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Abstract:

This study investigates the moderating role of corporate risk-taking on the relationship between economic policy uncertainty and
managerial ability in companies listed on the Irag and Saudi stock exchanges. The findings indicate that economic policy uncertainty has a
significant and negative impact on managerial ability in both countries, particularly under volatile economic and political conditions. This
effect stems from the reduced efficiency and capability of managers in resource allocation and crisis management. Moreover, corporate
risk-taking, as a moderating factor, has been shown to mitigate the adverse effects of economic uncertainty on managerial ability. Firms
with higher levels of risk tolerance demonstrate greater flexibility in seizing opportunities amid uncertain conditions. This study holds critical
operational implications for both managers and policymakers. Enhancing transparency and the stability of economic policies, along with
fostering a culture of risk-taking within firms, can reduce corporate vulnerability and improve managerial performance. The findings also
suggest that companies should adopt innovative strategies and risk management practices to cope with economic uncertainty. This
research provides a foundational basis for future studies and for formulating managerial policies in financial markets influenced by
economic instability.
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Extended Abstract

Introduction

In recent years, the global economic landscape has been increasingly shaped by uncertainty, volatility, and rapid
transformations driven by both domestic and international forces. Among the numerous factors contributing to this volatility,
economic policy uncertainty (EPU) has emerged as a critical determinant influencing corporate performance, financial
decisions, and managerial behavior. Economic policy uncertainty refers to the unpredictability surrounding government
actions, regulatory frameworks, and macroeconomic strategies that significantly affect market expectations and resource
allocation decisions within firms (Cumming et al., 2019; Das et al., 2019). Numerous studies have shown that heightened EPU
adversely affects investment decisions, market liquidity, and financial reporting quality, particularly in developing economies
with weaker institutional infrastructures (Cole-Heath & Sagiraju, 2024; Ye, 2022). Under such circumstances, the ability of
management becomes a vital organizational asset, determining how firms interpret, respond to, and survive periods of policy
instability (Jin et al., 2019; Luo & Zhang, 2020).

Managerial ability, conceptualized as the competence of executives to optimally convert organizational resources into
outputs, serves as a buffer against the adverse effects of external uncertainties (Eyshi Ravandi et al., 2024; Rezaee et al,,
2021). Skilled managers not only excel in forecasting and resource allocation but also exhibit strong leadership in navigating
strategic changes and mitigating risk. However, the effectiveness of managerial responses to EPU may not be uniform across
all organizations. Internal firm characteristics, such as corporate risk-taking behavior, can potentially moderate the impact of
EPU on managerial outcomes (Adeel, 2023; Bonabi Ghadim et al., 2022). Firms with higher risk-taking profiles tend to engage
more aggressively in innovation, leverage uncertainty as a competitive advantage, and enable their managers to operate
more flexibly under volatile conditions (Lomakin et al., 2022; Sarker et al., 2023).

While prior research has examined the direct consequences of EPU on financial markets and investment performance,
limited attention has been paid to the interaction between EPU and firm-level risk-taking in shaping managerial ability—
especially in under-researched markets such as Iraq and Saudi Arabia. These emerging economies are characterized by
political transitions, regulatory reforms, and high exposure to global commodity shocks, making them ideal contexts for
examining how organizations respond to economic turbulence. By analyzing firms listed on the Iraq and Saudi stock exchanges
from 2017 to 2022, this study aims to (1) explore the impact of EPU on managerial ability, and (2) investigate how corporate
risk-taking moderates this relationship. In doing so, it contributes to the broader literature on behavioral corporate finance
and risk management by offering novel insights from volatile, oil-dependent markets (Emami et al., 2024; Hammoudeh &
McAleer, 2015).

Methods and Materials

The research adopts a semi-experimental design with a quantitative orientation. The statistical population includes
companies listed on the Iraq and Saudi stock exchanges between 2017 and 2022. Data were collected through financial
statements and firm disclosures sourced from official exchange platforms. A purposive sampling method with elimination
criteria was applied, resulting in 33 firms in the final sample. The dependent variable, managerial ability, was measured using
the efficiency-adjusted DEA model based on Demerjian et al.’s framework. The independent variable, economic policy
uncertainty, was operationalized using a composite index derived from inflation rate changes, exchange rate volatility,

interest rate fluctuations, and GDP growth variation, calculated through factor analysis. The moderating variable, corporate
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risk-taking, was assessed using three proxies: standard deviation of ROA (STD-ROA), standard deviation of returns (STD-RET),
and R&D to total assets (R&D/TA), which were then integrated into a single factor. Control variables included firm size,
leverage, profitability (ROA), market-to-book ratio, board size, ownership concentration, board independence, duality, and
firm age. Hypotheses were tested using panel data regression with interaction terms, supported by multicollinearity
diagnostics and fixed/random effects modeling based on Hausman and Limer tests.

Findings

Descriptive statistics indicated that economic policy uncertainty was significantly higher in Saudi Arabia than in Iraq over
the study period, while average managerial ability was slightly higher among Iraqi firms. Board independence and institutional
ownership were also marginally more prevalent in Irag. Results from the regression analysis confirmed the first hypothesis:
economic policy uncertainty negatively and significantly affects managerial ability in both countries, with coefficients of —
0.14 and —0.24 for Saudi Arabia and Iraq respectively (p < 0.001). The R-squared values were 0.23 for Saudi Arabia and 0.18
for Iraq, indicating a moderate explanatory power.

The second hypothesis, concerning the moderating role of corporate risk-taking, was also supported. The interaction term
between EPU and risk-taking was positive and statistically significant in both countries (g = 0.21 in Irag, p = 0.08; B = 0.24 in
Saudi Arabia, p = 0.03). This suggests that firms with higher risk-taking tendencies experienced a reduced negative impact of
EPU on managerial ability. The inclusion of the interaction term improved the adjusted R-squared to 0.28 for Iraq and 0.24
for Saudi Arabia, reflecting the added explanatory power of the moderation effect. Variance inflation factor (VIF) values were
below the critical threshold of 5, indicating no multicollinearity concerns among predictors.

Discussion and Conclusion

The findings of this study reinforce the view that economic policy uncertainty poses a significant challenge to managerial
effectiveness. In both Iraq and Saudi Arabia, rising EPU—manifested through volatile inflation, exchange rate disruptions, and
erratic policy shifts—correlates with diminished managerial ability, especially in areas related to strategic decision-making
and resource optimization. These results resonate with prior studies highlighting the adverse consequences of uncertainty
on firm-level planning and control mechanisms. The decline in managerial efficiency under EPU can be attributed to
informational asymmetries, forecasting challenges, and reduced investor confidence—all of which constrain the operational
latitude of managers.

Crucially, the moderating role of corporate risk-taking emerges as a strategic asset in buffering against the harmful effects
of policy uncertainty. Firms characterized by higher risk tolerance —reflected in volatile earnings, aggressive investment in
innovation, and openness to market fluctuations—equip their managerial teams with greater autonomy and flexibility. This
aligns with the behavioral finance perspective, which posits that risk-oriented cultures empower managers to navigate
complex environments more assertively. By leveraging internal capabilities and tolerating short-term variances, such firms
can mitigate the paralyzing effects of macroeconomic unpredictability and maintain strategic momentum.

Moreover, the results suggest that internal firm characteristics can partially offset external constraints. The presence of
risk-taking culture may enhance not only resilience but also the capacity to exploit opportunities hidden within volatile
markets. For example, in resource-rich and politically dynamic regions like Iraq and Saudi Arabia, firms that align managerial

incentives with innovation and adaptability may outperform their peers in terms of long-term value creation. This also implies
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that policy-makers and regulators should promote institutional frameworks that encourage calculated risk-taking, especially
during reform or transition phases.

From a theoretical standpoint, the study extends the contingency perspective of management by illustrating how the
effect of environmental uncertainty on managerial performance is contingent on firm-specific behavioral traits. It also bridges
the gap between risk management and human capital literature by showcasing that risk-taking is not merely a financial metric
but a cultural and strategic dimension that influences managerial behavior. Practically, the insights can inform corporate
governance reforms, managerial training programs, and policy interventions aimed at stabilizing investment climates in
volatile regions.

In conclusion, the interplay between economic policy uncertainty and managerial ability is not linear but conditional on
the organizational posture toward risk. In environments fraught with instability, firms must develop adaptive capabilities and
risk-absorptive mechanisms to sustain managerial effectiveness. As uncertainty becomes an increasingly permanent feature
of global economic systems, future-ready organizations will be those that balance prudence with boldness—structuring their

cultures and leadership models to thrive amid flux rather than merely survive.
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