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Objective: The present study investigates the impact of CEOs’ relative
performance evaluation on corporate risk-taking, with a particular focus on
the moderating role of CEO power, in the context of companies listed on the
Tehran Stock Exchange.

Method: This study is applied in terms of objective, and given the
retrospective nature of the data, it can be classified as post-event research.
From the perspective of nature and methodology, it is descriptive—
correlational. To test the research hypotheses, the required data were
extracted from the audited financial statements of firms listed on the Tehran
Stock Exchange over the period 2012-2024 using Rahavard Novin software
and the Codal database. A multiple linear regression model was employed
for the statistical analysis.

Results: The results of the first hypothesis test indicate a significant
relationship between relative performance evaluation and corporate risk-
taking. The results of the second hypothesis test reveal that CEO power
weakens the relationship between relative performance evaluation and risk-
taking.

Conclusion: The analysis indicates that the evaluation of CEO
performance during the first half of their tenure significantly influences their
behavior in the second half. Companies whose CEOs perform poorly
compared to their peers in interim evaluations tend to increase their level of
risk-taking in subsequent evaluation periods. Conversely, CEOs with longer
tenure, higher levels of education, and concurrent membership on the board
of directors are more inclined to adopt lower-risk strategies. This suggests
that managerial power can moderate the impact of relative performance
evaluation on corporate risk-taking. In other words, while relative
performance evaluation may encourage risk-taking and motivate managers
to pursue high-risk strategies, managerial characteristics play a critical role
in shaping organizational decision-making.
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Introduction

In today’s highly competitive business environment, understanding the relationship between
the relative performance evaluation of chief executive officers (CEOs) and their propensity for
risk-taking is of considerable importance, as it can substantially influence investment
strategies, stakeholder confidence, and ultimately the long-term success of an organization.
Executives undertake varying degrees of risk to enhance their firms’ standing in competitive
markets. Such risk-taking behavior is shaped by CEO power, which may be determined by
factors such as educational background, tenure, and membership on the board of directors.
Moreover, competition driven by short-term corporate performance may prompt managers to
adjust their risk-taking in order to deliver more favorable outcomes by the end of the evaluation
period. Building on these considerations, the present study investigates the impact of CEOs’
relative performance evaluation on corporate risk-taking, with a particular focus on the
moderating role of CEO power, in the context of companies listed on the Tehran Stock
Exchange.

In contemporary competitive business environments, CEOs play a pivotal role in shaping
corporate strategy, financial decision-making, and risk-taking behavior. The separation of
ownership and management, as highlighted by agency theory, has led to a situation in which
CEOs, as top executives, make critical strategic and operational decisions that can significantly
affect organizational outcomes. While concentrated decision-making can enhance speed and
decisiveness, it may also lead to excessive risk-taking or, conversely, extreme risk aversion,
depending on the CEQ’s characteristics and incentives.

This study investigates the impact of relative performance evaluation (RPE) on CEO risk-
taking and examines how CEO power moderates this relationship in firms listed on the Tehran
Stock Exchange. RPE compares a CEO’s performance to that of peers operating under similar
economic conditions while controlling for exogenous factors beyond managerial control. Such
evaluations not only provide a more accurate measure of managerial effectiveness but also
create competitive and motivational pressures that may influence strategic risk-related
decisions. Moreover, CEO characteristics—including tenure, educational level, and board
membership—shape how these incentives translate into risk-taking behavior.

The study aims to answer key research questions: To what extent does relative performance
evaluation incentivize CEO risk-taking? How does CEO power enhance or mitigate this effect?
Addressing these questions contributes to theoretical development in agency and tournament
theories while offering practical guidance for corporate governance, executive compensation
design, and strategic risk management.

Method

This study is applied in terms of objective and, due to the retrospective nature of the data,
can be classified as post-event research. From a methodological perspective, it adopts a
descriptive—correlational approach. To test the research hypotheses, the required data were
collected from the audited financial statements of firms listed on the Tehran Stock Exchange
during the period 2012-2024 using Rahavard Novin software and the Codal database. Firms
operating in financial sectors, firms with trading suspensions exceeding four months, CEOs
with less than one year of tenure, and observations from the final year of CEO tenure were
excluded from the sample.

The dependent variable is the change in risk, measured as the difference between a firm’s
risk in the second half of the evaluation period and its risk in the first half. The independent
variable is temporary loser status. CEO power is treated as the moderating variable and is
measured using four indicators: tenure, CEO duality, board membership, and educational level.
For statistical analysis, a multiple linear regression model was employed.
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Results

The results indicate that CEOs labeled as “temporary losers,” who underperform relative to
industry peers in the first half of the evaluation period, increase risk-taking in subsequent
periods in an attempt to improve performance. In contrast, “temporary winners” maintain more
conservative approaches. CEO power is positively associated with risk-taking; however, it
moderates the effect of temporary loser status by reducing the influence of poor short-term
performance on risky decisions. This suggests that powerful CEOs demonstrate greater
stability and restraint even under performance pressure.

Control variables such as sales growth and financial leverage also significantly influenced
risk-taking, with growth and leverage increasing risk, while other factors reduced it. Model
robustness is supported by adjusted R-squared values ranging from 84% to 86%.

Conclusions

This study confirms that relative performance evaluation incentivizes CEO risk-taking, but
the magnitude of this effect depends on CEO power and individual characteristics. Powerful
CEOs exhibit more stable decision-making and are less susceptible to short-term performance
setbacks. These findings have several implications:

1. Executive compensation: Incorporating relative performance metrics into compensation
structures can align incentives with both risk-taking and value creation.

2. CEO selection and evaluation: Boards of directors should consider CEO power and
individual traits when anticipating managerial risk behavior and strategic decision-
making.

3. Corporate governance: Effective boards and active shareholders can mitigate excessive
risk-taking and better align managerial actions with shareholder interests.

4. Strategic planning and investment: Investors can better anticipate managerial responses
to performance feedback, thereby facilitating more informed decision-making.

5. Behavioral insights: Understanding how temporary performance outcomes interact
with CEO power provides valuable insights into managerial psychology and
organizational behavior.
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