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Strategic Risk and Return: Empirical Study
on Chinese Listed Companies

ZHU Zhi-ming"?, YANG Nai-ding', GAO Jing'
(1. School of Management , Northwestern Polytechnical University , Xi’an 710072, China ;
2. CREM-CNRS UMR C6211, University of Rennes 1, Rennes 35708, France)

Abstract: A large number of foreign studies have found a negative rela-
tionship between strategic risk and return, which is known as “Bowman’s
paradox”. The paper employs the entropic measure of system uncertainty
under the ordinal information, abandoning the traditional CAPM and mean-
variance approachs. Through defining the strategic risk as negative uncer-
tainty information when enterprise loses rank with return (competitive posi-
tion) in a strategic reference system, the paper gives a general strategic risk
measurement model. According to a train of thought of event study, correla-
tions analysis using data from 36 Chinese companies listed on the SSE 50 in-
dicates that the existence of negative relationship between strategic risk and
return is significant and constant in Chinese context. The result shows that
high risk does not necessarily lead to high return, and enterprise’s sustain-
able competitive advantage is not only obtaining from the high return, but
resulting in long-term high return-low risk performance outputs. The study
is very important to reframe strategic risk theory and to change the attitudes
in strategic management practice,

Key words: strategic risk; return; entropy; negative relationship
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