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May Bad Luck Be Without You: The Effect of CEO Luck 

on Strategic Risk-taking 

ABSTRACT 

CEOs’ strategic actions are traditionally viewed as independent of luck because CEOs focus 

on skill-based capability cues. We draw on attribution theory to argue that CEOs often 

misattribute luck—perceiving good luck as high skill and bad luck as low skill—which impacts 

their strategic risk-taking. Contrary to notions of self-serving behavior, we theorize that CEOs 

react more strongly to bad luck, especially when they have prior negative experiences affecting 

their tendency for internal attribution of bad luck. By measuring luck as the exogenous 

component of recent firm performance, we find supporting evidence for our hypotheses, 

suggesting that luck has a meaningful and systematic effect on CEO behavior and thereby 

subsequent firm trajectories.  

Keywords: Strategic Risk-Taking; Capability Cue; Luck; Upper Echelons; Behavioral 

Strategy; Attribution 

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) 

 

The link between a CEO’s assessment of their own or the organization’s capabilities and their 

strategic actions, such as risk-taking, is an important topic in strategy (Audia & Brion, 2023; 

Chatterjee & Hambrick, 2011). CEOs are sensitive to their firm’s performance and take 

personal accountability, experiencing satisfaction with success and disappointment and wary 

of failures (Chatterjee & Hambrick, 2011; Donaldson & Lorsch, 1983; Sitkin & Pablo, 1992; 

Staw, Sandelands, & Dutton, 1981). As a means of self-assessment, CEOs rely on capability 

cues, i.e., signals that they perceive themselves to be signs of their current overall skill 

(Audia & Brion, 2023; Chatterjee & Hambrick, 2011). Consistent with this view, prior work 

shows that capability cues are formative indicators of CEO confidence and affect CEOs’ 

subsequent risk-taking tendencies (e.g., Billett & Qian, 2008; Chatterjee & Hambrick, 2011; 

La Hayward & Hambrick, 1997; Sitkin & Weingart, 1995). 

However, capability cues such as firm performance are only partially reflective of a 

CEO’s skill. While systematic differences explain a substantial part of the total variance in 
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firm performance, approximately half of this variance remains unexplained (e.g., Mackey, 

2008; Quigley & Hambrick, 2015). Thus, a significant portion of a firm's performance and 

capability cues can be attributed to factors that involve a substantial element of randomness 

or luck (e.g., Barney, 1986; Liu & de Rond, 2016). Luck reflects relatively unstable, 

uncontrollable, and external factors (Denrell, 2005; Denrell, Fang, & Liu, 2019) that are 

beyond the firms’ or the CEOs’ control, such as macrolevel factors (e.g., Bertrand & 

Mullainathan, 2001). Therefore, the presence of luck complicates the skill assessment of 

CEOs. 

Whether the success of the firm is due to skill—which is likely to remain relevant in the 

future—or the result of luck is an important consideration in CEO assessment. Thus, for 

CEOs, accurately evaluating skill is important for their strategic actions. To the extent that 

risk-taking and ultimately firm performance are conditional on CEO behavior, the idea that 

CEOs respond to luck raises important questions. Does luck influence CEOs’ strategic risk-

taking, and if so, why and under what circumstances? In this paper, we address these 

questions and advance the literature by arguing that luck has a nontrivial and nonrandom 

effect on subsequent firm trajectories because it systematically changes the behavior of the 

CEO. 

The questions we have raised are important for strategists. Although the role of luck is 

acknowledged in management research, the extant empirical literature focuses on CEOs 

making inferences on skill-based capability cues, i.e., capability cues that accurately reflect 

CEO skill (e.g., Billett & Qian, 2008; Chatterjee & Hambrick, 2011), implicitly assuming 

that CEO behavior is independent of luck. Theoretically, our perspective challenges 

conventional views by suggesting that luck, traditionally seen as random, actually harbors 

nonrandom elements due to CEOs’ misattribution for skill-based capability cues that 

systematically bias CEO decision-making. This reconceptualization urges the literature to 
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rethink luck, acknowledging its role in creating persistent and systematic differences across 

firms through a change in behavior of the CEO. 

We develop a novel perspective on how luck affects the risk-taking behavior of CEOs, 

a key antecedent of firm performance (Burkhard, Sirén, van Essen, Grichnik, & Shepherd, 

2022). Drawing upon attribution theory, we assume CEOs who have an inward personal 

accountability for firm performance. We argue that CEOs misattribute luck for skill-based 

capability cues, which influences their confidence: they become unduly pessimistic or overly 

optimistic following luck. Thus, we theorize that CEOs increase their risk-taking following 

good luck and decrease their risk-taking following bad luck. Moreover, we theorize that 

CEOs spend more time constructing more extensive internal attributions for bad than good 

events, resulting in asymmetric misattribution and response to bad luck compared to good 

luck in terms of strategic risk-taking. Finally, we posit that the internal misattribution of bad 

luck varies for different CEOs and that the experience of negative professional events in the 

past shapes internal misattribution, leading to accentuated reactions to bad luck. 

Our results, based on longitudinal analyses of archival data, support our hypotheses. 

Following Daniel, Li, and Naveen (2020) in inferring luck from the component of recent 

stock returns stemming from firm-unrelated overall market and industry returns, we find that 

good (bad) luck is positively (negatively) associated with strategic risk-taking. Moreover, we 

show that this effect is asymmetric; CEOs react to bad luck by engaging in more conservative 

risk-taking policies while exhibiting a weaker reaction in their risk-taking investments to 

good luck. Finally, our results indicate that the past negative professional experiences of 

CEOs reinforce the negative effect of bad luck, leading them to even more strongly avoid 

taking strategic risks. 

This study offers three central contributions. First, we contribute to the literature on 

luck in management research. While luck has been recognized as an important explanation of 
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firm performance differences (e.g., Barney, 1986; Denrell, 2004; Denrell, Fang, & Liu, 

2015), it has rarely taken center stage in management research (Liu & de Rond, 2016). Since 

luck is beyond a firm’s and CEO’s control and since management scholars are mainly 

interested in the nonrandom forces affecting firm performance (Denrell et al., 2015), the 

effect of luck on CEO decision-making has been ignored. As we highlight, luck might have 

performance implications because it systematically affects the behavior of the CEO, resulting 

in a nonrandom effect of luck. 

Second, we expand the behavioral approach to strategy by theorizing and empirically 

examining how luck affects the risk-taking decisions of CEOs. Specifically, concerning the 

microfoundations of strategy, we build on attribution theory to develop a theory of how luck 

systematically affects the strategic risk-taking decisions of CEOs. Although it is well 

established that CEOs exhibit self-serving behavior (e.g., Billett & Qian, 2008; Kim, 2013), 

our cumulative understanding of the attribution of negative stimuli is limited. We develop a 

theory on why and under what conditions negative stimuli are misattributed internally and 

can lead to an even stronger effect than equally sized positive stimuli. Our theory and 

empirical findings thus suggest that CEOs attribute both good and bad luck internally and that 

CEOs’ prior negative professional experience shapes this internal attribution of bad luck. 

Practically, reacting to luck implies an inefficient allocation of resources. Such 

reactions to luck are not expected to be value-maximizing since they do not reflect any stable 

factors on which decisions should be based. Thus, basing decisions on luck potentially leads 

to wrong decisions with financial consequences and may explain why some CEOs might 

become unduly pessimistic or overly optimistic (Denrell & March, 2001) and maintain biased 

beliefs that affect their risk-taking. In practice, this is particularly relevant when CEOs refrain 

from strategic risks following bad luck when taking more strategic risks is warranted. 
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THEORETICAL BACKGROUND AND HYPOTHESES 

The Concept of Luck 

According to the New Oxford Dictionary of English (NODE), luck is defined as “good or bad 

things that happen to you by chance, not because of your own efforts or abilities”. This 

definition implies that luck is external, uncontrollable, and unstable.1 Moreover, luck has a 

salient evaluative status; it is either good (good luck) or bad (bad luck) (Liu & de Rond, 

2016; Parnell, Dent, O'Regan, & Hughes, 2012). “Good” is characterized by desirable, 

beneficial, or pleasant outcomes, while “bad” denotes the opposite, i.e., undesirable, harmful, 

or unpleasant outcomes (Baumeister, Bratslavsky, Finkenauer, & Vohs, 2001). In the context 

of management, luck may denote positive or negative events that are exogenous, i.e., beyond 

control, to both the firm and the CEO (Amore & Schwenen, 2022). 

Luck has been acknowledged as a major determinant of performance differences across 

firms (e.g., Barney, 1986).2 Several studies argue that luck plays a key role in firm 

performance and may be a source of sustained superior firm performance. For instance, 

Denrell (2004) shows that a simple random walk model of resource accumulation can lead to 

differences in sustained interfirm profitability. Thus, firm performance is determined not only 

by firm characteristics and actions but also by factors and events unrelated to them. 

Following this logic, Denrell et al. (2019) argue that observed firm performance—but 

notably also other organizational outcomes—broadly consists of two underlying components. 

The first component consists of internal, relatively stable, and controllable factors such as 

skill, competency and organizational routines, over which an actor has agency. In accordance 

with the literature, we refer to this first component as “skill” (Daniel et al., 2020; Denrell, 

 

1 The passiveness implied differentiates luck from serendipity, which also contains the element of value and 

surprise yet also requires agency. While serendipity is a process that can be influenced, luck escapes the influence 

of social actors and is unattributable to actions (Busch, 2022). 
2 For example, while approximately half the total variance in firm performance can be explained by systematic 

differences among firms and CEOs (e.g., Mackey, 2008; Quigley and Hambrick, 2015), the remaining portion of 

variance is unexplained, with a considerable part likely attributable to randomness (Fitza, 2014). 
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2005; Denrell et al., 2019; Liu & de Rond, 2016). The second component of observed firm 

performance is driven by external and relatively unstable factors that are beyond firms’ or 

managers’ control (Denrell et al., 2019). We thus conceptualize this second component of 

firm performance as “luck”. Notably, luck comprises both good luck (i.e., when firm 

performance is higher due to luck factors) and bad luck (i.e., when firm performance is lower 

due to luck factors). 

Capability Cues and Risk-taking 

CEOs rely on “capability cues”, i.e., contextual signals that decision-makers might 

reasonably construe as indicators of their own skill (Chatterjee & Hambrick, 2011). 

Capability cues, such as success or failure, color an executive’s interpretation of the riskiness 

of current decisions (Sitkin & Weingart, 1995). Specifically, Chatterjee and Hambrick (2011, 

p. 207) propose that CEOs have “a sense of inward personal accountability for their 

organizations’ performance”, suggesting that they deem performance a cue of how capable 

they are.3 

This tendency of CEOs’ inward personal accountability for firm performance likely 

affects their confidence (Chatterjee & Hambrick, 2011). Strong performance increases 

confidence and assurance in the effectiveness of current strategies (Hambrick, Geletkanycz, 

& Fredrickson, 1993) and thereby induces eagerness and a feeling of potency. Poor 

performance prompts hesitation and self-doubt (Fischhoff, Slovic, & Lichtenstein, 1977; 

Osborn & Jackson, 1988) or wariness (Staw et al., 1981). As a consequence, positive 

capability cues induce boldness, which leads to a greater risk propensity, whereas negative 

capability cues induce greater timidity, which decreases risk propensity (Chatterjee 

 

3 In interviews, CEOs regularly assume responsibility for the performance of their firms, expressing a sense of 

accomplishment in light of positive performance and a sense of disappointment when things go poorly (Donaldson 

and Lorsch, 1983). 

 

Electronic copy available at: https://ssrn.com/abstract=4130318



MAY BAD LUCK BE WITHOUT YOU 

7 

& Hambrick, 2011). Moreover, because the outcomes of risky endeavors remain largely 

unknowable in the organizational context (March & zur Shapira, 1987; Sitkin & Pablo, 

1992), executive risk-taking is best understood as an interpretive act rather than a mere 

economic calculus, where this subjective assessment of risk is tied to executives’ confidence 

(Chatterjee & Hambrick, 2011). 

While the associations among firm performance, confidence, and risk-taking have been 

established for organizational scholars, the extant empirical literature has typically focused on 

the skill component, i.e., skill-based capability cues (e.g., Billett & Qian, 2008; Chatterjee 

& Hambrick, 2011). Underlying this reasoning is a view of sophisticated decision-makers 

who focus on capability cues reflecting skill. An often overlooked consideration in the 

literature is that capability cues consist of both luck and skill. However, this is usually the 

case since actions are rarely deterministic, and business outcomes are subject to factors 

beyond a CEO’s or the firm’s control. For instance, while a firm’s profit is influenced by the 

business strategy taken by the CEO, it is also influenced by macroeconomic factors beyond 

control. Thus, the observation of success or failure inferred from profitability or other 

organizational outcomes is not a reliable capability cue since it is affected by both luck and 

skill (Denrell, Liu, & Maslach, 2023; Zunino, Dushnitsky, & van Praag, 2022). Our concern 

is how attribution affects behavior when capability cues are a function of both skill and luck. 

Core to this logic is the assumption of boundedly rational decision-makers confronted with 

cognitive and environmental constraints (H. A. Simon, 1947) when evaluating their skill. 

Attribution theory has a long standing in the organizational sciences (cf. Martinko, 

2018; Martinko, Douglas, & Harvey, 2006; Martinko, Harvey, & Douglas, 2007). Attribution 

is concerned with causal explanations for specific events such as positive or negative 

outcomes. Attributions arise from the underlying cognitive mechanisms through which 

individuals determine causality and consequences, highlighting that causality is not inherent 
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in environmental events, and people do not observe causes—rather, causes are constructed to 

make their environments more meaningful (Heider, 1958; Kelley, 1967; Weiner, 1972). This 

process underscores the subjective nature of our interpretations, as individuals actively 

construct causality to navigate and understand their world more effectively. 

Broadly, outcomes can either be attributed to the external environment, i.e., making 

external (situational) attributions, or to internal dispositions, i.e., making internal 

(dispositional) attributions (Heider, 1958). When someone attributes a negative or a positive 

outcome to their personal skills, this is known as internal attribution. Conversely, external 

attribution occurs when the cause of any outcome, whether good or bad, is ascribed to 

external circumstances or the environment.4 Thus, an individual's explanatory (attributional) 

style reflects the way they rationalize life events that shape the explanation of outcomes 

(Peterson, 1991). In the following, we take on the perspective of intrapersonal attribution, and 

we argue how intrapersonal attribution of both good and bad luck of the CEO, i.e., the CEO 

evaluating him- or herself, affects strategic risk-taking.5 

The Effect of Good Luck on Strategic Risk-Taking 

The literature suggests that internal attribution for positive outcomes is associated with 

positive emotions such as motivational states of empowerment and resilience (Harvey & 

Martinko, 2009) and achievement motivation (Weiner, 1985b). Positive internal attributions 

lead to greater perceived certainties about the outcomes of one’s actions, suggesting that 

people with more positive internal attributions are more confident and prone to take risks 

 

4 We acknowledge that attribution theory also considers other dimensions. For instance, attributions can either be 

stable, or unstable (Weiner, 1972). A stable attribution suggests outcomes are permanent, while an unstable 

attribution sees them as temporary. Moreover, there is a distinction between global and specific cause attributions 

for events (Kelley, 1987). Globality refers to generalizing the impact of outcomes across different aspects of life. 

Global attributions assume the cause is consistent in various situations. In contrast, specific attributions are made 

when the cause is seen as unique to the specific circumstances of the event. In our theorizing, the focus is on 

internal and external attribution. 
5 Attribution theories are mainly categorized into two types. The first deals with how people assess their own 

successes or failures (intrapersonal), while the second, more prevalent in studies of organizations, examines how 

individuals assign blame or credit for the outcomes of others' actions (interpersonal) (Martinko, 2018). 
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(Jayamohan, Moss, McKelvie, & Hyman, 2022; M. Simon & Houghton, 2003). Thus, 

individuals who habitually attribute success to their own skills are more inclined to embrace 

risks, suggesting that the confidence derived from such attributions plays a pivotal role in 

fueling risk-taking behaviors. 

The psychology literature has documented the idea of attribution biases where 

situational characteristics (e.g., luck) are attributed to a stable characteristic of a person or 

good (Baron & Hershey, 1988; Ross, 1977). Thus, one cognitive bias surrounding luck is the 

misattribution of good luck for skill (Denrell et al., 2019). For CEOs, this bias is particularly 

relevant because it is difficult for them to perfectly distinguish good luck from skill. Even if 

CEOs only have discretion over organizational outcomes to some extent, managers believe 

that they can control what seems to be a probabilistic process (March & zur Shapira, 1987). 

Thus, CEOs may deviate from rational Bayesian inference when updating their beliefs 

(Kahneman & Tversky, 1972). 

Such patterns in misattribution even arise in settings where outcomes are 

unambiguously due to good luck only (Hahn & Warren, 2009; Langer & Roth, 1975). People 

often underestimate the role of good luck and overestimate the role of skill when evaluating 

past outcomes (Denrell, 2004; Liu & de Rond, 2016). Thus, people misperceive the cause of 

events, overstate their level of influence on situations, and disregard the impact of good luck 

(Lovallo & Kahneman, 2003). Instead of considering good luck an external element beyond 

their control (Liu & de Rond, 2016), people regularly attribute good luck as a personal 
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characteristic (e.g., Darke & Freedman, 1997). Thus, individuals have difficulties perceiving 

randomness and luck (Kahneman & Tversky, 1972).6 

These behavioral tendencies of attributing good luck suggest that people are likely to 

underestimate the role of good luck, which may impact evaluations and decisions regarding 

strategies. Thus, CEOs will likely gain more confidence in themselves under these conditions 

since good luck shapes the perception of skill. Such misperception of good luck and the 

illusion of one’s own control may lead to negative impacts on decision-making when CEOs 

overestimate themselves (Bazerman & Moore, 2012). This is particularly the case when 

biased beliefs are difficult to disconfirm with easily available and objective data on CEO 

skill, as in the context of ambiguous firm performance. 

One established idea in the literature is that CEOs tend to attribute their successes to 

skill rather than to external factors (e.g., Miller & Ross, 1975). A series of studies confirm 

this tendency of CEOs to take credit for organizational successes (Bettman & Weitz, 1983; 

Clapham & Schwenk, 1991; Salancik & Meindl, 1984; Staw, McKechnie, & Puffer, 1983). 

Furthermore, using acquisitions, Billett and Qian (2008) suggest that abnormal stock returns 

from acquisitions induce (over)confidence in CEOs. 

Translating these insights to the context of CEO luck, periods of positive capability 

cues (e.g., high profit) may lead to overconfidence and excessive optimism, leading to an 

increased appetite for risk (Bianchi & Mohliver, 2016). Since luck causes skill to appear 

better than it actually is, we theorize that CEOs misattribute luck for their skill and thus might 

deviate from Bayesian-like inferences (Zunino et al., 2022). Accordingly, higher confidence 

 

6 A vast stream of research shows that people may hold biased beliefs suggesting that chance sequences follow a 

pattern (e.g., Gilovich, Vallone, and Tversky, 1985; Rabin and Vayanos, 2010; Tversky and Kahneman, 1974). 

The perception of individuals is that chance occurrences are causal and are subject to control. This finding has 

been extensively recorded in various experimental investigations (Langer, 1975) as has the tendency to create 

causal theories when the connection between events is incidental  (Kahneman and Tversky, 1982). Even when 

their previous outcomes are due to pure chance, people may also perceive themselves to be “on fire” after a streak 

of positive outcomes (Chatterjee and Hambrick, 2011; Gilovich et al., 1985). 
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amid higher levels of luck increases CEOs’ risk propensity and leads to greater subsequent 

strategic risk-taking compared to CEOs who experience lower levels of luck. Consequently, 

we propose the following: 

Hypothesis 1. A positive relationship exists between CEOs’ good luck in capability cues and 

subsequent strategic risk-taking. 

The Effect of Bad Luck on Strategic Risk-Taking 

Having established a relationship between good luck and strategic risk-taking, we turn to bad 

luck. With insights into how individuals assign causes to successes and failures, attribution 

theory might initially lead one to predict that CEOs would prefer attributing negative events 

to external rather than internal factors, in line with self-serving bias—a tendency observed in 

various contexts, including shareholder letters (Bettman & Weitz, 1983; Kim, 2013; Staw et 

al., 1983). This bias suggests that individuals generally attribute positive outcomes to internal 

factors (e.g., their own skills) and negative outcomes to external factors (e.g., luck) as a way 

to maintain self-esteem and a positive self-image. 

However, while researchers cannot definitively determine whether (self-serving) 

attributions are due to cognitive bias or impression management, there is evidence that self-

delusion is not the sole explanation (Chatterjee & Hambrick, 2011; Elsbach & Kramer, 

1996). For example, when self-serving explanations may be contradicted or future 

performance is monitored, self-serving attributions are less likely (Snyder, Stephan, & 

Rosenfield, 2018). Additionally, evidence suggests that executives do not strictly succumb to 

a self-serving misperception about their skill since self-enhancing portrayals in company 

reports are associated with subsequent insider selling (Staw et al., 1983). This suggests that 

CEOs’ externally expressed beliefs (e.g., in speeches, reports) might differ from their 

internally held beliefs that align with a less self-serving attribution style. 
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Moreover, evidence indicates that CEOs often take firm performance personally, 

regardless of whether it is good or bad (Chatterjee & Hambrick, 2011; Donaldson & Lorsch, 

1983). This personal investment in firm outcomes suggests that CEOs may not strictly adhere 

to self-serving bias, as attribution theory might predict. Instead, if CEOs consistently attribute 

the success of their firm to their own skills and decisions, it stands to reason that they might 

also attribute bad luck and negative outcomes to internal factors, seeing these as reflections of 

their personal skills or lack thereof. Thus, our theorizing is based on the premise that CEOs 

express a general sense of responsibility for firm performance (Donaldson & Lorsch, 1983). 

We suggest that the (mis)attribution of bad luck to low skill undermines confidence and thus 

risk-taking. 

The attribution of responsibility to undesirable outcomes may lead to strong negative 

emotional states and feelings, such as helplessness and dysfunctional consequences (Riolli & 

Sommer, 2010). Organizational members who attribute negative outcomes to themselves 

often feel unmotivated and adopt a helpless attitude (Harvey & Martinko, 2009; Martinko & 

Gardner, 1987). Negative internal attributions can therefore make decision-makers more 

accountable for their actions, sensitize them to any decisions that are the most likely to go 

wrong (Jayamohan et al., 2022), and reduce people’s willingness to take risks (Kahneman & 

Lovallo, 1993). Thus, bad luck in capability cues may intensify the consciousness of danger 

and induce a propensity to avoid taking risks (Sitkin & Pablo, 1992; Staw et al., 1981), and 

periods of negative outcomes (e.g., stock market decreases) may induce the caution and fear 
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of CEOs (Bianchi & Mohliver, 2016).7 In particular, negative performance feedback that is 

self-relevant—such as firm performance for CEOs—leads to overly pessimistic beliefs 

(Ertac, 2011). 

Overall, we suggest that CEOs attribute bad luck to their skill. If CEOs engage in firm 

performance personally, i.e., they attribute this capability cue to internal causes, then they are 

likely to do so for both good and bad luck. Thus, the internal attribution of bad luck in 

capability cues will undermine confidence, lowering the willingness to take on risks. 

Consequently, we hypothesize the following: 

Hypothesis 2. A negative relationship exists between CEO bad luck in capability cues and 

subsequent strategic risk-taking 

Having outlined that both good and bad luck affect strategic risk-taking, we conjecture 

asymmetry in response to the valence of luck, grounded in attribution theory's insights into 

information processing (Baumeister et al., 2001). If both good and bad luck are misattributed 

to skill and bad (good) luck more likely leads to lower (higher) outcomes, we expect 

asymmetry because bad things get more thought (Baumeister et al., 2001). 

Attribution theory and the social psychology literature document a systematic bias 

toward negative information. Summarizing this notion, Baumeister et al. (2001, p. 362) 

highlight that the allocation of greater weight to negative stimuli “may be one of the most 

basic and far-reaching psychological principles”. In other words, this line of research 

 

7 To separate the evoked mechanism, it is important to make a clear distinction to two further arguments often 

made in the related literature. On the surface, our theorizing may appear at odds with predictions from A 

Behavioral Theory of the Firm and prospect theory (e.g., Kahneman and Tversky, 1979; Cyert and March, 1963). 

A Behavioral Theory of the Firm, an organizational-level theory, predicts that firm regulate their behavior with 

the help of performance feedback, leading to an increase in risk-taking following a performance shortfall to reach 

a satisfactory state (Greve, 2003; Cyert and March, 1963). While the extant literature is mostly centered on search 

and change (Greve, 2003), which are organizational-level concerns, recent research suggest that risk-taking is an 

individual-level concern (Kacperczyk, Beckman, and Moliterno, 2015). Similarly, prospect theory, an individual-

level theory, predicts increased risk-taking in the face of prospective losses. Our theorizing is grounded on prior, 

and not prospective, positive and negative outcomes. 
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proposes that “bad is stronger than good” (Baumeister et al., 2001, p. 362). Negative stimuli 

tend to inherently attract attention (Hansen & Hansen, 1988). Events and stimuli that are 

perceived as emotionally negative occupy more cognitive resources and evoke stronger 

physiological, cognitive, and behavioral responses than those that are perceived as 

emotionally positive (Taylor, 1991). Consequently, negative information has a more 

profound impact on people than does positive information of the same intensity (Peeters & 

Czapinski, 1990; Ito, Larsen, Smith, & Cacioppo, 1998). In particular, in the context of 

performance feedback that is self-relevant to individuals, negative feedback has an 

asymmetrically strong effect on beliefs and induces pessimism (Ertac, 2011). Thus, this bias 

indicates that negative stimuli not only command more attention but also trigger more 

extensive attributional activities than positive stimuli (Baumeister et al., 2001; Fu, Tang, & 

Chen, 2020; Smith et al., 2006). 

Specifically, people tend to engage in deeper and longer cognitive processing when 

explaining negative events, such as failures, than when rationalizing positive outcomes, such 

as successes (Baumeister et al., 2001; Fiske, 1980; Gilovich, 1983). This enhanced 

processing for negative events aligns with the notion that bad things get more thought 

(Baumeister et al., 2001; Klinger, Barta, & Maxeiner, 1980), suggesting that individuals are 

likely to devote more cognitive resources to making attributions for bad luck than for good 

luck. Negative events even elicit more cognitive processing when controlling for the 

expectedness of the event (Abele, 1985). In a comprehensive review of 17 studies on causal 

attribution, Weiner (1985a) highlights that spontaneous attributional activity—defined as 

individuals' efforts to explain their experiences and identify causes for events—is 

significantly greater for negative events (e.g., failures) than for positive events (e.g., 

successes). 
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Thus, negative outcomes may prompt a more intensive search for explanations. 

Conversely, positive outcomes do not seem to engender the same depth of attributional 

scrutiny, likely due to their agreeable nature and the general propensity to attribute successes 

to internal factors with less cognitive elaboration. This heightened attributional activity for 

negative events facilitates a deeper and more extensive search for causes, which can lead to 

stronger skill-based capability interpretations when CEOs reflect on bad luck. In contrast, 

good luck may not undergo the same level of scrutiny or attributional effort, potentially due 

to its positive valence and the general tendency for successes to be attributed to internal 

factors with less cognitive elaboration. 

In sum, our argument, anchored in attribution theory, suggests that the differential 

cognitive processing of bad versus good luck leads to an asymmetry in how CEOs interpret 

and attribute luck and ultimately respond to it. Specifically, we theorize that bad luck, which 

is subject to more extensive attributional reasoning and thus more likely to be misattributed to 

skill, has an asymmetrically strong negative effect on a CEO’s confidence. This imbalance 

implies that bad luck decreases a CEO’s confidence more than equivalent good luck increases 

it. Consequently, we conjecture that this differential impact on confidence due to the valence 

of luck has a profound effect on risk-taking behaviors, with bad luck leading to a more 

significant reduction in strategic risk-taking compared to good luck. 

Hypothesis 3. Bad luck in capability cues reduces strategic risk-taking more than good luck 

in capability cues increases strategic risk-taking. 

Moderating Role of Negative Professional Experiences 

Work on attribution theory suggests that individuals attribute outcomes to internal or external 

causes depending on three basic informational cues (Ashkanasy, 1989; Kelley, 1971; 

Schaffer, 2002). This approach posits that outcomes are internally attributed when they lack 

Electronic copy available at: https://ssrn.com/abstract=4130318



MAY BAD LUCK BE WITHOUT YOU 

16 

distinctiveness, exhibit a pattern of consistency, and are unique to the individual (consensus) 

(Kelley, 1971). Conversely, outcomes are deemed externally influenced if they are 

distinctive, lack consistency, and are commonly observed among others. In the following, we 

focus on instances that promote internal misattribution of bad luck because our theory 

predicts a negative and asymmetrically strong effect on strategic risk-taking after bad luck. 

One important factor that lowers distinctiveness, increases consistency, and decreases 

consensus when making attributions for bad luck is the negative professional experience of 

CEOs. A vast stream of research shows that past negative experiences may have long-lasting 

consequences for executive decision-making (e.g., Dittmar & Duchin, 2016; Fralich & 

Ahmadsimab, 2023; Schoar & Zuo, 2017; van Doorn, Heyden, & Reimer, 2023). Thus, 

negative career experiences have the potential to leave a lasting mark on the mental models 

of CEOs (Bianchi & Mohliver, 2016; Malmendier & Nagel, 2011). Consequently, we argue 

that such negative past experiences influence CEOs' perception of negative capability cues 

and lead to a more internal style of attribution. 

In attribution theory, the distinctiveness dimension evaluates whether outcomes vary 

across different situations, with low distinctiveness suggesting consistent outcomes regardless 

of context, hinting at internal causes, and high distinctiveness indicating different outcomes, 

pointing to external factors as influences (Kelley, 1971). For CEOs, past negative experiences 

may reduce the distinctiveness of bad luck, leading them to interpret bad luck as a reflection 

of their own actions and skills. This history biases CEOs toward more internal vs. more 

external attributions for bad luck, viewing it not as a result of external, changeable 

circumstances but as intertwined with their personal decision-making or competencies. 

Consensus addresses how similarly an individual's outcomes compare to those of their 

peers in the same context (Kelley, 1971). A low consensus indicates that the outcome is 

unique to the individual, suggesting the presence of internal factors such as personal skills. 

Electronic copy available at: https://ssrn.com/abstract=4130318



MAY BAD LUCK BE WITHOUT YOU 

17 

High consensus, conversely, shows that the outcome is common among many individuals, 

pointing toward external circumstances as the cause. For instance, when a CEO notices that 

his or her peers are not encountering a similar combination of negative events (low 

consensus), this reinforces the inclination to attribute his or her own bad luck to internal 

factors, such as personal failure or misjudgement. This perception isolates the CEO's 

experience as an outlier, potentially prompting a more internal evaluation of their own 

decision-making processes and skills. In essence, low consensus regarding negative outcome 

combinations amplifies internal attributions relative to more external attributions of bad luck, 

driving CEOs to consider their own actions and choices the primary source of such adversity. 

Consistency refers to the degree to which an individual exhibits the same outcome 

across similar situations over time (Kelley, 1971). High consistency suggests that the 

outcome is a result of enduring internal factors, whereas low consistency indicates that the 

outcome may be influenced by specific external variables. For CEOs, a history of 

encountering similar negative events can heighten the perception of consistency in their 

experiences with bad luck, reinforcing the belief that such outcomes are closely tied to their 

personal actions or decision-making styles. This heightened sense of consistency strengthens 

the internal attribution relative to the external attribution for negative outcomes, leading 

CEOs to view bad luck not as unstable or externally caused but as a stable issue linked to 

their own leadership or strategic choices. 

Taken together, past negative experiences may influence the attribution of bad luck 

through the lens of the distinctiveness, consensus, and consistency of such events, further 

embedding the tendency to internalize the cause of adverse outcomes. CEOs who have 

experienced negative events in the past may thus be more inclined to attribute current 

negative outcomes to internal factors such as their own lack of skill, even if the outcomes are 

largely due to luck. CEOs might believe that an outcome will persist and that the cause of 
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negative experiences is a fixed factor if they are repeatedly confronted with negative 

outcomes such as bad luck. Moreover, CEOs might attribute outcomes internally to consistent 

factors irrespective of the context, with the expectation that negative outcomes will continue 

to occur in other aspects (Kelley, 1987). Thus, CEOs may perceive negative experiences as 

precursors for future negative outcomes. Consequently, CEOs with negative past experience 

may exhibit greater misattribution of bad luck due to their increased sensitivity to negative 

outcomes. Thus, we posit a stronger reduction in strategic risk-taking if a CEO has 

experienced a negative professional event in the past as follows: 

Hypothesis 4. The reduction in strategic risk-taking following higher levels of bad luck in 

capability cues is accentuated among CEOs who have experienced negative professional 

events. 

METHODS 

Data and Sample 

Our sample selection process starts with all 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), 

a common approach in the literature. For each firm-year observation, we obtain the name of 

the CEO, the CEO characteristics and the 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 CEO turnover took place. 

After dropping observations for which complete data were unavailable, our main sample 

comprises 22,461 observations spanning from 1992 to 2020. 
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Variables 

Dependent variable. Our dependent variable is a proxy for strategic risk-taking that 

reflects the risk behavior undertaken by a CEO for his or her firm (Gomez-Mejia, Neacsu, & 

Martin, 2019). Following prior research (e.g., R. J. Campbell, Jeong, & Graffin, 2019; 

Chatterjee & Hambrick, 2011; Mount & Baer, 2021), we focus on three major forms of 

discretionary spending. Specifically, we employ the logarithm of the sum of research and 

development (R&D) expenditures8, capital expenditures, and acquisition expenditures (plus 

1) as a composite measure of strategic risk-taking because these components are typically 

substitutes for each other (R. J. Campbell et al., 2019). 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). 

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 Daniel 

et al. (2020), who decompose firm stock performance into idiosyncratic firm performance 

and exogenous factors stemming from market performance and industry performance at the 

CEO-firm level.9 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: 

 

 

 

8 Following prior research, we set missing R&D values to zero (e.g.,Shi, Connelly, Mackey, & Gupta, 2019). 
9 Similar approaches have been applied by, for instrance, Bertrand and Mullainathan (2001) and Amore and 

Schwenen (2022). 

Firm Performance
i,m

=αi+β
i
 × Industry Performance

j,m
+δi×Market Performance

m
+εi,m      (1)  

Electronic copy available at: https://ssrn.com/abstract=4130318



MAY BAD LUCK BE WITHOUT YOU 

20 

where j corresponds to the industry of firm i and m denotes the month.10 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.11 We follow Daniel et al. (2020) and 

denote this measure as Skill. Luck then equals the firm stock return less Skill. Similar to the 

approach of Daniel et al. (2020), we annualize both Luck and Skill by taking the average 

monthly estimates over each fiscal year and multiplying them by 12.12 

The continuous variable Luck measures 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 as per our theorizing, we construct two 

semicontinuous variables: Badluck equals the absolute value of Luck if Luck is less than or 

equal to zero and 0 otherwise. Analogously, Goodluck equals Luck if Luck is greater than 

zero and 0 otherwise. 

In addition, we divide Luck into 5 quantiles of equal size to test our moderation 

hypotheses; thus, Luck80to100 equals 1 if Luck falls into the 80% to 100% percentile and 0 

otherwise. Similarly, we calculate Luck60to80, Luck40to60, Luck20to40, and Luck0to20. 

Since Luck20to40 entails neutral Luck (i.e., a value of 0), we take Luck20to40 as the baseline 

 

10 We closely follow Daniel, Li, and Naveen (2020) in estimating luck. We use equally weighted returns for the 

industry and market, include the focal firm’s return in industry returns, use the 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. The calculation of market returns is based on the whole set of companies (i.e., not limited to 

Execucomp firms). 
11 In a further robustness test, we assume that industry and market sensitivities are the same across all firms and 

we estimate a pooled regression including all the observations. 
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. 
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to compare instances with relatively bad luck (i.e., Luck0to20 equaling 1) vs. instances with 

relatively good luck (i.e., Luck40to60, Luck60to80, Luck80to100 equaling 1). 

Moderators. To proxy for a CEO’s adverse past professional experience, we focus on 

two different types of experience. First, we calculate an additional variable to measure the 

past professional experience of bad luck. We calculate an indicator variable, BadluckExp, 

which equals 1 if the CEO has experienced bad luck in the past at the focal firm and 0 

otherwise.13 Second, we use two 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., Guiso, Sapienza, & Zingales, 2018) 

and 9/11 (e.g., Sacco et al., 2003) affected the risk propensity of individuals. Thus, we 

calculate a dummy variable, 20012008Exp, 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, 20012008Exp equals 0.14 

Control variables. We include several control variables that have been used in the 

literature on strategic risk-taking. We first include several CEO characteristics that might 

influence risk-taking: 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. 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, Li, Shi, & Lee, 2020; Kish-Gephart & Campbell, 2015). 

Specifically, EquityOwnership is the ratio of shares held by a firm’s CEO excluding options 

divided by total shares outstanding. Furthermore, we control for option compensation 

 

13 Defining these variables on the CEO level does not change our results. 
14 We also tested alternative measures of past experiences such as whether the CEO experienced a recession or a 

crisis event in the focal firm. Our conclusions remain the same. 
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(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 associated with risk-taking. First, we control 

for firm size (Size) because research suggests that 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 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 also include FirmAge as the natural 

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

Finally, we control for performance feedback. In particular, we measure how return on assets 

(ROA) compares to prior historical aspirations and include a spline function (Greve, 2003; 

Kolev & McNamara, 2022): ROA>ASP equals ROA less historical aspiration if positive and 

0 otherwise. Similarly, ROA<ASP equals the (absolute) value of ROA less historical 

aspiration if it is negative and 0 otherwise. 

Finally, we control for the key industry context variables as important situational 

contingencies that might be associated with risk-taking. We measure Complexity as 1 minus 

the Herfindahl index (calculated based on the sum of the squared market shares of all the 

firms listed in each two-digit SIC code in Compustat). Munificence and dynamism indicate 

an industry's capacity for growth and instability (Dess & Beard, 1984). The munificence 

measure (Munificence) is obtained from the exponentiated regression slope coefficients, 

while the measure of dynamism (Dynamism) is derived from the exponentiated standard 

errors of the betas in the regression equation used for calculating environmental munificence 
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(Keats & Hitt, 1988; Withers & Fitza, 2017). We winsorize the continuous variables at the 

1% and 99% levels to account for extreme outliers. 

Model Specification 

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 combinations of firm i and CEO c. To 

account for year-specific effects, we also include year fixed effects (Yeart). Throughout our 

analyses, the standard errors are both adjusted for heteroscedasticity and clustered at the firm 

level to control for potential serial correlation in the idiosyncratic error term of the regression 

(Wooldridge, 2010).15 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, respecitively Goodluck and Badluck, as our 

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

Hence, our baseline model is as follows: 

 

RESULTS 

Main Results 

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

With a mean of 0.14 and a standard deviation of 0.27, our luck variable is closely aligned 

with that of Daniel et al. (2020), with a mean of 0.15 and a standard deviation of 0.27. The 

same holds for our measure of strategic risk-taking (e.g., Mount & Baer, 2021). 

--- 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. In Model 1 of Table 2, we show a model with control 

 

15 Clustering the standard errors at the firm-CEO level does not alter our conclusions. 

Strategic Risk-Taking
i,c,t

= Goodlucki,c,t-1+ Badlucki,c,t-1 Skilli,c,t-1+ Xi,t-1 + Zc,t-1+ FirmCEOi,c+Yeart+εi,c,t       (2) 
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variables only. In Model 2 of Table 2, we introduce our continuous variable Luck: the 

coefficient of Luck is positive and statistically significant (β = 0.16, SE = 0.02, p = 0.00). 

This implies that the more luck a CEO experienced in the past year, the greater her 

willingness is to take on subsequent strategic risk, which provides suggestive support for 

Hypothesis 1, although we did not explicitly differentiate between good and bad. However, a 

continuous measure of Luck helps in economic interpretation: economically, a one standard 

deviation increase in Luck leads to an increase of 4.2 percentage points in strategic risk-

taking. In comparison, a one standard deviation increase in Skill leads to an increase of only 

2.8 percentage points in strategic risk-taking. Overall, we infer that luck seems to have an 

economically relevant effect on strategic risk-taking. Next, we proceed to a direct test of our 

hypotheses. 

--- Insert Table 2 about here --- 

Hypothesis 1 proposes a positive relationship between good CEO luck and strategic 

risk-taking. To test this hypothesis, we introduce good luck and bad luck into Model 3 in 

Table 2. As expected, the coefficient of Goodluck is positive and statistically significant (β = 

0.07, SE = 0.03, p = 0.02). This finding supports Hypothesis 1, i.e., that good luck is 

positively associated with risk-taking. 

Similarly, Hypothesis 2 predicts a negative relationship between bad luck and strategic 

risk-taking. The coefficient of Badluck is negative and statistically significant (β = -0.36, SE 

= 0.06, p = 0.00). This result reveals a negative relationship between the level of bad luck and 

strategic risk-taking, suggesting that CEOs reduce their strategic risk-taking amid increasing 

levels of bad luck. 

Next, we test Hypothesis 3, which predicts that lower levels of CEO luck reduce 

strategic risk-taking more than higher levels of CEO luck increase strategic risk-taking. As 

shown in Model 3 of Table 2, the coefficient of Goodluck is considerably smaller in 
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magnitude than the Badluck coefficient.16 The absolute values of the coefficients of Badluck 

and Goodluck are significantly different from each other (F = 14.81, p = 0.00), supporting 

Hypothesis 3. 

As an additional test of Hypothesis 3, we replace the semicontinuous variables with 

quantile dummies of luck in Model 4 of Table 2. Since luck takes on the value of 0 in the 

second quantile, we use this quantile as the baseline. The results indicate that both high levels 

of bad luck and high levels of good luck significantly affect strategic risk-taking, while 

moderate levels of good luck have no effect. Moreover, the coefficient on Luck0to20, 

indicating badluck, is twice the size of the coefficient of high levels of good luck 

(Luck80to100). Overall, these results show that the level of bad luck is negatively associated 

with strategic risk-taking, while the level of good luck has a positive but smaller effect. This 

implies that the relationship found between luck and strategic risk-taking in Model 2 of Table 

2 is mainly driven by CEOs’ reactions in the bad luck domain. 

Models 5 and 6 of Table 2 show the results of our analyses regarding Hypothesis 4, 

which predicts that experience with negative professional events accentuates the negative 

effect of bad luck on strategic risk-taking. We limit these analyses to the quantile approach, 

i.e., we interact the quantiles of luck with the respective proxy of the negative professional 

event. In Model 5 of Table 2, the interaction effect of Luck0to20, i.e., Badluck, and 

BadluckExp is negative and significant (β = -0.05, SE = 0.03, p = 0.07), indicating that the 

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

have previously experienced bad luck. Thus, CEOs who have experienced bad luck at least 

 

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

Luck with an indicator variable (Badluck) equaling 1 if luck is negative, and 0 if positive. For ease of interpretation 

in relation to the coefficients, we opted for the approach of using the semicontinuous measures of good luck and 

bad luck. If we run an alternative model with an interaction term of Badluck and Luck, our conclusions remain the 

same. 
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once during their professional careers shy away even further from strategic risk-taking when 

facing bad luck again.17 Figure 1 illustrates this interaction. 

In Model 6 of Table 2, we employ CEOs’ experiences related to the 2001 and/or 2008 

crises as CEOs. The interaction effect of Badluck and 20012008Exp is also negative and 

significant (β = -0.06, SE = 0.03, p = 0.07), suggesting that the past experience of the 2001 or 

2008 crisis accentuated the negative effect of bad luck on strategic risk-taking. We plot this 

interaction graphically in Figure 2. 

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

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

the observations in our sample. 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 remain similar. We also check the robustness of our results by including Tobin’s Q as 

an additional control variable for firm performance. Our results remain similar, although the 

effect sizes become weaker, which is not surprising because, in this instance, Luck captures 

only the variation not already entailed in Tobin’s Q. These results also do not change when 

we exclude ROA>ASP, ROA<ASP, and Tobin’s Q as control variables. Finally, we evaluate 

 

17 The interaction effects of BadluckExp and the quantile dummies of good luck remain insignifcant and 

considerably smaller in magnitutde. Thus, having experienced badluck in the past does not moderate the effect of 

current good luck. 
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the sensitivity of our results to the baseline choice of winsorizing at 1%. Our results remain 

robust if we do not winsorize our variables. 

DISCUSSION 

In this study, we explored how luck in capability cues affect the strategic risk-taking of 

CEOs. Our findings suggest that good luck is positively associated with strategic risk-taking, 

while bad luck is negatively associated with strategic risk-taking and that the effect in the bad 

luck domain is stronger. Finally, we theorize and show that CEOs who have experienced 

adverse professional events exhibit accentuated negative reactions to current bad luck due to 

a stronger internal misattribution of bad luck for inferior skill. We believe that our findings 

have important implications for theory. 

Theoretical Contributions 

Our study advances strategic management research in different ways. First, we 

contribute to behavioral strategy: we propose a theory on the misattribution of luck for skill 

among executive decision-makers. Although the literature has recognized the influence of 

luck on firm outcomes, it has been largely absent in the management literature, as scholars 

are not trained to analyze it (Parnell & Dent, 2009). The question of whether firm 

profitability is due to systematic differences or simply the result of luck or chance has been a 

concern in strategic management research (Henderson, 2000). Scholars have acknowledged 

that luck plays a substantial role in explaining the results achieved by organizations and may 

produce persistent heterogeneity across firms over time (Denrell, 2005; Denrell et al., 2015; 

Levinthal, 1991). 

Despite such reinforcement processes, the literature has, at least implicitly, assumed 

that CEO behavior is independent of luck. We have softened this assumption and we show 

that luck may have a nontrivial and nonrandom effect on subsequent firm trajectories through 

a change in CEO behavior. Thus, our theorizing and findings suggest that luck may produce 
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systematic differences across firms not only due to reinforcing mechanisms at the firm level 

(e.g., rich-get-richer dynamics) (Denrell et al., 2015) but also because luck affects the 

confidence of CEOs and changes their strategic risk-taking, a key antecedent of firm 

performance (Burkhard et al., 2022). Consequently, it is critical to understand the effect of 

luck on CEO behavior to unpack systematic differences in firm performance. 

The notion that CEOs lack the capacity to accurately process information and, hence, 

may misattribute stimuli has a long tradition in the management literature (e.g., Billett 

& Qian, 2008; Hayward, Rindova, & Pollock, 2004; Kim, 2013; Salancik & Meindl, 1984). 

We contribute to this literature by proposing that CEOs misattribute the exogenous 

component in observable, i.e., luck, to their skill. Underlying this idea is the implicit 

assumption of informationally unconstrained decision-makers who are able to discern 

performance into skill and luck. This is distinct from related work on how the skill 

component in capability cues affects managerial responses (e.g., Chatterjee & Hambrick, 

2011). This exogenous component has typically been neglected in previous research by 

employing, for example, industry-adjusted performance indicators. If CEOs face difficulties 

in separating luck from skill and rely on capability cues involving a substantial component of 

luck, their beliefs regarding skill become outcome biased (e.g., Baron & Hershey, 1988); that 

is, CEOs might evaluate their skill based on observable outcomes but not the underlying 

decision processes. Since the literature suggests that luck explains a substantial part of firm 

trajectories, we have taken an important next step by examining behavioral reactions to luck. 

More specifically, we add to attribution theory. To date, the literature on self-

assessment and the attribution of performance cues has focused mainly on the self-serving 

behavior of CEOs (e.g., Billett & Qian, 2008; Kim, 2013), suggesting that they take credit for 

successes and blame the environment for their failures. However, the tendency to attribute 

failure to internal factors has received less attention in the theoretical and empirical literature. 
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Our findings indicate that while CEOs reduce risk-taking amid bad luck, the effect of good 

luck on their risk-taking is smaller. Underlying this reasoning is the assumption that CEOs 

have an inward responsibility for firm performance, i.e., both for good and bad firm 

performance (Chatterjee & Hambrick, 2011; Donaldson & Lorsch, 1983). Thus, from a self-

serving view on attribution, the documented asymmetry is not obvious. Potentially, CEOs 

attribute performance so much to factors under their control in ways that may not be true for 

other events or contexts. 

These findings may be a starting point for future work, providing theoretical 

advancements on the (mis)attribution of positive and negative stimuli separately, such as 

boundary conditions to internal attribution of negative outcomes. In particular, an interesting 

question remains concerning how the self-serving behavior expressed in public documents 

(e.g., letters to shareholders as in Staw et al. (1983)), investor conference calls (e.g., Shi, 

Chen, & Li, 2022) or interviews (e.g., Kim, 2013; Park, Chung, & Rajagopalan, 2021) truly 

corresponds to CEOs’ internal beliefs. Our findings indicate that these might diverge. 

Although CEOs deny responsibility in public communication regarding bad market 

conditions and take credit for good market environments due to impression management 

concerns, their internally held beliefs might differ from their externally expressed beliefs in 

some instances. Thus, our results are not inconsistent with these sets of results. 

Moreover, our results suggest that the past negative experiences of CEOs are an 

important condition for the internal misattribution of bad luck and might partially explain the 

asymmetric effect. This highlights the necessity of accounting for the past experiences of 

CEOs, which may shape the explanatory style and consequently how CEOs process 

information and attribute outcomes internally. Our results suggest that stronger bad luck 

reactions are induced not only by similar past bad luck experiences but also by less related 

negative experiences consistent with more internal attributions. Moreover, this insight 
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provides a more nuanced view of how past experiences translate to organizational behavior 

beyond their direct effects on corporate policies (e.g., Dittmar & Duchin, 2016; Malmendier, 

Tate, & Yan, 2011; Schoar & Zuo, 2017). Thus, “branded CEOs” in particular seem to be 

prone to attributing negative stimuli to internal factors. 

We also extend the empirical literature on CEO luck, which is primarily focused on 

compensation (e.g., Bertrand & Mullainathan, 2001; Chiu, Oxelheim, Wihlborg, & Zhang, 

2016; Daniel et al., 2020). Similarly, Amore and Schwenen (2022) find that lucky CEOs have 

better job opportunities outside their firms and obtain greater compensation when they move 

to new firms. Finally, Jenter and Kanaan (2015) and Flepp and Meier (2024) find that CEOs 

are dismissed for factors beyond their control. Our findings suggest that not only third parties 

but also CEOs react to CEO luck. 

Although our empirical operationalization of luck focuses on a very specific form of 

luck, i.e., the exogenous component in recent firm performance based on the stock market, 

we envisage that our theory is more broadly applicable. Most organizational outcomes are not 

fully determined by a CEO’s (or firm’s) actions. Instead, a considerable number of them are 

likely influenced by external, uncontrollable, and unstable factors. For instance, a major 

competitor losing a top customer may constitute a unique “luck” event for the focal firm. 

Similarly, a natural catastrophe impacting a firm’s plant could be considered a bad luck event 

beyond the firm’s control. Indeed, we have little reason to believe that the proposed 

theoretical mechanism is restricted to luck measured by exogenous factors based on market 

performance and industry performance in terms of recent firm performance. 

Finally, we identify luck as a determinant of strategic risk-taking. Prior research has 

focused primarily on how CEO characteristics affect strategic risk-taking (cf. Finkelstein, 

Hambrick, & Cannella, 2009) or how contingencies such as environmental or organizational 

contexts (cf. Bromiley & Rau, 2016) moderate these relations. Recently, there have been 
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important findings regarding how CEOs’ strategic risk-taking decisions are affected beyond 

these traditional characteristics. For instance, scholars have examined the role of CEOs’ birth 

order (R. J. Campbell et al., 2019), exposure to religion (Chen, Luo, Tang, & Tong, 2023), 

dismissal and its effect on CEOs in competing firms (Connelly et al., 2020), or CEOs’ social 

class and background (Kish-Gephart & Campbell, 2015). However, although luck and risk-

taking seem inherently related, thus far, neither the theoretical background nor an empirical 

investigation thereof has been conducted. Our theorizing and empirical evidence thus support 

the view that luck is an important antecedent of strategic risk-taking. 

Practical Implications 

From a practical perspective, our findings highlight the importance of luck for CEOs’ 

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

manageable per se, the attributions of and responses to luck are. Thus, an increasing 

awareness of CEOs’ behavioral responses to luck might improve future decision-making and 

is critical for debiasing techniques. The psychological literature proposes two fundamental 

approaches to debiasing: “modifying the decision maker” or “modifying the environment” 

(Soll, Milkman, & Payne, 2014), and both may be of practical value in terms of curbing 

adverse effects. 

According to the approach of “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 in decision tasks might 

make a difference in this context. Alternatively, encouraging an outside view (Kahneman 

& Lovallo, 1993), the use of other cognitive strategies or more data-driven approaches for 

decision-making might help CEOs differentiate luck from skill more objectively and, 

consequently, prevent misattribution of external factors to skill. 
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Concerning the approach of “modifying the environment” (Soll et al., 2014), our 

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

firms, such as misperception of luck. For instance, stricter board oversight or stronger 

incentives might improve decision-making. Furthermore, as past adverse professional 

experiences accentuate the reduction in strategic risk-taking reactions following bad luck, 

boards should consider candidates’ adverse professional experiences when selecting a new 

CEO. 

Limitations and Future Research 

Like all empirical studies, our investigation has limitations. Most importantly, luck cannot be 

directly observed and must be estimated. We have followed the latest research in building our 

luck measures at the CEO-firm level, entailing that executives’ sensitivity to exogenous 

factors might vary (Daniel et al., 2020). Moreover, the adopted operationalization of luck is 

based only on the component of firm performance that is attributable to overall market and 

industry conditions; thus, it does not account for any other events that may also constitute 

luck. We leave this topic for future research. 

We also envisage other paths that may prove fruitful for subsequent research. Although 

we provide evidence that CEOs’ past experiences accentuate their negative risk-taking 

responses to bad luck, we do not examine other factors that might attenuate such responses. 

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. Hence, shedding 

light on the different ways in which luck shapes corporate decision making will contribute to 

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

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

1 Strategic Risk-

Taking 
 

4.87 1.66 1.00                   

2 Luck  0.14 0.27 -0.01 1.00                  

3 Badluck  0.05 0.12 -0.06 -0.70 1.00                 

4 Goodluck  0.19 0.21 -0.05 0.92 -0.35 1.00                

5 BadluckExp  0.54 0.50 0.01 0.09 -0.03 0.09 1.00               

6 20012008Exp  0.46 0.50 -0.01 -0.03 0.12 0.02 0.56 1.00              

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

8 Size  7.21 1.56 0.81 -0.08 -0.01 -0.11 0.06 0.03 -0.02 1.00            

9 ROA>ASP  0.03 0.06 -0.09 0.14 -0.01 0.17 -0.03 -0.02 0.15 -0.16 1.00           

10 ROA<ASP  0.02 0.06 -0.13 -0.11 0.21 -0.02 -0.01 0.06 -0.21 -0.13 -0.19 1.00          

11 CashHolding  0.16 0.18 -0.18 0.09 -0.01 0.12 0.01 0.09 0.04 -0.35 0.23 0.13 1.00         

12 DebtRatio  0.22 0.19 0.18 -0.05 0.06 -0.04 0.01 -0.05 -0.05 0.32 -0.03 0.02 -0.37 1.00        

13 FirmAge  3.03 0.74 0.28 -0.06 -0.04 -0.11 0.11 0.07 -0.04 0.40 -0.09 -0.09 -0.25 0.11 1.00       

14 Tenure  7.14 7.18 -0.10 0.01 -0.02 0.01 0.34 0.32 -0.01 -0.10 -0.05 -0.01 0.07 -0.07 -0.02 1.00      

15 CEOAge  55.00 7.08 0.03 -0.01 -0.05 -0.04 0.18 0.14 -0.01 0.10 -0.06 -0.05 -0.11 0.05 0.20 0.41 1.00     

16 Duality  0.53 0.50 0.11 0.03 -0.05 0.00 0.14 0.10 -0.01 0.14 -0.08 -0.05 -0.13 0.03 0.11 0.29 0.27 1.00    

17 TotalPay  7.97 1.05 0.59 -0.03 0.00 -0.04 0.09 0.10 0.05 0.68 -0.04 -0.08 -0.10 0.19 0.25 -0.08 0.07 0.08 1.00   

18 OptionPay  0.25 0.27 0.10 0.02 0.01 0.04 -0.11 -0.05 -0.02 0.01 0.02 0.07 0.12 -0.05 -0.11 -0.08 -0.12 0.03 0.25 1.00  

19 EquityOwn  0.03 0.06 -0.20 0.01 -0.02 0.00 0.07 0.05 0.00 -0.20 -0.03 0.00 0.08 -0.12 -0.15 0.39 0.16 0.17 -0.26 -0.13 1.00 

20 Complexity  0.925 0.069 0.05 0.01 -0.02 0 -0.04 0 0 -0.05 0.05 0.05 0.14 -0.06 0.01 0 -0.06 -0.01 0 0.12 -0.05 

21 Dynamism  1.02 0.016 0.01 0.01 0.03 0.02 0.04 0 0 0.02 0.02 0 -0.06 0.04 -0.01 -0.02 0 0.04 -0.01 0.03 -0.01 

22 Munificence  1.055 0.072 -0.03 -0.01 0.06 0.02 -0.11 -0.13 0.02 -0.09 -0.04 0.06 0 -0.06 -0.15 -0.01 -0.07 0.06 -0.09 0.13 0.06 

Notes: N = 22,461. Summary statistics and pairwise correlations of the variables are employed. 

 

Table 1 cont. Descriptive Statistics and Correlations 

  20 21 22 

20 Complexity  1   

21 Dynamism  -0.16 1  

22 Munificence  0.04 0.05 1 
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Table 2: Main Results 

  Dependent Variable: Strategic Risk-Taking 

  Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 

  Beta p value Beta p value Beta p value Beta p value Beta p value Beta p value 

Luck    0.155 0.000         

Badluck      -0.358 0.000       

Goodluck      0.069 0.023       

Luck0to20        -0.078 0.000 -0.055 0.017 -0.051 0.026 

Luck40to60        -0.002 0.889 0.006 0.770 0.010 0.637 

Luck60to80        0.012 0.442 -0.003 0.883 0.008 0.687 

Luck80to100        0.038 0.032 0.046 0.062 0.062 0.006 

BadluckExp          -0.019 0.494   

BadluckExp x  Luck0to20          -0.054 0.067   

BadluckExp  x  Luck40to60          -0.012 0.687   

BadluckExp  x  Luck60to80          0.028 0.333   

BadluckExp  x  Luck80to100          -0.008 0.785   

20012008Exp            0.068 0.145 

20012008Exp  x  Luck0to20            -0.060 0.073 

20012008Exp  x  Luck40to60            -0.025 0.402 

20012008Exp  x  Luck60to80            0.007 0.819 

20012008Exp x  Luck80to100            -0.049 0.125 

Skill  0.084 0.000 0.086 0.000 0.087 0.000 0.087 0.000 0.087 0.000 0.087 0.000 

Size  0.522 0.000 0.526 0.000 0.524 0.000 0.525 0.000 0.523 0.000 0.524 0.000 

ROA>ASP  -0.668 0.000 -0.691 0.000 -0.667 0.000 -0.683 0.000 -0.684 0.000 -0.681 0.000 

ROA<ASP  -1.075 0.000 -1.009 0.000 -0.975 0.000 -1.038 0.000 -1.032 0.000 -1.039 0.000 

CashHolding  0.833 0.000 0.824 0.000 0.822 0.000 0.826 0.000 0.825 0.000 0.829 0.000 

DebtRatio  -1.228 0.000 -1.220 0.000 -1.217 0.000 -1.222 0.000 -1.219 0.000 -1.222 0.000 

FirmAge  0.067 0.295 0.069 0.280 0.067 0.291 0.065 0.310 0.075 0.240 0.065 0.307 

Tenure  0.013 0.217 0.013 0.225 0.013 0.220 0.013 0.226 0.014 0.195 0.012 0.267 

CEOAge  0.007 0.621 0.007 0.600 0.007 0.638 0.008 0.581 0.007 0.605 0.008 0.574 

Duality  0.024 0.357 0.024 0.345 0.025 0.332 0.024 0.362 0.027 0.293 0.023 0.380 

TotalPay  0.138 0.000 0.136 0.000 0.136 0.000 0.136 0.000 0.135 0.000 0.136 0.000 

OptionPay  -0.188 0.000 -0.180 0.000 -0.180 0.000 -0.180 0.000 -0.182 0.000 -0.178 0.000 

EquityOwn  -0.584 0.023 -0.600 0.020 -0.602 0.020 -0.603 0.018 -0.608 0.017 -0.606 0.017 

Complexity  0.520 0.111 0.521 0.113 0.525 0.109 0.538 0.101 0.556 0.091 0.539 0.098 

Dynamism  -0.047 0.927 0.067 0.895 -0.007 0.989 0.024 0.962 0.061 0.904 0.037 0.942 
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Munificence  0.325 0.006 0.342 0.004 0.356 0.002 0.341 0.004 0.335 0.004 0.331 0.005 

Constant  -1.229 0.208 -1.422 0.144 -1.290 0.186 -1.369 0.161 -1.408 0.149 -1.396 0.153 

Firm-CEO FE  Yes Yes Yes Yes Yes Yes 

Year FE  Yes Yes Yes Yes Yes Yes 

Observations  22,461 22,461 22,461 22,461 22,461 22,461 

R-Squared  0.890 0.890 0.890 0.890 0.890 0.890 

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

 

Figure 1: Interaction Effect between Badluck 

and BadluckExp 

 

Figure 2: Interaction Effect between Badluck 

and 20012008Exp 
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