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Abstract 

This paper collects and collates the relevant data of China's gem listed companies from 
2010 to 2018 from CSMAR, WIND and other databases, and studies the impact of 
corporate strategy on stock price crash risk based on information asymmetry theory, 
financing order theory and behavioral theory. Research findings: aggressive strategy 
will increase the risk of stock price collapse. From the perspective of theoretical value, 
this study not only enriches the research on the economic consequences of enterprise 
strategy, but also enriches the research on the causes of stock price crash risk. From the 
perspective of practical significance, it also provides new ideas for the management to 
formulate corporate strategy reasonably, and is conducive to stabilizing the order of the 
capital market. 
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1. Introduction 

Looking at the outbreak of economic crises in the past, it is not difficult to find that the most 
obvious symptom of each economic crisis is the sharp increase in asset prices represented by 
stocks and real estate. For example, the stock market has been rising for many years, and the 
growth rate has exceeded the performance of economic growth. The growth rate of corporate 
profits has caused a lot of bubbles from the perspective of valuation. Another hot real estate 
market, housing prices are rising. The stock market crash of 2015 is the most recent one. The 
fundamental reason of the stock market crash is that the stock price is already high and there 
are a lot of bubbles. At that time, most stocks had already doubled, but the growth Enterprise 
market doubled more than other sectors due to its own characteristics. Share prices continue 
to rise space is less and less, more and more pressure, leading to the main capital flight. 

The existing research on stock price crash risk mainly starts from the perspective of market 
and enterprise. At the market level, the theoretical basis for explaining the cause of stock price 
crash risk is information asymmetry theory and behavioral theory. Romer (1993) pointed out 
for the first time that the cause of stock price crash was the result of hidden bad news being 
gradually revealed through the trading process: Investors in the stock market with the 
advantage of information actually neglected his own information on the stock market price 
advantage, disadvantage in information instead of small investors optimistic about their 
information, leading to investors have information cannot be accurately and timely reflect to 
the market price, once in a wide range of negative information exposure will cause the collapse 
of the stock market [1]. Based on behavioral theory, Hong et al. (2003) believed that: Investor 
sentiment has the heterogeneity of optimism, rationality and pessimism towards the stock 
market. Therefore, when there is short selling restriction, pessimistic investors will not enter 
the market because of the bad news, so the bad news is not made public. At this time, the stock 
market price is mainly determined by optimistic investors who enter the market. When bad 
news accumulates enough that it is widely exposed, it can cause stock prices to collapse [2]. The 
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agency theory and information asymmetry theory are the theoretical basis to explain the cause 
of stock price crash risk at the enterprise level. Jin, Myers (2004) and Hutton (2008) et al argued 
that: under the framework of agency theory, the separation of two rights is the fuse of interest 
conflict between shareholders and managers, and the management consciously and actively 
manages negative information out of personal interests. Under the theoretical framework of 
information asymmetry, information does not facilitate management's hoarding behavior and 
hoarding of negative information, resulting in poor information communication and opacity 
between shareholders and managers [3, 4]. 

Nowadays, most scholars study from the micro behavior of enterprises and market participants. 
For example, Wengui Li and Han Yan (2020) study the impact of executives on stock price crash 
and find that young executives will significantly increase the risk of stock price crash, and this 
phenomenon is stronger in private enterprises [5]. From the perspective of media and 
independent directors, Yuxin Zheng et al. (2019) found that independent directors with media 
background could restrain the risk of stock price collapse [6]. Xueli He and Zhijie Xia (2021) 
believe that media attention and internal control have an interactive impact on stock price 
crash risk, that is, for enterprises with low internal control, media attention has a more 
significant positive impact on stock price crash risk [7]. Macro level in the enterprise, the 
enterprise strategy as the goal of enterprise development, gain a competitive advantage of 
important bridge, it not only affect their own behavior, such as earnings management, budget 
management, enterprise technology innovation, also influence the external stakeholders, such 
as earnings management, the commercial credit financing, choice of auditors, the audit work 
level and audit fees (Xingfu Zhang, 2021; Huanmin Yan et al., 2020; Huacheng Wang et al., 2019; 
Zhaoquan Jian et al., 2015; Hongxing Fang and Youwei Chu, 2019; Xuemei Xiong et al., 2019; 
Kathlee et al., 2013) [8, 9, 10, 11, 12, 13, 14]. Therefore, it can be inferred that corporate strategy 
is an important factor causing the risk of stock price collapse. 

2. Theoretical Analysis and Hypothesis 

Enterprise strategy is an important guide for enterprise development. Different enterprises will 
adopt different types of strategies according to their own resources and development. 
According to the response speed of enterprises to market changes, enterprise strategy can be 
divided into radical, defensive and analytical strategies. Aggressive strategy is the fastest to 
respond to market changes and even ahead of them, defensive strategy is slower to respond to 
market changes, and analytical strategy is in between. Under the radical strategy, in order to 
adapt to market changes, enterprise managers will choose decentralized organizational 
structure and timely respond to market changes. In addition, companies can predict market 
trends through data analysis and promote the market through product development and 
market expansion. Such businesses tend to grow fast, but not consistently. In contrast, 
managers of firms that adopt defensive strategies tend to choose more stable business models 
with highly centralized and stable organizational structures. Therefore, managers of firms that 
adopt defensive strategies have no incentive to manage information in a risky manner because 
it is not related to their private interests. The analytical strategy is a kind of strategy between 
the radical strategy and the defensive strategy. In view of this, the following theoretical analysis 
of this paper mainly focuses on the aggressive strategy and defensive strategy. 

So how does corporate strategy affect the risk of a stock price crash? From the perspective of 
the formation mechanism of stock price crash, one of the causes of stock price crash risk is 
caused by the agent behavior of management intentionally concealing bad news out of self-
interest. This paper argues that corporate strategy influences the risk of stock price collapse by 
influencing the agency problem between management and shareholders. Specific analysis is as 
follows. 
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First, managers with aggressive strategies have more incentive to hide bad news than defensive 
ones. Rajagopalan (1997) found that enterprises with aggressive strategies deviated from the 
industry to a large extent and had high risks of uncertain future development. Therefore, in 
order to encourage managers to take risks, aggressive strategic enterprises may offer stock 
options and promotion rewards to managers, rather than fixed compensation like defensive 
strategic enterprises [15]. Similarly, the study of Singh and Agarwal (2002) shows that the 
compensation of managers of defensive firms is mostly fixed, while that of managers of 
aggressive firms depends entirely on the stock price of the firm [16]. Therefore, managers of 
enterprises with aggressive strategies are more motivated to manage enterprise information. 
Managers will choose to delay or even hoard negative news to prevent negative news from 
affecting their own rewards, thus increasing the degree of information asymmetry of 
enterprises with aggressive strategies. The accumulated negative news at a certain point will 
make the company more prone to share price collapse. 

Second, managers with aggressive strategies have a better chance of hiding bad news than with 
defensive strategies. Companies with aggressive and defensive strategies have different 
organizational structures, and thus different internal supervision efficiency. The former tends 
to adopt a decentralized organizational structure in order to respond quickly. Under this 
structure, power concentration is small, personnel flow is large, organizational structure is 
unstable, coordination costs are high, and the main focus is on product research and 
development and market expansion, so internal supervision is insufficient. However, in the case 
of defensive strategic enterprises, which have a single product, tend to adopt a linear 
organizational structure, with more power concentrated at the top, easy management, stable 
structures and simple coordination mechanisms, enterprises under this strategy pay more 
attention to internal supervision. It can be judged that compared with defensive strategic 
enterprises, aggressive strategic enterprises have a higher risk of stock price collapse. 

It can be seen that under different strategies, the compensation incentive mechanism and 
internal supervision efficiency of enterprises are significantly different, and managers of 
aggressive enterprises are more likely to engage in hoarding behavior, thus exacerbating the 
risk of stock price collapse of enterprises. Therefore, it is speculated that the risk of stock price 
collapse of aggressive enterprises is higher. Based on this, hypothesis H is proposed: 

H: Compared with the defensive strategy, the risk of stock price collapse is higher under the 
aggressive strategy. 

3. Research Design 

3.1. Source of Samples and Data 

The research sample is the data of China's gem listed companies from 2010 to 2018. The 
research data came from CSMAR database and WIND database. This paper follows the following 
methods to process the data: (1) eliminate the samples of companies in the financial industry; 
(2) Remove the samples of ST and PT companies; (3) Eliminate samples of companies with 
missing data; (4) Eliminate the sample of companies with less than 30 trading weeks per year; 
(5) Excluding companies listed after 2017. After the above processing, there are 1272 samples 
in this paper, and winsor2 tail reduction is carried out for continuous variables. 

3.2. Definition of Variable 

3.2.1. Risk of Stock Price Collapse 

Referring to the research results of Kim et al. (2011), this paper uses negative return skewness 
coefficient as an index to measure stock price crash risk [17]. The specific measurement process 
is shown in Equation (1). 
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                                                                  (1) 

n is the number of trading weeks; Wi,t is the specific rate of return per week; 𝑁𝐶𝑆𝐾𝐸𝑊𝑖,𝑡 is the 

higher the crash risk of stock price, and the higher its value is, the higher the crash risk of stock 
price is. 

3.2.2. Enterprise Strategy 

This paper refers to the study of Bentley et al. (2013) and uses financial indicators of listed 
companies to construct six discrete variables to jointly measure corporate strategy [18]. 

Variable 1 (R&D expenditure ratio): measured by the ratio of R&D expenditure to operating 
revenue, aggressive strategic enterprises have a high proportion of R&D expenditure; Variable 
2 (employee efficiency): measured by the ratio of the number of employees to the operating 
revenue, the aggressive strategy pays more attention to employee efficiency; Variable 3 
(growth capacity): measured by the growth rate of operating revenue, aggressive strategic 
enterprises usually grow faster; Variable 4 (expense ratio): measured by (sales expense + 
administrative expense)/ operating income, aggressive strategic enterprises need to conduct 
market development and product development, so their expense ratio is relatively high; 
Variable 5 (employee volatility): measured by the standard deviation of the number of 
employees in the previous five years and the average number of employees in the previous five 
years, radical enterprises need to constantly adjust the internal structure of employees due to 
the changeable environment, resulting in high employee volatility. Variable 6 (capital density 
of fixed assets): measured by the ratio of net value of fixed assets to total assets, human capital 
density is high while capital density of fixed assets is low in the capital structure of radical 
enterprises. The average value of the past 5 years was taken after centralized and standardized 
treatment of these six variables. For variables 1-5, divide them into 5 groups according to "year-
industry" from small to large, and assign values 0, 1, 2, 3 and 4 in turn; for variable 6, assign 
values 4-0 in reverse. Finally, add the assigned values of the six variables, which is the indicator 
STRATEGY to measure enterprise STRATEGY. 

STRATEGY is a discrete variable. The larger its value is, the more aggressive the enterprise 
STRATEGY is. Otherwise, the more conservative the enterprise strategy is. 

3.2.3. Control Variables 

Referring to the study of Kim et al. (2011), this paper controls the control variables listed in 
Table 1 [17]. See Table 1 for specific variable definitions. 

 

Table 1. Definition of Variables 
Variable Type Variable Symbols Variable Ddefinition 

Explained 
Variable 

NCSKEWi,t 
Represents the negative skewness return coefficient of company I in 

the t year, and measures the risk of stock price collapse. 
Explanatory 

Variable 
STRATEGYi,t 

Represents the strategic score of company I in year T and measures 
the degree of strategic aggressiveness. 

 LEVi,t Represents the debt-asset ratio of company I in year t. 

Control 
Variables 

ROAi,t Represents the return on equity of company I in year t. 

SIZEi,t Represents the logarithm of company I's total assets in year t. 

GROWTHi,t Represents the growth rate of company I's revenue in year t. 

VOLi,t Represents the volatility of company I's stock in year t. 

TURNOVERi,t Represents the mean daily turnover rate of company I's stock in year t. 

RETi,t Represents the mean of company I's weekly return in year t. 

SIGMAi,t 
Represents the standard deviation of the weekly return rate of 

company I in year t. 

AGEi,t Represents the logarithm of company I's ipo period plus 1 in year t. 
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3.2.4. Model Design 

The model to examine H is shown in Formula (2). NCSKEWi,t and T are stock price crash risk, 
STRATEGYi,t and T are enterprise strategy score, CVi,t and T are control variables in Table 1, and 
Year and Ind are dummy variables of Year and Industry. 

𝑁𝐶𝑆𝐾𝐸𝑊𝑖,𝑡 = 𝛽0 + 𝛽1𝑆𝑇𝑅𝐴𝑇𝐸𝐺𝑌𝑖, 𝑡 + ∑ 𝛽𝑛
𝑚
𝑞=2 (𝑞𝑡ℎ 𝐶𝑉𝑖,𝑡) + 𝑌𝑒𝑎𝑟 + 𝐼𝑛𝑑 + 𝜀𝑖,𝑡        (2) 

4. Analysis of Empirical Results 

 

Table 2. Influence of corporate strategy on stock price crash risk 

Variable Symbols (1) NCSKEW 

STRATEGY 0.009** 

 (-2.084) 

LEV 0.071 

 (-0.515) 

ROA -0.196 

 (-0.708) 

SIZE 0.05 

 (-1.519) 

GROWTH 0.009 

 (-0.296) 

VOL -0.046 

 (-0.878) 

TURNOVER -0.027 

 (-1.257) 

RET -15.772*** 

 (-5.964) 

SIGMA -4.338** 

 (-2.552) 

AGE -0.026 

 (-0.517) 

Constant -0.733 

 (-1.040) 

Year Yes 

Ind Yes 

N 1,257 

R-squared 0.113 

Note: () is t value; *** is p<0.01, **is p<0.05, * is p<0.1. 

 

Column (1) in Table 2 tests the influence of enterprise STRATEGY on stock price crash risk 
NCSKEW through Equation (2), which is used to test hypothesis H1 in this paper. When 
NCSKEW was used as the explained variable and STRATEGY as the explanatory variable, it was 
found that the regression coefficient of STRATEGY in the regression results was positive and 
significant at the statistical level of 5%. It shows that the enterprise strategy is positively 
correlated with the risk of stock price collapse, that is, if the enterprise strategy is too radical 
and deviates from the industry conventional strategy to a large extent, the enterprise 
development risk is high and unstable due to the different development mode from the industry 
conventional. Due to a series of uncertainties brought by radical strategies, the risk of stock 
price collapse of enterprises will be intensified, which verifies hypothesis "H". 
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5. Summary 

This paper studies the relationship between corporate strategy and stock price crash risk from 
the perspective of enterprise macroscopically, and finds that the stock price crash risk of 
aggressive strategic enterprises is higher than that of defensive strategic enterprises. The above 
research results are of some value to both theory and reality. 

In terms of theory, most scholars studied stock price crash risk from the micro perspective of 
enterprises, but few scholars studied stock price crash risk from the macro perspective. 
Therefore, this paper studies stock price collapse risk from the perspective of the macro index 
"corporate strategy", which not only enrichis the research on the economic consequences of 
corporate strategy and the causes of stock price collapse risk, but also realizes the 
interdisciplinary interaction between strategic management and risk management. 

In the aspect of realistic inspiration, enterprises need to formulate reasonable strategies. The 
management is the maker of corporate strategy. If an enterprise blindly makes a strategy, it 
may lead to a mismatch between the strategy and the enterprise, the policy and relevant 
stakeholders. In other words, the strategy is ineffective, which not only wastes corporate 
resources but also affects corporate reputation. Appropriate corporate strategy need to 
consider whether the enterprise itself is enough to support the development of strategic 
resources, also need to consider the future direction of development of industry, and policy and 
economic environment to support the development of the enterprise, it is not only beneficial to 
the healthy development of the enterprise, to protect the internal and external stakeholders, 
and to maintain the stability of the capital market order, to reduce the stock price crash risk, It 
also provides a new path for management to develop appropriate corporate strategy. 
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