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“Bowman’s Paradox” and Its Theoretical Explanations:
An Empirical Evidence from Chinese Listed Companies
Zeng Yongyi', Yang Shijie', Lu Bing"’
1. School of Management, Xiamen University; 2. School of Business
Administration, Huaqiao University
Abstract Strategic management researchers have shown increasing
awareness of the importance of the concept of risk at the strategic
level. Contrary to the positive relationship between risk and return,
a cornerstone in modern finance theory, an inverse relationship
between company-wide return and risk has been shown robustly in
numerous recent researches. At its first sight, this inverse relation-
ship between return and risk is really hard to be explained with
conventional wisdom and is often termed as “Bowman's paradox”,
giving credit to his path-breaking work (Bowman, 1980). After
some thirty year of empirical and theoretical researches, strategic
management researchers have managed to bring up a variety of
explanations for “Bowman's paradox” from different perspectives.
Mainstream explanations include prospect theory, the behavioral
theory of the firm, strategic endowment, implicit costs of risks and
statistical artifacts. Nowadays, nearly all researches in this field
have been centric at developed countries (U.S. especially) and have
paid no much attention to Chinese data and context. This study aims
at filling the void. In this paper, the authors collect 225 listed com-
panies’ ROA data from 10 industries in Chinese A share market and
apply “variance approach” and “ordinal approach” to compute stra-
tegic risks. With deliberate lead-lagged time-window mappings and
meta-analysis method, the paper test for the existence of “Bowman’s
paradox” in Chinese context and screen out the most feasible and
relevant theoretical explanation. The paper documents that (1) ow-
ing to ROAs’ seriously negative skewness, “variance approach” can
lead to spurious empirical results; (2) “ordinal approach” reveals a
robust negative risk/ lagged-return correlation, i.e., the existence
of “Bowman’s paradox”; and (3) the overall pattern in lead-lagged
risk-return mappings gives support to the “risks with implicit costs
hypothesis”. These results suggest that high risk is not necessarily
followed by high return at the strategic level. Instead, high strategic
risk may lead to loss of stakeholders’ trust and bring about great im-
plicit costs to the company consequently.
Key Words Bowman's Paradox; Strategic Risk; Prospect Theory;

Behavioral Theory of Firm; Meta-analysis
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