https://amf.ui.ac.ir

Journal of Asset Management and Financing
E-ISSN: 2383-1189

Vol. 9, Issue 1, No. 32, Spring 2021, p 23-40
Received: 13.04.2020  Accepted: 03.03.2021

Research Paper
Investigating the Relationship between Corporate Risk-Taking and stock
Liquidity with Firm Value

Mojtaba Golmohammadi Shuraki *
Assistant Professor, Department of Management, Faculty of Humanities, Meybod University, Meybod, Iran
golmohammadi@meybod.ac.ir

Abstract

Measuring project risk and its relationship to returns is one of the key factors in investment decisions. In such a way that avoiding
risk and also excessive risk-taking ultimately affects the value of the company. The main purpose of this study is to investigate the
relationship between corporate risk-taking level and firm value. Also, the relationship between stock liquidity and firm value has
been studied. To test the research’s hypotheses, 156 companies listed on the Tehran Stock Exchange between 2014 and 2018 have
been studied. The cross-sectional data were analyzed by correlation method and using a regression model. The research results show
that corporate risk-taking has a positive and significant relationship with firm value. However, different liquidity proxies show
different results. As the stock turnover ratio, Amihud liquidity ratio and the percentage of free-floating stocks have no significant
relationship with firm value, but the firm's liquidity rating has a positive and significant relationship with firm value. Also, the
results show that stock liquidity does not modify the relationship between risk-taking and firm value. In local (Iranian) researches,
the relationship between corporate risk-taking and company value has not been studied. Also, the model introduced to measure the
corporate's risk-taking has not been used in internal researches yet, and instead of using financial data (standard deviation of stock
returns), accounting data has been used to explain the corporate risk-taking.

Kewords: Corporate Risk-taking, Stock Liquidity, Firm Value.

Introduction:

Risk-taking plays an important role in maintaining companies' competitive advantage and can lead them to higher economic growth.
The financial literature in this field also shows that stock returns are affected by non-systematic risk (Nguyen, 2011). Previous
studies have shown that the willingness of entrepreneurs to take risks in pursuit of profitable opportunities is an essential part of long-
term economic growth (John et al., 2008). In this regard, several previous studies have shown that risk-taking increases the firm
value on average (Jensen and Meckling, 1976; Shin and Stulz, 2000; Imhof and Seavey, 2014).

On the other hand, stock liquidity has been introduced as one of the main factors of determining firm value (Fang et al., 2009;
Gao et al., 2019). Managers who do not consider stock liquidity finance at a high cost of capital rates and miss out on appropriate
investment opportunities (Butler et al., 2005). In Addition, stock liquidity by reducing the cost of capital and agency costs between
shareholders and managers provides the basis and leads companies to invest in risky projects and this increases the level of corporate
risk-taking of these companies (Hsu et al., 2018). In this line, the present study has made an attempt to assess the effect of corporate
risk-taking on firm value.

In previous studies in Iran, the effect of various factors on risk-taking has been studied; in other words, corporate risk-taking has
been studied as a dependent variable. However, this study seeks to examine the effect of corporate risk-taking on firm value by
considering corporate risk-taking as an independent variable. Also, in previous studies, the deviation of the stock return criterion has
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been introduced as a proxy of risk-taking. But it is desirable to use a proxy that shows the direct risk-taking behavior of managers. In
other words, it is better to use the standard deviation of (accounting) earnings as a proxy.

Method and Data:

We selected our sample from all firms listed on the TSE during the 2015-2019 period after excluding financial and insurance firms
and also firms with missing data for our models. The shares of the studied firms have been actively traded during the research years
(do not stop trading for more than 3 months). Our final sample consists of 780 firm-year observations from 156 firms. We extracted
our data from the Comprehensive Information System of Listed firms (CODAL) databases. Multivariate linear regression was used to
examine the research hypotheses.

Findings:

The corporate risk-taking coefficient (as an independent variable of the first hypothesis) is positive and significant. In other words,
the positive relationship between risk-taking and firm value, which has been documented according to previous research, is also
confirmed in the context of Iranian's financial and business environment. However, different liquidity proxies show different results.
As the stock turnover ratio, the Amihud liquidity ratio and the percentage of free-floating stocks have no significant relationship with
firm value, but the firm's liquidity rating has a positive and significant relationship with firm value. Also, the results show that stock
liquidity does not modify the relationship between risk-taking and firm value.

Conclusion and discussion:

The behavioral model of agency theory states that managers are loss aversion instead of being risk aversion. Accordingly, the risk
acceptance is very likely when the decision-maker expects risk-taking to lead to positive outcomes. On the other hand, if negative
results are expected, risk-taking is rejected. In other words, although managers need to be risk-taker to make their firms survive,
either taking too much risk or avoiding risk can threaten the survival of the firm. Briefly, adopting an appropriate level of risk-taking
could increase the firm value and increase the wealth of shareholders.

The results show that with increasing the level of corporate risk-taking, the firm value could also increase. This result is
consistent with the results of research by Su et al., (2017) conducted in China, as well as the research by Imhof and Seavey (2014),
Parino et al., (2005), and Shin and Stulz (2000). The results show that only the liquidity rank index has a positive and significant
effect on the firm value but other liquidity proxies used in this study do not confirm this relationship. Moreover, none of the liquidity
proxies modify the positive relationship between risk-taking and firm value.
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Table (1) Results for Testing First Hypothesis
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Table (2) Results for Testing Second Hypothesis (Liquidity Index = Stock Flow Ratio)
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Table (3) Results for Testing Second Hypothesis (Liquidity Index = Amihud Ratio)
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Table (4) Results for Testing Second Hypothesis (Liquidity Index = Stock Free Float Percent)
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Table (5) Results for Testing Second Hypothesis (Liquidity Index = Liquidity Rank)
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