue that traditional corporate governance and 

economic mechanisms seem to be largely ineffective in terms of fully curbing managerial biases. 

Thus, our paper contributes to the crucial understanding of which CEO characteristics accentuate 

undesirable behavioral responses. 

5.2 PRACTICAL IMPLICATIONS 

From a practical perspective, our findings highlight the importance of contextual stimuli for 

CEOs’ strategic decision-making. Although luck is exogenous to firms and CEOs and thus not 

manageable per se, responses to luck are. Thus, an increasing awareness of CEOs’ behavioral 

responses to luck might prove to be helpful in improving future decision-making. The 

psychological literature proposes two fundamental approaches to debiasing: “modifying the 

decision maker” or “modifying the environment” (Soll et al., 2014), which might both be of 

practical value in terms of curbing the adverse effects of responses to bad luck. 

According to the former approach, i.e., “modifying the decision maker” (Soll et al., 2014), 

education enables people to enhance their decision-making. Although most CEOs have undergone 

extensive academic education, domain‐specific training on decision tasks might make a difference 

in this context. Alternatively, the use of cognitive strategies or more data-driven approaches for 

decision-making might help CEOs interpret bad luck situations more objectively. 

In the spirit of the latter approach, i.e., “modifying the environment (Soll et al., 2014), our 

findings have implications for institutional features designed to curb adverse behavior within 

firms. For instance, stricter oversight of the board or stronger incentives might help improve 

decision making. Furthermore, as past professional experiences accentuate negative strategic risk-

taking reactions to bad luck, boards should consider candidates’ adverse professional experiences 

when selecting a new CEO. 
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5.3 LIMITATIONS AND DIRECTIONS FOR FUTURE RESEARCH 

As with all empirical studies, our investigation is not free of limitations. First, luck cannot 

be directly observed and must be estimated. We follow the latest research in building our luck 

measures at the CEO-firm level, considering that executives’ sensitivity to exogenous factors 

might vary. This approach should provide more accurate estimates of skill and luck (Daniel et al., 

2020). However, it is not clear whether CEOs interpret luck accordingly, and some measurement 

error is likely to remain. In addition, our investigation focuses on CEOs only. However, other 

members of the top management team (TMT) might also play an important role in evaluations of 

good or bad luck situations for subsequent decision-making. 

We envisage different paths that may prove fruitful for subsequent research. While we 

provide evidence that past experiences accentuate CEOs’ negative risk-taking responses to bad 

luck, we do not examine factors that attenuate this response. Thus, the question of how the potential 

adverse consequences of behavioral decision-making can be curbed remains open for future 

research. Moreover, CEO luck may play a pivotal role in other strategic actions, such as those 

related to strategic scope (e.g., international diversification) or strategic change. Shedding light on 

the different ways in which luck shapes corporate decision-making will contribute to our 

understanding of why some firms are more successful than others.
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Table 1: Descriptive Statistics and Correlations 

  Mean SD 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 

1 Strategic Risk-

Taking 
 

4.86 1.66 1.00                      

2 Luck  0.15 0.27 -0.01 1.00                     

3 Badluck  0.24 0.43 -0.04 -0.69 1.00                    

4 BadluckHalf  0.05 0.13 -0.06 -0.66 0.63 1.00                   

5 GoodluckHalf  0.19 0.22 -0.04 0.89 -0.49 -0.31 1.00                  

6 BadluckExp  0.54 0.50 0.01 0.08 -0.07 -0.04 0.08 1.00                 

7 BadluckNum  0.96 1.23 0.01 0.06 -0.05 -0.03 0.06 0.73 1.00                

8 AdverseExp  0.45 0.50 -0.02 -0.04 0.06 0.12 0.01 0.54 0.53 1.00               

9 ExpFinCon  0.14 0.35 -0.04 0.03 0.03 0.06 0.08 0.05 0.11 0.07 1.00              

10 Skill  0.03 0.33 0.04 -0.03 0.02 -0.01 -0.03 -0.02 -0.02 -0.02 -0.01 1.00             

11 Size  7.23 1.56 0.80 -0.07 0.01 -0.01 -0.10 0.07 0.09 0.02 -0.02 -0.02 1.00            

12 ROA  0.04 0.11 0.15 0.02 -0.08 -0.17 -0.07 -0.02 -0.01 -0.03 -0.11 0.19 0.13 1.00           

13 Tobin’s Q  2.16 1.43 0.01 0.16 -0.14 -0.15 0.13 -0.07 -0.08 -0.05 -0.08 0.29 -0.19 0.23 1.00          

14 CashHolding  0.16 0.18 -0.18 0.09 -0.03 -0.01 0.12 0.01 0.02 0.09 0.01 0.05 -0.35 -0.10 0.40 1.00         

15 DebtRatio  0.22 0.19 0.18 -0.04 0.04 0.05 -0.02 0.02 0.03 -0.06 0.23 -0.04 0.33 -0.15 -0.18 -0.37 1.00        

16 FirmAge  3.08 0.70 0.28 -0.07 -0.01 -0.05 -0.12 0.13 0.16 0.08 -0.05 -0.03 0.40 0.08 -0.19 -0.25 0.10 1.00       

17 Tenure  8.05 7.13 -0.10 0.01 -0.02 -0.03 0.00 0.34 0.46 0.33 0.03 -0.01 -0.10 0.04 0.05 0.07 -0.08 -0.01 1.00      

18 CEOAge  56.01 7.09 0.04 -0.01 -0.03 -0.04 -0.04 0.18 0.25 0.15 0.02 -0.01 0.11 0.06 -0.07 -0.11 0.05 0.20 0.40 1.00     

19 Duality  0.48 0.50 0.11 0.00 -0.02 -0.04 -0.02 0.05 0.03 0.01 -0.07 0.00 0.13 0.07 -0.04 -0.16 0.04 0.13 0.15 0.21 1.00    

20 TotalPay  4823.31 5322.18 0.53 -0.03 0.00 0.00 -0.03 0.07 0.08 0.06 -0.01 0.04 0.60 0.10 0.08 -0.06 0.13 0.18 -0.03 0.07 0.08 1.00   

21 OptionPay  0.24 0.27 0.09 0.02 0.02 0.01 0.04 -0.11 -0.13 -0.04 -0.05 -0.02 -0.02 -0.03 0.14 0.12 -0.07 -0.12 -0.07 -0.12 0.09 0.16 1.00  

22 EquityOwn.  0.03 0.06 -0.20 0.01 -0.01 -0.02 0.00 0.06 0.09 0.05 -0.01 0.01 -0.21 0.04 0.06 0.09 -0.12 -0.15 0.39 0.16 0.09 -0.14 -0.12 1.00 

Notes: N = 24,153. Summary statistics and pairwise correlations of the variables are employed. 
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Table 2: Main Results 

  Dependent Variable: Strategic Risk-Taking 

  Model 1  Model 2  Model 3 

  Beta SE p value  Beta SE p value  Beta SE p value 

Luck  0.066 0.023 0.004  - - -  - - - 

Badluck  - - -  -0.029 0.014 0.033  - - - 

BadluckHalf  - - -  - - -  -0.166 0.048 0.001 

GoodluckHalf  - - -  - - -  0.012 0.028 0.661 

Skill  -0.004 0.016 0.812  -0.005 0.016 0.756  -0.004 0.016 0.807 

Size  0.568 0.025 0.000  0.568 0.025 0.000  0.568 0.025 0.000 

ROA  0.922 0.073 0.000  0.928 0.073 0.000  0.907 0.073 0.000 

Tobin’s Q  0.089 0.008 0.000  0.091 0.008 0.000  0.090 0.008 0.000 

CashHolding  0.727 0.086 0.000  0.728 0.086 0.000  0.726 0.086 0.000 

DebtRatio  -1.106 0.079 0.000  -1.108 0.079 0.000  -1.106 0.079 0.000 

FirmAge  0.208 0.071 0.004  0.208 0.071 0.004  0.206 0.071 0.004 

Tenure  0.023 0.008 0.008  0.023 0.008 0.007  0.023 0.008 0.008 

CEOAge  0.009 0.014 0.531  0.009 0.014 0.540  0.008 0.014 0.550 

Duality  0.008 0.023 0.744  0.007 0.023 0.750  0.007 0.023 0.753 

TotalPay  0.000 0.000 0.000  0.000 0.000 0.000  0.000 0.000 0.000 

OptionPay  -0.058 0.027 0.032  -0.058 0.027 0.031  -0.058 0.027 0.032 

EquityOwn  -0.640 0.256 0.012  -0.635 0.255 0.013  -0.639 0.257 0.013 

Constant  -0.686 0.838 0.413  -0.664 0.840 0.430  -0.641 0.841 0.446 

Firm-CEO FE  Yes  Yes  Yes 

Year FE  Yes  Yes  Yes 

Observations  24,153  24,153  24,153 

R-Squared  0.888  0.888  0.888 

Notes: Results are for two-tailed tests. Year and Firm-CEO dummies are included in all regressions. Standard 

errors are clustered at the firm level. 
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Table 3: Interaction Effects 

  Dependent Variable: Strategic Risk-Taking 

  Model 1  Model 2  Model 3  Model 4 

  Beta SE p value  Beta SE p value  Beta SE p value  Beta SE p value 

Badluck  -0.004 0.017 0.797  -0.018 0.014 0.214  0.006 0.021 0.762  -0.059 0.019 0.002 

AdverseExp  0.068 0.042 0.107  - - -  - - -  - - - 

Badluck x AdverseExp  -0.057 0.025 0.021  - - -  - - -  - - - 

ExpFinCon  - - -  -0.205 0.066 0.002  - - -  - - - 

Badluck x ExpFinCon  - - -  -0.068 0.030 0.023  - - -  - - - 

BadluckExp  - - -  - - -  0.016 0.024 0.507  - - - 

Badluck x BadluckExp  - - -  - - -  -0.069 0.023 0.003  - - - 

BadluckNum  - - -  - - -  - - -  -0.082 0.018 0.000 

Badluck x BadluckNum  - - -  - - -  - - -  -0.016 0.008 0.047 

Skill  -0.005 0.016 0.753  -0.001 0.016 0.923  -0.005 0.016 0.754  0.001 0.016 0.953 

Size  0.568 0.025 0.000  0.562 0.025 0.000  0.568 0.025 0.000  0.553 0.025 0.000 

ROA  0.927 0.073 0.000  0.932 0.073 0.000  0.924 0.073 0.000  0.918 0.073 0.000 

Tobin’s Q  0.091 0.008 0.000  0.090 0.008 0.000  0.092 0.008 0.000  0.085 0.008 0.000 

CashHolding  0.734 0.086 0.000  0.730 0.086 0.000  0.729 0.086 0.000  0.727 0.087 0.000 

DebtRatio  -1.107 0.079 0.000  -1.097 0.078 0.000  -1.108 0.079 0.000  -1.095 0.078 0.000 

FirmAge  0.202 0.071 0.004  0.227 0.071 0.001  0.209 0.071 0.003  0.194 0.071 0.007 

Tenure  0.022 0.008 0.010  0.022 0.008 0.006  0.023 0.008 0.007  0.027 0.009 0.002 

CEOAge  0.009 0.014 0.511  0.007 0.014 0.609  0.009 0.014 0.536  0.009 0.014 0.495 

Duality  0.005 0.023 0.839  0.009 0.023 0.710  0.007 0.023 0.756  0.011 0.024 0.644 

TotalPay  0.000 0.000 0.000  0.000 0.000 0.000  0.000 0.000 0.000  0.000 0.000 0.000 

OptionPay  -0.057 0.027 0.035  -0.061 0.027 0.024  -0.058 0.027 0.032  -0.060 0.027 0.027 

EquityOwn  -0.631 0.254 0.013  -0.662 0.253 0.009  -0.641 0.255 0.012  -0.624 0.257 0.015 

Constant  -0.696 0.840 0.407  -0.555 0.824 0.501  -0.676 0.839 0.420  -0.482 0.815 0.555 

Firm-CEO FE  Yes  Yes  Yes  Yes 

Year FE  Yes  Yes  Yes  Yes 

Observations  24,153  24,153  24,153  24,153 

R-Squared  0.888  0.888  0.888  0.888 

Notes: Results are for two-tailed tests. Year and Firm-CEO dummies are included in all regressions. Standard errors are clustered at the firm level. 
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Figure 1:  Interaction of Bad Luck and  

Past Adverse Experience 

 

Figure 2:  Interaction of Bad Luck and 

Past Experiences of Financial Constraints 

 

Figure 3:  Interaction of Bad Luck and  

Past Experiences of Bad Luck 
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APPENDIX I  

Table A1: Robustness to Luck Measurement – Main Results 

  Dependent Variable: Strategic Risk-Taking 

  Model 1  Model 2  Model 3 

  Beta SE p value  Beta SE p value  Beta SE p value 

Luck  0.069 0.028 0.013  - - -  - - - 

Badluck  - - -  -0.023 0.015 0.113  - - - 

BadluckHalf  - - -  - - -  -0.191 0.059 0.001 

LuckHalf  - - -  - - -  0.017 0.034 0.624 

Skill  0.004 0.015 0.763  0.003 0.015 0.854  0.004 0.015 0.766 

Size  0.569 0.025 0.000  0.569 0.025 0.000  0.568 0.025 0.000 

ROA  0.922 0.073 0.000  0.925 0.073 0.000  0.914 0.073 0.000 

Tobin’s Q  0.089 0.008 0.000  0.091 0.008 0.000  0.089 0.008 0.000 

CashHolding  0.726 0.086 0.000  0.727 0.086 0.000  0.726 0.086 0.000 

DebtRatio  -1.107 0.079 0.000  -1.108 0.079 0.000  -1.108 0.079 0.000 

FirmAge  0.208 0.071 0.003  0.207 0.071 0.004  0.204 0.071 0.004 

Tenure  0.023 0.008 0.008  0.023 0.008 0.007  0.023 0.008 0.008 

CEOAge  0.009 0.014 0.531  0.009 0.014 0.535  0.009 0.014 0.546 

Duality  0.008 0.023 0.746  0.007 0.023 0.752  0.007 0.023 0.758 

TotalPay  0.000 0.000 0.000  0.000 0.000 0.000  0.000 0.000 0.000 

OptionPay  -0.057 0.027 0.035  -0.059 0.027 0.030  -0.057 0.027 0.035 

EquityOwn  -0.635 0.255 0.013  -0.634 0.255 0.013  -0.637 0.255 0.013 

Constant  -0.688 0.838 0.412  -0.671 0.839 0.424  -0.641 0.840 0.445 

Firm-CEO FE  Yes  Yes  Yes 

Firm FE  No  No  No 

Year FE  Yes  Yes  Yes 

Observations  24,153  24,153  24,153 

R-Squared  0.888  0.888  0.888 

Notes: Results are for two-tailed tests. Year and Firm-CEO dummies are included in all regressions. Standard 

errors are clustered at the firm level. 
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APPENDIX II  

Table A2: Robustness to Luck Measurement – Interaction Effects 

  Dependent Variable: Strategic Risk-Taking 

  Model 1  Model 2  Model 3  Model 4 

  Beta SE p value  Beta SE p value  Beta SE p value  Beta SE p value 

Badluck  0.001 0.018 0.962  -0.016 0.015 0.286  0.009 0.021 0.675  -0.046 0.020 0.020 

AdverseExp  0.068 0.042 0.111  - - -  - - -  - - - 

Badluck x AdverseExp  -0.057 0.026 0.031  - - -  - - -  - - - 

ExpFinCon  - - -  -0.214 0.066 0.001  - - -  - - - 

Badluck x ExpFinCon  - - -  -0.044 0.031 0.155  - - -  - - - 

BadluckExp  - - -  - - -  0.016 0.024 0.498  - - - 

Badluck x BadluckExp  - - -  - - -  -0.063 0.023 0.007  - - - 

BadluckNum  - - -  - - -  - - -  -0.075 0.018 0.000 

Badluck x BadluckNum  - - -  - - -  - - -  -0.019 0.009 0.025 

Skill  0.003 0.015 0.845  0.005 0.015 0.745  0.003 0.015 0.844  0.007 0.015 0.612 

Size  0.568 0.025 0.000  0.562 0.025 0.000  0.569 0.025 0.000  0.557 0.025 0.000 

ROA  0.925 0.073 0.000  0.930 0.073 0.000  0.922 0.073 0.000  0.913 0.073 0.000 

Tobin’s Q  0.091 0.008 0.000  0.090 0.008 0.000  0.091 0.008 0.000  0.086 0.008 0.000 

CashHolding  0.733 0.086 0.000  0.730 0.086 0.000  0.728 0.086 0.000  0.731 0.087 0.000 

DebtRatio  -1.107 0.079 0.000  -1.097 0.078 0.000  -1.108 0.079 0.000  -1.099 0.078 0.000 

FirmAge  0.201 0.071 0.005  0.227 0.071 0.001  0.207 0.071 0.004  0.192 0.072 0.007 

Tenure  0.022 0.008 0.010  0.022 0.008 0.006  0.023 0.008 0.008  0.026 0.009 0.002 

CEOAge  0.009 0.014 0.508  0.007 0.014 0.604  0.009 0.014 0.532  0.009 0.014 0.509 

Duality  0.004 0.023 0.849  0.009 0.023 0.712  0.007 0.023 0.773  0.008 0.024 0.721 

TotalPay  0.000 0.000 0.000  0.000 0.000 0.000  0.000 0.000 0.000  0.000 0.000 0.000 

OptionPay  -0.058 0.027 0.033  -0.062 0.027 0.022  -0.059 0.027 0.030  -0.062 0.027 0.021 

EquityOwn  -0.628 0.254 0.014  -0.662 0.253 0.009  -0.637 0.255 0.013  -0.637 0.257 0.013 

Constant  -0.699 0.839 0.405  -0.561 0.823 0.495  -0.681 0.838 0.417  -0.506 0.832 0.543 

Firm-CEO FE  Yes  Yes  Yes  Yes 

Firm FE  No  No  No  No 

Year FE  Yes  Yes  Yes  Yes 

Observations  24,153  24,153  24,153  24,153 

R-Squared  0.888  0.888  0.888  0.888 

Notes: Results are for two-tailed tests. Year and Firm-CEO dummies are included in all regressions. Standard errors are clustered at the firm level. 
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APPENDIX III  

Table A3: Robustness to Firm FE – Main Results 

  Dependent Variable: Strategic Risk-Taking 

  Model 1  Model 2  Model 3 

  Beta SE p value  Beta SE p value  Beta SE p value 

Luck  0.095 0.024 0.000  - - -  - - - 

Badluck  - - -  -0.049 0.013 0.000  - - - 

BadluckHalf  - - -  - - -  -0.243 0.046 0.000 

LuckHalf  - - -  - - -  0.014 0.030 0.637 

Skill  0.037 0.015 0.018  0.036 0.015 0.022  0.036 0.015 0.019 

Size  0.728 0.016 0.000  0.727 0.016 0.000  0.727 0.016 0.000 

ROA  0.958 0.085 0.000  0.961 0.085 0.000  0.932 0.085 0.000 

Tobin’s Q  0.084 0.007 0.000  0.086 0.007 0.000  0.085 0.007 0.000 

CashHolding  0.291 0.079 0.000  0.293 0.079 0.000  0.291 0.079 0.000 

DebtRatio  -0.876 0.072 0.000  -0.878 0.072 0.000  -0.875 0.071 0.000 

FirmAge  0.036 0.047 0.450  0.032 0.047 0.491  0.030 0.047 0.520 

Tenure  0.001 0.002 0.497  0.001 0.002 0.487  0.001 0.002 0.487 

CEOAge  -0.002 0.002 0.287  -0.002 0.002 0.267  -0.002 0.002 0.270 

Duality  0.007 0.019 0.724  0.006 0.019 0.732  0.007 0.019 0.725 

TotalPay  0.000 0.000 0.001  0.000 0.000 0.001  0.000 0.000 0.001 

OptionPay  -0.021 0.025 0.394  -0.021 0.025 0.414  -0.020 0.025 0.418 

EquityOwn  -0.558 0.209 0.007  -0.558 0.208 0.007  -0.558 0.209 0.008 

Constant  -0.503 0.189 0.008  -0.464 0.190 0.015  -0.455 0.190 0.017 

Firm-CEO FE  No  No  No 

Firm FE  Yes  Yes  Yes 

Year FE  Yes  Yes  Yes 

Observations  24,153  24,153  24,153 

R-Squared  0.861  0.861  0.861 

Notes: Results are for two-tailed tests. Standard errors are clustered at the firm level. 
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APPENDIX IV  

Table A4: Robustness to Firm FE – Interaction Effects 

  Dependent Variable: Strategic Risk-Taking 

  Model 1  Model 2  Model 3  Model 4 

  Beta SE p value  Beta SE p value  Beta SE p value  Beta SE p value 

Badluck  -0.038 0.017 0.026  -0.038 0.014 0.006  -0.030 0.018 0.105  -0.049 0.016 0.003 

AdverseExp  0.020 0.026 0.437  - - -  - - -  - - - 

Badluck x AdverseExp  -0.028 0.024 0.244  - - -  - - -  - - - 

ExpFinCon  - - -  -0.125 0.039 0.001  - - -  - - - 

Badluck x ExpFinCon  - - -  -0.069 0.030 0.023  - - -  - - - 

BadluckExp  - - -  - - -  -0.010 0.018 0.565  - - - 

Badluck x BadluckExp  - - -  - - -  -0.046 0.022 0.034  - - - 

BadluckNum  - - -  - - -  - - -  -0.039 0.010 0.000 

Badluck x BadluckNum  - - -  - - -  - - -  -0.016 0.008 0.044 

Skill  0.035 0.015 0.022  0.037 0.015 0.016  0.036 0.015 0.020  0.038 0.015 0.014 

Size  0.727 0.016 0.000  0.720 0.017 0.000  0.727 0.016 0.000  0.725 0.016 0.000 

ROA  0.960 0.085 0.000  0.959 0.085 0.000  0.955 0.085 0.000  0.949 0.085 0.000 

Tobin’s Q  0.086 0.007 0.000  0.085 0.007 0.000  0.086 0.007 0.000  0.084 0.007 0.000 

CashHolding  0.295 0.079 0.000  0.297 0.078 0.000  0.292 0.079 0.000  0.288 0.079 0.000 

DebtRatio  -0.877 0.072 0.000  -0.864 0.072 0.000  -0.878 0.072 0.000  -0.883 0.072 0.000 

FirmAge  0.031 0.047 0.507  0.039 0.047 0.409  0.038 0.047 0.426  0.045 0.047 0.338 

Tenure  0.001 0.002 0.652  0.002 0.002 0.414  0.002 0.002 0.321  0.006 0.002 0.014 

CEOAge  -0.002 0.002 0.253  -0.002 0.002 0.361  -0.002 0.002 0.296  -0.001 0.002 0.556 

Duality  0.006 0.019 0.757  0.008 0.019 0.673  0.008 0.019 0.667  0.010 0.019 0.602 

TotalPay  0.000 0.000 0.001  0.000 0.000 0.000  0.000 0.000 0.001  0.000 0.000 0.001 

OptionPay  -0.020 0.025 0.422  -0.023 0.025 0.367  -0.021 0.025 0.404  -0.020 0.025 0.434 

EquityOwn  -0.550 0.208 0.008  -0.570 0.208 0.006  -0.567 0.209 0.007  -0.609 0.208 0.003 

Constant  -0.460 0.191 0.016  -0.442 0.190 0.020  -0.485 0.190 0.011  -0.523 0.190 0.006 

Firm-CEO FE  No  No  No  No 

Firm FE  Yes  Yes  Yes  Yes 

Year FE  Yes  Yes  Yes  Yes 

Observations  24,153  24,153  24,153  24,153 

R-Squared  0.861  0.861  0.861  0.861 

Notes: Results are for two-tailed tests. Standard errors are clustered at the firm level. 

 


