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Abstract

Purpose — This paper examines how the degree of happiness affects corporate risk-taking and the moderating
influence of family ownership of firms on this relationship.

Design/methodology/approach — The authors use an international sample of 17,654 firm-year observations
from 24 countries around the world from 2008 to 2016.

Findings — Using the happiness index from the World Happiness Report developed by the United Nations
Sustainable Development Solutions Network, the authors show that a country’s overall happiness is negatively
correlated with risk-taking behavior by firms. The findings are robust to an alternative measure of risk-taking
by firms. Further analyses document that the negative influence of happiness on firm risk-taking is more
pronounced for family-owned firms.

Practical implications — The paper is consistent with the notion that happier people are likely to be more
risk-averse in making financial decisions, which, in turn, reduces corporate risk-taking.

Originality/value — This study contributes to the broad literature on the determinants of corporate risk-
taking and the growing literature on the role of sentiment on investment decisions. The authors contribute to
the current debate about family-owned firms by demonstrating that the presence of family trust strengthens
the negative influence of happiness on corporate risk-taking, a topic that has been unexplored in previous
studies.
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1. Introduction
Corporate risk-taking is the amount of volatility associated with expected outcomes and cash
flows as a result of new investments (Wright et al, 1996). Corporate risk-taking has
significant implications for firm growth, performance, and survival (Bromiley, 1991). An
extensive body of literature has investigated the determinants of corporate risk-taking
decisions. Most of this research has concentrated on explaining risk-taking behavior from a
firm-level perspective. However, relatively little is known about how country-level factors
such as happiness shape corporate risk-taking. We fill this gap in the current literature by
investigating whether and how happiness in a given country affects firms’ risk-taking.
Emerging studies show that local characteristics (e.g. culture, religiosity, societal trust)
play a crucial role in shaping firm behavior (Chen et al, 2015; Dudley and Zhang, 2016).
Because an individual’s decision-making is often influenced by the behavior of a local peer
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community, decisions are susceptible to the impact of the local environment and culture
(Chuluun and Graham, 2016). Prior research on managerial risk-taking behavior confirms
that managerial risk-taking propensities vary depending on affective states (Loewenstein,
2000; Kirchsteiger et al., 2006; Card and Dahl, 2011). We investigate the impact of local
happiness on corporate risk-taking. Since mood and affect, as well as overall well-being,
influence decision-making, the emotional state of company decision-makers can have an
effect on corporate decisions. In the corporate finance setting, it has been documented that
certain biases and characteristics of managers, such as optimism and overconfidence,
influence risk-taking by firms (Malmendier and Tate, 2008; Galasso and Simcoe, 2011; Kim
et al, 2016). Chuluun and Graham (2016) show from US data that local happiness
encourages research and development activity. The commonality of these previous studies
is that they were conducted in single-country settings. As such, they do not enable us to
identify the country-level drivers of corporate risk-taking or explain from where the
observed cross-country variations in the level of corporate risk-taking could stem. We
extend these studies by examining international evidence on the impact of happiness on
corporate risk-taking in 24 countries worldwide.

Using five indexes of happiness from survey data published in the World Happiness
Report, we conduct a principal component analysis and retrieve the first component, which
captures the largest variation of the five original indexes that measure the level of happiness.
Using a sample of 17,654 firm-years from 3,254 firms incorporated in 24 countries, we find
that firms in happier countries engage in less risk-taking. Second, our results also reveal that
the negative effect of happiness on corporate risk-taking is more pronounced for family-
owned firms, which is consistent with the view that family trust strengthens managers’
emotion on investment decisions.

This study contributes to the broad literature on the determinants of corporate risk-taking
(Nguyen, 2011b; Huang and Wang, 2015; Gupta and Krishnamurti, 2018; Chatjuthamard et al,
2020) and the growing literature on the role of sentiment in investment decisions (Guven and
Hoxha, 2015; Kaplanski ef al, 2015; Lane, 2017). Heo et al (2018) examined the influence of
happiness on investment decisions, as measured by capital expenditures and spending on
research and development. Guven and Hoxha (2015) used shine as a measure for investors’
happiness and documented that happier people are likely to be more risk-averse in financial
decisions and that they tend to choose safer investments to reduce risk. However, these authors
employed survey data of individuals; extensive evidence on whether the level of happiness
mitigates or exacerbates risk exposure at the firm-level in the nonfinancial sector does not yet
exist. Going beyond existing studies, ours is the first paper documenting international evidence
on the relationship between corporate risk-taking and the level of happiness at the country-level
in a sample of 24 countries from around the world. We explore the “black box” of happiness as
an effective vehicle to reduce risk-taking by firms around the world.

We also contribute to the current debate on the effect of ownership structure, family
ownership in particular, on corporate policies. Existing studies reveal the benefit of family
firms in improving investment efficiency via the lower cost of debt (Anderson ef al., 2003).
Others suggest that family ownership may harm shareholder value because family-owned
firms exhibit higher agency costs (Eugster and Isakov, 2019), bear a higher interest rate on
loans (Chiu and Wang, 2019), or face financial restrictions (Murro and Peruzzi, 2019). We
explore the crucial role of family trust in reducing firm risk-taking by introducing the
interactions between happiness and family ownership. In this setting, we contribute to the
current debate about the role of family-owned firms by demonstrating that the presence of
family trust strengthens the negative influence of happiness and firm risk-taking, which are
unexplored in prior studies.

The rest of the paper is organized as follows. Section 2 reviews the literature and develops
hypotheses. Section 3 explains the data selection and methodology. Section 4 reports the
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empirical results and a cross-sectional analysis. Section 5 conducts robustness checks.
Section 6 gives a conclusion.

2. Literature review and hypothesis development

2.1 Happiness and corporate risk-taking

Happiness is defined as the state of the experience of joy, contentment, or positive well-being,
combined with a sense that one’s life is good, meaningful, and worthwhile. The feeling of
happiness also relates to what one expects about the future. Many research in the psychology
literature demonstrate that happiness influences human behavioral decisions (Iaffaldano and
Muchinsky, 1985; Kahneman and Krueger, 2006; Clark et al, 2008). In terms of economic
works, Kaplanski ef al. (2015) suggest that an individual feeling well because they can expect
to receive high payoffs in the future may spend more money on consumption or allocate more
money toward investments rather than savings. In contrast, others look forward to living
longer and presumably have stronger incentives to allocate money to savings accounts,
rather than investing in risky assets (Guven and Hoxha, 2015). Thus, the question whether
different happiness levels may be correlated, on average, to more or less risk-taking remains
unanswered.

In recent years, the economics of happiness, particularly the role of national happiness
indicators, has been a growing concern of researchers. Within organizational scholarship,
happiness should be explored and examined in corporate studies for two reasons. Firstly,
happiness has been recently measured by different approaches with a variety of key
variables (see Tofallis, 2020 for a review of national happiness) that represent a synergistic
effect on national happiness rather than acting as independent indicators. Thus, some
researchers point to the limitations of GDP or GNP per capital to understand macroeconomic
conditions, and they suggest considering Gross National Happiness as an alternative
measure (Dixon, 2006; Bates, 2009). Secondly, happiness should be considered as a societal
outcome of social support, public health, and economics. There may be a linkage between
national happiness and corporate activities (Chan et al, 2000; Chia et al, 2020) because
happiness, as conceptualized in psychological science, may affect stakeholders and
managerial behavior in ways that strongly relate to corporate performance as well as
corporate decisions.

There are conflicting studies addressing the impact of emotions on financial risk
tolerance. There is evidence that people who are experiencing happy emotions are less risk
tolerant, presumably to prevent prospective losses and to safeguard their high mood states,
according to the “mood maintenance” theory (Isen and Patrick, 1983; Isen et al, 1988). Isen and
Patrick (1983) discovered that individuals’ responses to risk stimuli vary depending on the
stakes of the gamble: when presented with high stakes, persons in a positive state are more
risk-averse in order to prevent huge losses. On the other hand, consistent with the affect
infusion model, mood plays a more essential part in making assessments in extremely unclear
situations and/or in the absence of a trustworthy source of information (Forgas, 1995).
Johnson and Tversky (1983) indicate that affect impacts probability judgments in such a way
that negative emotions elicit pessimistic risk assessments, resulting in reduced risk tolerance,
and good emotions elicit optimistic risk assessments, resulting in increased risk taking.
Kuhnen and Knutson (2011) also provide robust evidence that positive emotions such as
excitement motivate people to take more risks while negative emotions such as anxiety
discourage it.

Prior studies document two contrasting hypotheses to interpret the relation between
happiness and corporate risk-taking. On the one hand, happier people are more likely to
engage in risky projects than less happy people. Nygren et al. (1996) found that optimistic
people tend to overestimate the chances of winning compared to those of losing, thereby



allocating more resources to risky assets, resulting in higher risk-taking. Recently, Ferris et al
(2017) have found that CEOs in social capital areas increase the riskiness of specific corporate
investment and financial policies. Specifically, they invest in highly risky projects such as
R&D activity, corporate diversification, financial leverage, and asset liquidity, which, in turn,
create higher volatility in future stock returns and earnings.

On the other hand, other studies support the negative impact of happiness on firm risk-
taking. From an executive’s perspective, managers in highly happy countries take fewer
risks because they want to keep their “quiet life” longer and wish to reduce the cost of
mistakes that may disrupt the status quo. Guven and Hoxha (2015) document that people in
happier regions tend to hold life insurance, savings accounts, and operating assets instead
of stocks or bonds. From a corporate perspective, our argument is hinged on the view that
happier countries are characterized by higher connectedness and higher societal trust,
which lessen agency issues. Under the presence of severe agency conflicts, a firm’s
managers tend to act in their own interests, leading to high risks and harm to enterprise
growth (Wu, 2005). Therefore, the efficiency of corporate investment tends to be worse in
terms of the long-term sustainability of productivity, resulting in a higher probability of
risk. Happiness may increase the connections between managers and shareholders, making
firms less likely to take risks. Cao et al (2016) found evidence that societal trust reduces
stock price crash risk because managers have fewer incentives to hide bad news. From the
perspective of both executives and the business environment, we hypothesize that
happiness and corporate risk-taking are negatively correlated. We therefore propose our
first hypothesis as follows:

HI. Happiness is negatively associated with corporate risk-taking.

2.2 The moderating effect of family ownership

Ownership structure plays a crucial role as a corporate governance mechanism that helps to
minimize agency costs arising from the separation of principal and agent (Jensen and
Meckling, 1976; Shleifer and Vishny, 1986). Agency conflicts occur when managers’ goals,
preferences, and interests are not aligned with those of the firm’s owners. Consequently, an
agency problem directly affects a firm’s decisions, which, in turn, affects firm risk
significantly. The high concentration of family ownership of firms around the world (La Porta
et al, 1999) allows firms to mitigate agency conflicts through alignment of management
incentives. If a founder has a strong desire to involve in other family members, family trust
creates better connections and firm performance in the long-run, such that family-owned
firms are less likely to engage in risk-taking. We expect that the negative effect of happiness
on corporate risk-taking is more pronounced for family-owned firms.

A few studies show evidence that family ownership may lessen risk-taking by firms
(Jiang et al., 2015; Boubaker et al., 2016; Lee et al., 2018). Boubaker et al. (2016) argue that
French family firms with a large controlling shareholder take less corporate risk. Morck
and Yeung (2003) conclude that family owners may behave in a risk-averse manner because
they hold an undiversified portfolio, resulting in firms avoiding riskier projects. Poletti-
Hughes and Williams (2019) stress that perpetuating the family entity could persuade
owners to make conservative strategic decisions regarding risk that belie value
maximization principles. Consequently, family controllers prefer to avoid potential losses
and accept fewer risks. Based on the above argument, our second hypothesis posits a
moderating role for family ownership in the relationship between happiness and corporate
risk-taking as follows:

H2. The negative effect of happiness on corporate risk-taking is more pronounced for
family-owned firms.
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3. Methodology

3.1 Sample section

We collect accounting data for the period between 2008 and 2016 from the Orbis database
owned by Bureau van Dijk. The data on the happiness index are from the World Happiness
Report [1]. Macroeconomic variables are retrieved from the World Bank’s World
Development Indicators. We processed the sample by: (1) excluding financial and utility
firms (SIC codes 6000-6999 and 4900-4999) because these firms are typically regulated,
which limits the role of their directors in influencing risk-taking (Gopalan et al, 2021); (2)
excluding enterprises with incomplete indicators and information; and (3) winsorizing all
continuous firm-level variables at the 2nd and 98th percentiles to lessen outliers. The final
sample includes 17,654 firm-year observations (3,254 unique firms) from 24 countries during
2008-2016.

3.2 Measurement of happiness

Our main independent variable is the happiness index across countries. Following Tofallis
(2020) and Heo et al. (2018), we first use five indicators of the happiness index from the World
Happiness Report as measures of happiness, namely, LIFE LADDER, SOCIAL SUPPORT,
FREEDOM DECISIONS, GENEROSITY, and CORRUPTION PERCEPTIONS. A higher
score for these variables (except CORRUPTION PERCEPTIONS) indicates higher perceived
happiness for people in the host country. For consistence, we multiple the original index of
CORRUPTION PERCEPTIONS by —1. By this way, higher values of these indexes denote
higher perceived happiness. A detailed description of these indicators is provided in
Appendix. In addition, we also conduct a principal component analysis (PCA) to construct an
aggregate index that represents the overall level of happiness. Specifically, we use the first
principal component as the single linear combination of the happiness indicators that
explains most of the variations we see in these indicators.

Table 1 shows the PCA for the happiness index. As shown in Panel A, the eigenvalue of
the first component is 2.818, greater than the cut-off value of 1. This factor explains 56% of
the sample variance. We then create an index of happiness level using the weights in Panels B
and C of Table 1 assigned to the first principal component. The calculation is as follows:

Happiness Index(H_INDEX ) = Zwy X; @

where w;; are the component loadings or weights, and X; are the original variables. In other
words, the H_INDEX is as follows:

H_INDEX = 0.5383* LIFE LADDER + 0.4569* SOCIAL SUPPORT
+ 0.4553* FREEDOM DECISIONS + 0.3075* GENEROSITY
+ 0.4469* CORRUPTION PERCEPTIONS @

3.3 Model

To reduce the bias due to potential endogeneity problems, we employ the two-step system
generalized method of moments (GMM) estimator of Blundell and Bond (1998) to estimate all
specifications. Specifically, we estimate a panel regression as follows:

R&D;;; = a+ BR&D;j 11 + BoHappiness;; + 0 Firm;j, + p'Country;

3
+ Country FEs; + Year FE, + €, @



Panel A. Factor analysis

Formula for

Component Eigenvalue Difference Proportion Cumulative Corporate rlSk-
taking

Compl 281823 1.86278 0.5636 0.5636

Comp2 0.955457 0.293719 0.1911 0.7547

Comp3 0.661738 0.222629 0.1323 0.8871

Comp4 0.439109 0.313648 0.0878 0.9749

Comp5 0.125461 0.0251 1.0000 247

Panel B. Factors matrix

Variable Compl Comp2 Comp3 Comp4 Comp5

LIFE LADDER 0.5383 —0.2780 0.1380 —0.2519 0.7419

SOCIAL SUPPORT 0.4569 —0.4092 0.5582 0.1426 —0.5402

FREEDOM DECISIONS 0.4553 0.3421 —0.2203 0.7849 0.1054

GENEROSITY 0.3075 0.7871 0.3087 —0.4177 —0.1274

CORRUPTION PERCEPTIONS 0.4469 0.1369 0.7249 0.3546 0.3611

Panel C. Rotated factor loadings

Variable Compl Unexplained

LIFE LADDER 0.5383 0.1834

SOCIAL SUPPORT 0.4569 04117

FREEDOM DECISIONS 0.4553 0.4159

GENEROSITY 0.3075 0.7336

CORRUPTION PERCEPTIONS 0.4469 0.4372 Table 1.

Note(s): Panel A: This panel shows how much of total variations can be explained by each principal  Principal component

component. Panel C: A pattern matrix offers a clearer picture of the relevance of each variable in the factors analysis

where 7, j, ¢ represent firm, country, and year, respectively. R&D, the ratio of research
and development expenditures to total assets, is a measure of risk-taking (Coles et al., 2006;
Bargeron et al., 2010). Higher R&D is associated with higher risk-taking by firms. Happiness; ;
captures six measures of the happiness level, including H_INDEX, LIFE LADDER,
SOCIAL SUPPORT, FREEDOM DECISIONS, GENEROSITY, and CORRUPTION
PERCEPTIONS.

Firm;j, consists of a set of firm-level control variables, including SIZE, FIRM AGE,
CAPEX, SALES GROWTH, LEVERAGE, R&D, and FIXED. We include the natural
logarithm of total assets (SIZE) and the natural logarithm of the number of years since
incorporation (FIRM AGE) to capture information asymmetry and systematic variation in a
firm’s risk related to its life cycle (Guay, 1999; Coles et al., 2006; Houston et al, 2010). We
include CAPEX, which is capital expenditure net of sales of property, plant, and equipment,
scaled by assets. Coles et al. (2006) indicate that higher CAPEX is associated with lower firm
risk. Faccio ef al. (2011) indicate that firms with high growth options are more likely to engage
in risky projects. We introduce SALES GROWTH as the growth rate of sales. Highly
leveraged firms are more likely to be risk-takers (Huang and Wang, 2015; Gande and
Kalpathy, 2017). We add LEVERAGE, which is the proportion of total long-term debt scaled
by total assets. Nguyen (2011b) indicates that firms with higher fixed assets have higher
relative idiosyncratic risk. We include FIXED, which is the ratio of net property, plant, and
equipment to total assets.

Country;, refers to macroeconomic control variables. We include a rule-of-law index (RL)
to control for changes in the quality of the legal environment over time (Porta ef al., 1998). We
also include a shareholder protection index (SP) to capture national governance quality
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because John et al (2008) found that better shareholder protection is positively associated
with risk-taking by firms. In addition, we use the inflation rate (NFLA TION) as a proxy for
monetary uncertainty and GDP per capita (CAPITA) as a proxy for fluctuations in economic
outcomes. Country FEs and Year FESs are a set of country and time dummies to control for
country and time fixed effects. Detailed definitions of the variables are reported in the
Appendix.

Our main coefficient of interest is f», which reflects the influence of happiness on risk-
taking by firms. If higher happiness leads to firms taking less risk, we conjecture that /3,
becomes negative and significant.

4. Empirical results

4.1 Descriptive statistics

Table 2 reports the summary statistics for happiness measurement, firm risk-taking, and
family ownership of firms across countries in our sample. Overall, Norway is the happiest
country, whereas India exhibits the lowest happiness index (H_INDEX) score. In addition, we
observe that firms in Australia and Canada have the highest R&D investment, whereas firms
in Vietnam and the Philippines are less likely to invest in R&D activity. In terms of ownership
structure, we find that 67.5% of firms in South Korea are defined as family-owned firms. In
contrast, family firms account for a small proportion in Canada, the UK, and Norway.

Table 3 shows descriptive statistics for all variables in our regressions. We find that the
mean of R&D is 2.5%. The mean of the standard deviation of ROE using a rolling three-
year window is 0.228. Regarding the happiness index, we find that the mean of LIFE
LADDER is 6.099 out of 10, with a standard deviation of 0.638. In terms of control
variables, the mean of Size for the whole sample is approximately 10.65. The mean and
standard deviation of Firm Age are 3.077 and 0.601, respectively. Capital expenditures
account for 15.5% of total assets. The growth in sales over the period is about 15.1% per
year. Firms in our sample have an average leverage ratio of 11.9%. For country-level
variables, this sample reveals that the mean value of the annual inflation rate is 2.3%,
calculated by the GDP deflator, while the countries’ average GDP per capita after taking
the natural logarithm is 10.19.

Pairwise correlation values between variables are provided in Table 4. The correlation
between H_INDEX and R&D is negative and statistically significant at the conventional
level, indicating a negative effect between happiness and firm risk-taking. It is easy to find
that the correlations between the happiness indexes are high. To reduce multicollinearity
problems, we include these indexes in our regressions separately. Notably, we observe that
the correlation between independent variables is low, indicating that potential collinearity is
not a major problem in our model.

4.2 Baseline results

Table 5 reports our regression results to test Hypothesis 1. We regress six specifications
separately for the six indicators of happiness. These models show that the coefficients of the
lag of the dependent variable (R&D;,_,) are positive and significant at the 1% level in all
specifications. This finding explains the persistence of firm risk-taking and justifies the use of
dynamic panel analysis in this study. We find that the coefficients on the dimensions of
happiness are negative and statistically significant at the conventional level. As suggested in
Model 1, the coefficient of H_INDEX is —0.001 and the ¢-statistic = —3.296, indicating that
increasing H_INDEX by one unit leads to an increase of 1.8% in R&D. Similarly, the
coefficients on the other dimensions of happiness are also positive and significant at the
conventional statistical level. This result is in line with studies that find that people and firms



VR o SR
<
258 3 2E7E
IR N SESE
=T HEED
=R )
£ g s
g8 g8
= g 5
5 £
) me

X1puaddy Ul pauLap I. SICRLIBA [V "910Z—800Z WOIJ SUOLIBAISS]O
Ted -y 692 T Jo opduwues ay) 1oy Anunod Aq diysioumo AJiurey pue SuLye)-ysLI [9AS[-WLI] ‘so[qeLieA ssautddey] Jo sonsne)s Arewwns sy} sapraoid s[qe) siyJ, :(S)ajoN

9080 5200 GG 0— 8100 GS20 G980 6609 689°¢ Uuvop|
L0€0 6100 8¢30— €000 9LL°0 1650 0S¥ 1897C BIpUp
Gee'0 8100 162°0— evro— €550 1640 12¢°S 00T°¢ Aoy,
7eT'0 €000 S8L0— 0100 9680 Y180 680G [AARY sourddiryq
500  TI00 676 0— 690 79L°0 L0380 69¢'S (4145 BISouopuf
€810 9000 ¥8L0— 0000 €980 L18°0 4518 163G WewetA
GL90 €00 16L°0— 8¢00— 8090 99.°0 8VL'G 96¢¢ BIIOY YINoS
0870 €100 0260— 9600— 0090 0060 9109 10S°¢ Areyp
8870 8100 968°0— 7600 8080 1280 VLLS 905 eIsAeley
9v10 3200 60— L2200— 790 1260 3009 905°¢ BINBAOIS
GLe0 Y100 G88°0— 20070 1680 1260 S16'S 029°¢ BIURAO[S
¥¢c0 1600 L080— 100 1690 Sr8°0 €919 799°¢ UeMIR],
G660 €00 1390— [44N0 6180 1160 G009 LL9€ uedef
IST0  8T00 3780— 0300— 29,0 7760 0€€9 ¥8L°€ uredg
¥Sv0 - 2200 160~ 0gv'0 L1280 6680 €089 GE6'C pue[rey],
0STO0  ¥100 6£90— LIT0— 0730 0160 9299 EV0¥ UBL]
90  TE00 SITr0— 1600 L¥80 198°0 €659 ELCY a1odesurg
6070 8200 1960— 7600 1880 060 LV89 60T Auewizg
910 Sv00 T120— 0150 G280 3160 6502 65CT SIJE}S PaNiu[)
wop3Sursy
0000  ¥€00 6870— 9e¢0 G980 60 0789 6T poiun)
0000  L¥0'0 v 0— €560 1360 €60 S0v'L oLy BpEUE)
7820 9900 6350~ 900 €660 L¥6°0 Vel 0ELV elensny
0600 9200 65V 0— 000 6060 260 V'L SVLY SPUBLIBYISN
9210 6800 29¢0— €910 €60 0€6°0 965°L €LV Uopamg
€900 8700 €LE0— 9910 2560 0560 GLG'L 6087 KemIoN
0cnid  d»y SNOILLdHONAd ALISONHNAHD SNOISIDHA LAOddS dHAAVT XHANI H

NOLLdNI00 NOAdHHIA TVIDOS HAI'T




JABES
294

250

Table 3.
Summary statistics

N Mean St. dev. P25 Median P75
Risk-taking variables
R&D 17,654 0.025 0.043 0.000 0.005 0.239
o (ROE) 17,654 0.228 0.013 0.225 0.226 0.232
Happiness variables
H _INDEX 17,654 3.689 0438 343 3.666 3919
LIFE LADER 17,654 6.099 0.638 5.801 6.126 6.467
SOCIAL SUPPORT 17,654 0.862 0.075 0.817 0.879 0921
FREEDOM DECISIONS 17,654 0.755 0.119 0.677 0.779 0.850
GENEROSITY 17,654 0.018 0.164 —0.099 —0.024 0.072
CORRUPTION PERCEPTIONS 17,654 —0.755 0.169 —0.862 —0.789 —0.647
Control variables
SIZE 17,654 10.65 1.168 9.850 10.65 1149
FIRMAGE 17,654 3.077 0.601 2639 3.091 3.526
CAPEX 17,654 0.155 0.156 0.043 0.098 0.198
SALES GROWTH 17,654 0.151 0.358 —0.111 0.005 0.145
LEVEGARE 17,654 0.119 0.279 0.000 0.015 0.105
FIXED 17,654 0.380 0.672 0.065 0.189 0436
RL 17,654 0.859 0.716 —0.928 0.788 2,043
SpP 17,654 4351 2870 1.500 3.500 6.000
INFLATION 17,654 0.023 0.033 0.008 0.013 0.028
CAPITA 17,654 10.19 0.700 10.13 1047 10.54
Other variables
FM20 17,654 0.306 0461 0.000 0.000 1.000

Note(s): This table shows a summary statistic of all variables. The sample includes 17,654 firm-year
observations in 24 countries, covering the period from 2008 to 2016. All variables are defined in Appendix

in happier countries appear to be more risk-averse both in financial decisions as well as in
general life decisions. Consequently, they are more likely to choose safer investments. Guven
and Hoxha (2015) document that happy people prefer riskless assets to risky ones. For
example, people in Germany and the Netherlands tend to own life insurance, savings
accounts, and operating assets but are less likely to hold stocks or bonds. The authors further
indicate that happy people are more optimistic and expect to live longer; therefore, they take
less risk at present they expect better opportunities in the future. Overall, our finding
supports Hypothesis 1, indicating that happiness is negatively correlated with corporate risk-
taking.

In terms of the control variables, our findings are consistent with prior studies in the
literature on risk-taking. For example, larger or more mature firms are associated with less
risk-taking, which is consistent with Guay (1999). In contrast, firms with higher capital
expenditures, higher sales growth, and higher fixed assets are more likely to take risks. These
results are quantitatively similar to those of previous studies (Nenova et al., 2000; Chen et al.,
2015; Vural-Yavas, 2020). Although we expected that firms with high leverage ratios would
tend to be risk-taking, we found an insignificant relation between leverage and corporate risk-
taking. Consistent with John et al. (2008), we document that firms in countries with better rule
of law and shareholder protection tend to take more risk.

4.3 The role of family ownership

We now investigate the moderating influence of ownership structure (Hypothesis 2) on the
linkage between happiness and corporate risk-taking. To test this hypothesis, we regress the
following model:
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R&D;jy = a+ p1R&D;j1 + prHappiness;, + psHappinessj, X FM20;;, + pFM20;;,
+ 5/ Firm; j, + p'Country;j, + Country FEs; + Year FE; + €, )

In Eqn. (4), we introduce interaction terms between Happiness and FMZ20, which is a dummy
variable that takes a value of 1 if a firm is family-owned using the threshold of 20%, as
suggested in prior studies (Nguyen, 2011a; Doan et al.,, 2020). We also include the same vector
of control variables as in the baseline regression. We show the regression results in Table 6.
Consistent with our conjecture, we find that all coefficients on the interaction terms are
negative and statistically significant at the conventional level. For instance, the coefficient on
H_INDEX X FM20is —0.002 and significant 1% (¢-statistics = —3.580). In terms of economic
significance, family-owned firms with a one percent point increase in happiness are
associated with an approximately 0.002% lower degree of risk, compared to nonfamily-
owned firms. These results are consistent with Eugster and Isakov (2019), who document that
family trust may benefit firms in enhancing corporate governance by minimizing agency
problems, thereby lowering risk-taking. This finding supports Hypothesis 2, strongly
indicating that the negative effect of happiness on firm risk-taking is more pronounced for
family-owned firms.

5. Robustness checks
In this section, we confirm our previous findings by using an alternative measure of risk-
taking. Following Guay (1999) and Panta (2020), we use the standard deviation of return on
equity using a three-year rolling window ¢ (ROE) as an alternative measure of risk-taking.
Higher ¢ (ROE) denotes higher firm risk-taking. Table 7 shows the robustness test for
happiness and firm risk-taking. The moderating influence of family ownership on the
relationship between happiness and firm risk can be seen in the results provided in Table 8.
We observe that the coefficients on six measures of happiness load negatively and
significantly. The coefficients vary from —0.003 to —0.019. This implies that happiness is
negatively associated with corporate risk-taking, consistent with previous findings.
Turning to Table 8, we investigate the moderating role of family ownership in happiness —
risk-taking linkage. We show that the coefficients on the interaction terms between family
ownership and happiness are negative and significant at the conventional level. The effect
also economically significant. The coefficients on the interaction terms range between —0.003
and —0.092. We again confirm this negative effect of happiness on corporate risk-taking is
more pronounced for firms with a higher proportion of family ownership.

6. Conclusion
The influence of country-level factors on corporate policies and performance has increasingly
gained attention in financial research. Using five different measurements of happiness level
from the World Happiness Report, this paper investigates the association between happiness
and firm risk-taking in an international sample of 17,654 firm-year observations in 24
countries. Our empirical results indicate that happiness in a given country has a significant
negative impact on risk-taking by businesses. In addition, cross-sectional tests show that the
presence of family ownership strengthens the influence of happiness on corporate risk-
taking, which is consistent with the notion that family trust may benefit firms by reducing
agency problems and thereby generating lower risk.

QOur paper is the first to study the relationship between country-level happiness and
corporate risk-taking. The implications from this paper may not only benefit managers in
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making investment decisions but also provide international evidence about the role of
country-level factors in explaining corporate risk-taking. We give robust evidence why
policymakers and business leaders should consider happiness as a causal factor in reducing
firm risk because we show that happiness can reduce firm risk-taking. We also make
important contributions in helping shareholders better understand various determinants of
risk-taking behavior. However, it is undeniable that our study still has several limitations.
First, we mainly focus on the relation between happiness and corporate risk-taking.
Additionally, it is important to show that board of director’s characteristics may also affect
corporate decisions. Scholars can take into account how other firm-level characteristics (e.g.
managerial ability, board diversity) affect the happiness — risk-taking nexus. Second, in our
setting, we do not account for the moderating role of institutional development on the relation
between happiness and corporate risk-taking. It would be interesting to investigate whether
institutional characteristics (e.g. corruption) play a pivotal role in shaping external
governance mechanisms that contribute to firm risk-taking behavior.

Note

1. The United Nations Sustainable Development Solutions Network publishes this index yearly and
gives special attention to global and regional charts showing the distribution of answers from
roughly 3,000 respondents in more than 150 countries. The data are available at <https://
worldhappiness.report/ed/2020/>.
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Appendix

Formula for
corporate risk-

Variables

Definition

taking

Sources

R&D

H_INDEX

LIFE LADDER

SOCIAL SUPPORT

FREEDOM
DECISIONS

GENEROSITY

CORRUPTION
PERCEPTIONS

SIZE
FIRM AGE

SALES GROWTH
LEVERAGE

FIXED
CAPEX
RL

The ratio of research and development expenditures
to total assets

Principal component factor from the five happiness
measures in the World Happiness Report, namely,
life-ladder, social support, freedom to make life
choices, generosity, and perceptions of corruption
Life-ladder is measured by answers to the Cantril
ladder question: “Please imagine a ladder, with steps
numbered from 0 at the bottom to 10 at the top. The
top of the ladder represents the best possible life for
you and the bottom of the ladder represents the
worst possible life for you. On which step of the
ladder would you say you personally feel you stand
at this time?”

Social support is the national average of the binary
responses (either 0 or 1) to the Gallup World Poll
(GWP) question “If you were in trouble, do you have
relatives or Social support is the national average of
the binary responses” (either 0 or 1) to the Gallup
World Poll (GWP) question “If you were in trouble,
do you have relatives or not?”

Freedom to make life choices is the national average
of binary responses to the GWP question “Are you
satisfied or dissatisfied with your freedom to choose
what you do with your life?”

Generosity is the residual of regressing the national
average of GWP responses to the question “Have you
donated money to a charity in the past month?” on
GDP per capita

Perceptions of corruption are the average of binary
answers to two GWP questions: “Is corruption
widespread throughout the government or not?” and
“Is corruption widespread within businesses or not?”
Where data for government corruption are missing,
the perception of business corruption is used as the
overall corruption perception measure

Natural logarithm of total assets

Natural logarithm of number of years since
incorporation

The percentage change in sales

Leverage ratio as the sum of debt in current liabilities
and total long-term debt, divided by total assets
The ratio of fixed assets to total asset

The ratio of capital expenditures to total asset

Rule of law index, varies from —2.5 to 2.5, a higher
score exhibits better institutional development

Authors’ calculation based
on Orbis

Authors’ calculation based
on World Happiness Report
2017
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As above

As above

As above

As above

Authors’ calculation based
on Orbis
As above

As above
As above

As above
As above
World Governance
Indicators
Table Al.

(continued)  Variables definitions
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Table Al.

Variables

Definition

Sources

SP

INFLATION

CAPITA
FM20

o(ROE)

Shareholder Protection index which measures the
degree of protection of minority shareholder rights
according to a list of ten basic legal provisions (e.g.
prohibition of multiple voting rights, feasibility of
directors’ dismissal, mandatory disclosure of major
share ownership). This index ranges between 0 and
10, a higher value denotes better protection

The inflation rate based on the GDP deflator index
for each country

The natural logarithm of GDP per capita

A dummy variable that takes a value of one if the
percentage of a firm owned by family block
shareholders is above the threshold of 20%, and zero
otherwise

Standard deviations of returns on equity using a
3-year rolling window

Guillén and Capron (2016)

World Bank Indicator

As above
Authors’ calculation based
on Orbis

Authors’ calculation based
on Orbis
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