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Preface

With speeding up of economy globalization and industry information-
alization as well as competition internationalization, risks encountered by
firms are on the increase. For China’s firms, in the certain period of eco-
nomic transfer and rapid growth, it is an important problem demanding
research and solution how to carry out strategic risk management effec-
tively.

In this thesis, based on the analysis of risk-return negative correla-
tion in China’s listed companies, we described the influences on risk-re-
turn correlation exerted by diversification strategy, risk propensity of
managers and corporate governance so as to make further study on strate-
gic risk management of firms. The logic of the study is strategy (risk ex-
posure) —strategic decider (risk propensity) —incentive and restrain
for deciders (risk control).

There are eight chapters in this thesis involved theoretic analysis,
empirical research and case study.

Chapter 1  is the general programme of the whole paper. In this
chapter, the background of the research, definition of the study realm,
the general frame and research method are expounded.

Chapter 2 is the literature review that is clarified the thought
course of this study in line with analyzing references systematically.

Chapter 3 reveals the characteristic of risk-return correlation of
China’s listed companies including general features, industrial features

and dynamic features.
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Chapter 4  studies the influence from diversification strategies played
on firm’s risk-return correlation. On the other hand, it indicates the limita-
tion of diversification on the point where exogenous risk and endogenous
risk is balance. Moreover, for the deep understanding of diversification
strategy, the author analyzed risk-return performance of China’s listed
companies which had been of different type of diversification strategy.

Chapter 5  analyzes what effects of managers risk propensity play
upon firm’s risk-return correlation. The author tested the prospect theory
with the data from China’s listed companies and compared the managers
or firms risk propensity among multination. After that, from the perspec-
tive of theoretic and empirical research, the author analyzed managers’
risk propensity in China’s listed companies.

Chapter 6  researches the influences from corporation governance
on risk-return correlation. According to the theory of corporate govern-
ance, this chapter recovered the differences of corporate governance lev-
el among China’s listed companies which had different types of risk-return
features. It set up the regression model associated corporate governance
with firm’s risk-return performance. It also proposed the integrated thought
between corporate governance and strategic risk management.

According to the further analysis of typical cases, chapter 7 re-
vealed the relation of strategic risk management and competition advan-
tage. The author chose two China’s listed companies for case study. One
was Yunnan BaiYao, the other was Yunnan eUnida. The cases were se-
lected from the opposite poles of risk-return negative correlation. Addi-
tionally, the author evaluated the relative competition advantage of the
two firms with Data Envelopment Analysis (DEA).

Chapter 8 is the summary of the whole thesis. The author summa-
rized all discoveries, drew the conclusions and figured out the suggestion

as well as limitations in this research and the orientation of future study.
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Discoveries and Conclusions;

In the three time phases, 1996 —2000, 2001 — 2005 and 1996 —
2005, risk-return correlation of China’s listed companies showed negative
correlation significantly not only at the general level but also at the indus-
trial level. With this interesting discovery, it made clear that risk-return
paradox existed in China’s listed companies as well which were the most
typical China’s corporates.

The risk-return correlation of China’s listed companies had a more
obvious industrial characteristic: it showed positive correlation in monop-
oly industry, while negative correlation in competitive industry.

The risk-return correlation of China’s listed companies had a more
dynamic characteristic: it is that the negative correlation in the thrive
phase of macro-economy is more distinct than the one in the decline
phase.

There existed significantly difference in risk-return among China’s
listed companies with different types of diversification strategy. Related-
constrained diversification could reach lower risk and higher return than
others and unrelated business was worst among different types of diversifi-
cation strategy on the whole.

In the three phases, 1996 —2000, 2001 -2005 and 1996 ~2005,
risk-return correlation of China’s listed companies also presented the fea-
tures or differences listed as follow:

a. For the company which performance were above target return,
there were not correlation between risk and return which means managers’
risk tendency is neutral.

b. For the company which performance were below target return,
there were a negative correlation between risk and return which means
managers’ risk tendency is risk seeking.

These discoveries indicated that (1) the troubled firms ( whose
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performance is below target return) in China’s listed companies loved
risk-taking more which was further affirmation to Bowman (1982) con-
jecture. (2) The risk propensity of managers in China’s listed compa-
nies did not all coincide with expectations of prospect theory. This result
was different from the conditions of developed countries. Compared with
the developed countries, managers in China’s listed companies love risk-
taking more. Associated with the shortcomings of the decision process and
corporate governance of China’s companies, this tendency disclosed the
problems of managers’ subjective risk and moral hazard.

In thrive phase of macro-economy, China’s listed companies with
bad performance incline risk-taking more than in decline phase. While in
decline phase of macro-economy, China’s listed companies with good
performance incline risk-avoiding more than in thrive phase.

There existed significant differences in corporate governance among
China’s listed companies. The corporate governance level with low risk
and high return was higher than others. But the corporate governance lev-
el with high risk and low return was lower than others.

The risk of China’s listed companies had a negative correlation with
corporate governance level while the return had a positive correlation.
This discovery showed that corporate governance level decided the risk-
return performance of firms. It also tested the proposition that the core of
corporate strategic risk management was corporate governance of firms.

Innovation

This thesis revealed and analyzed the risk-return negative correlation
of China’s listed companies in the way of Bowman’s and other researchers’.
It researched the questions of strategic risk management of China’s listed
companies from new and extraordinary perspective.

Based on risk-return correlation rather than return only, it re-

searched diversification strategy of China’s listed companies, proposed
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the conception of exogenous risk and endogenous risk, depicted com-
posed risk of diversification strategy. It defined the limitation of diversifi-
cation from the perspective of strategic risk management. This thesis also
gave the theoretic and vector model of diversification composed risk. In
addition, it made the empirical research on the risk-return of different
types of diversification strategy.

Used the data from China’s listed companies to test the prospect the-
ory, it analyzed the manager’s risk propensity of China’s listed compa-
nies. This thesis also compared the manager’s risk propensity among mul-
tination.

According to the empirical research, it recovered the differences of
corporate governance among China’s listed companies with different types
of risk-return. It also built up the regression model associated corporate
governance and risk-return correlation together.

It revealed the relationship of strategic risk management and compe-

tition advantage of corporate with Data Envelopment Analysis (DEA).

Zeng Jin
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