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Abstract

Diversification is a strategic choice for enterprise expansion. Looking at the
world, American companies in the 1960s and 1970s opened up a diversified
path through large-scale mergers and acquisitions. However, by the 1980s
and 1990s, American companies began to change from diversification to spe-
cialization, gradually returning to their main business, and the adjustment of
this phenomenon made the performance of those companies significantly
improved. Since then, how should companies abandon the choice of speciali-
zation and diversification strategy, and whether diversification is beneficial or
unfavorable to corporate performance have become topics that domestic and
foreign scholars are eager to study. Based on the concept, motivation and type
of diversification strategy, this paper sorts out the relationship between corpo-
rate diversification strategy and corporate performance in domestic and foreign
literatures. It is found that there is still no definitive answer to whether diversi-
fication strategy is beneficial to corporate performance. There are four different
relationships: positive correlation, negative correlation and no significant cor-
relation, and nonlinear correlation. The core competence of an enterprise is the
fundamental support of diversified business operations and a deep-seated fac-
tor in the formulation and implementation of diversified business strategies.
Research on the core competence of enterprises as a regulation or mediator of
the relationship between diversification strategy and firm performance is still
not perfect, and research in this field needs to be further explored.
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1. Introduction

With the advancement of technology and the increasingly fierce competitive en-
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vironment, companies have begun to diversify their operations in order to re-
duce risks. Since the beginning of diversification in the 1920s, countries around
the world have experienced many corporate diversification booms, and diversi-
fied operations have become an important model for the rapid expansion of
some large companies. Especially in the 1960s and 1970s, some large companies
in the United States set off a wave of big mergers and acquisitions, committed to
rapidly expanding the company and diversifying the way through mergers and
acquisitions and asset restructuring. So far, a comprehensive international group
has emerged. Most of these groups have crossed regions, industries and markets,
developing factories around the world, expanding their businesses, and making
profits from various industries.

In 1982, Rumelt studied Fortune 500 companies and found that from 1949 to
1974, the number of single or leading companies accounted from 70% to 37% of
all companies, while the number of diversified companies rose from 30% to 63%
[1]. However, during the fourth wave of mergers and acquisitions in the United
States, that is, in the 1980s and 1990s, we found that most of the company’s
business restructuring priorities have changed significantly, and began to
strengthen its leading business, which has divested those businesses that are not
performing well or are not related to the dominant business. Some scholars have
pointed out that by studying the business strategies of 100 large enterprises,
more than half of the enterprises have completed “returning” and their business
performance has been significantly improved [2].

At the same time, however, China has taken a diametrically opposite situation
with the United States. Since the reform and opening up in the last century,
Chinese companies have set off several waves of diversification. But decades of
development have not brought spring to Chinese companies, and the results are
not optimistic. For example, the Sanjiu Group and the Sun God Group have
been fiercely defeated due to excessive diversification. In the late 1990s, most of
China’s enterprises re-adjusted their strategies and divested their side businesses
that were not related to the main business, mainly to develop their main busi-
ness, especially with the collapse of the Giant Group and Chunlan; this trend
became more apparent. After the financial crisis in 2008, more and more enter-
prises in China are facing operational difficulties and need to make strategic ad-
justments in a timely manner. Therefore, what choices companies make between
diversification strategies and normalization strategies is very important for the
future development of enterprises.

At present, China is in the critical period of the wave of market economy
reform, and enterprises play a key role as the “cell” of the national economy.
Whether enterprises should implement diversification strategies in the end or
how to implement diversified operations can improve the performance of enter-
prises is of great practical significance. This paper will summarize the relation-
ship between diversified business strategy and corporate performance, and strive

to find out the influencing factors and draw relevant conclusions.
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2. The Review of the Concept, Motivation and Classification
of Diversification Strategies

2.1. The Concept of Diversification Strategy

Gort, an American scholar, first proposed the concept of diversification. Diversi-
fication refers to the increase of market heterogeneity of enterprise products. He
emphasized that the so-called market heterogeneity is different from the nuance
of the same product. It refers to cross-industry products or the business conduct
of the service [3].

The term “diversity” first appeared in the 1950s. Ansoff, a famous American
strategist and strategic management guru, published “Strategies for Diversifica-
tion” in “Harvard Business Review” in 1957. In this article, he proposes the con-
cept of diversification. He believes that diversification is a business strategy to
develop new markets with new products, and is taken when the company devel-
ops to a certain stage for longer development and more profit.

At the same time, he believes that there are four directions for the growth of
the company: one is to expand in the original market; the other is to sell new
products in the empirical research on the relationship between diversification of
the original market and the performance of the company; the third is to sell the
original products in new markets different from the original market; the fourth
is to develop new markets and sell new products. Among these four growth di-
rections, he believes that the last direction is the so-called diversification [4]. For
the first time, Ansoff clearly proposed the meaning of diversification strategy
from the perspective of corporate growth strategy, and defined diversification
with the increase of product categories. Since then, foreign scholars have done a
lot of research on the performance of corporate diversification.

Then, in 1959, the British female scholar Penrose proposed that diversification
is not only reflected in the increase in the number and variety of final products
in the industry, but also in the vertical and vertical integration. The enterprise
wants to develop new products to achieve diversification must be based on the
original model. Great changes have been made in both production and distribu-
tion models [5]. We can see that Penrose believes that diversification is the di-
versification of different industries.

In 1962, corporate strategist Chandler elaborated on diversification from
another perspective in “Strategy and Structure—The Historical Stage of Ameri-
can Industrial Enterprise Development” and proposed ways to improve the suc-
cess rate of diversification through reform. Chandler conducted research on
DuPont. He believes that the result of diversification is the increase of the final
product line of the enterprise. Adjusting the organizational structure of the en-
terprise can improve the success rate of diversification. The organizational
structure is adjusted with the adjustment of the enterprise strategy, and the tran-
sition from U to M [6].

In the same year, M. Gort Gault used quantitative analysis to study diversity

in the book Diversification and Integration in American Industry. Gault believes
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that corporate diversification is the behavior of companies developing new mar-
kets that are different from the original ones, and the number of these new mar-
kets is gradually increasing. Gault believes that merely changing the production
or integration of some products is not truly diversified. It can be seen that Gao
Te’s view is that diversification is significantly different from the original pro-
duction market in terms of production methods, products, markets, and differ-
ent industries [7]. Gort (1962) measured the degree of diversification based on
SIC (Standard Industriai Ciassification), and conducted quantitative analysis on
the diversified development of 111 large-scale manufacturing enterprises in the
United States from 1947 to 1957. There are differences, electronic and chemical
companies have the highest degree of diversification, petroleum and tobacco are
the lowest; but there is no significant correlation between diversification strategy
and economic performance.

Richard P. Rumelt Rummet’s research on corporate diversification is a sum-
mary. He believes that different people define different diversity based on dif-
ferent research purposes, and he believes that diversity is through limited re-
sources and Strength, carry out new activities related to the original activities [1].
From this we can see that Rumet’s point of view is that new activities that are re-
lated to the original related activities are diversified. Through the analysis of the
1949-1969 American big business diversification strategy, he believes that related
and dominant diversified enterprises perform best; the worst performance is
non-related diversified and vertically integrated enterprises; due to the extension
of core capabilities or The role of resource sharing, limited diversification to re-
lated industries will improve corporate performance, excessive diversification
will reduce synergies and have a negative impact on corporate economic per-
formance.

There are also scholars who try to explain pluralism through theories in other
fields. From the perspective of resource-based theory, both product diversifica-
tion and regional diversification are based on the process of heterogeneous eco-
nomic organizations through asset utilization or asset development to achieve
the goal of extending competitive advantage or enhancing competitive advan-
tage. The study assumes that firms have specific advantages based on certain re-
sources, but does not give a clear explanation of the factors of the environment
in which the firm is located, especially institutional factors and specific advan-
tages [8].

Industrial organization economics believes that diversified enterprises benefit
from multiple types of coordination effects, such as the scope economy and
economies of scale formed by the implementation of diversification strategies,
the superiority of obtaining information from multiple product markets, and the
obtaining of stable market returns as well as the way to find more efficient use of
internal resources and sharing of knowledge and skills across business units [9].

In summary, there is no uniform definition of diversification for various re-

search purposes and uncontroversy, or diversification is a business approach or
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a growth behavior. However, as can be seen from the above, diversification cov-
ers two aspects: one is an activity that has nothing to do with the original market
and production, and the other is related to the original market and production

but is new. The activities are also diversified.

2.2. The Motivation of the Diversification Strategy

In the market economy, the main reasons for enterprises to choose a diversifica-
tion strategy are as follows: Firstly, to enhance competitiveness, through diversi-
fied operations, enterprises can obtain economies of scale, scope and market in-
fluence; secondly, diversify risks. The company can diversify non-systemic risks
in its operations through a diversified business portfolio; thirdly, to maximize
resource utilization, resources such as production capacity, knowledge manage-
ment capabilities, and entrepreneurship can make huge gains in applications in
different industries. However, in the process of diversification, there is inevitably
the agency cost and the business risk of the enterprise [3].

Regarding the reasons for diversification, Ansoff summarized it into four cat-
egories: First, when the company cannot achieve its intended goal by virtue of its
expansion strategy; second, the company has too much surplus, far exceeding
the expansion needs; Third, the company has more than expansion strategy,
when there are more profitable new market opportunities; Fourth, in the specific
case, the prospects for expansion and diversification are uncertain [4].

In explaining the “diversity premium”, Montgomery also made a distinction
between the three major motivations for diversification strategies in 1994 [10].
First, the market forces view that companies are diversified not because they are
more efficient but because they have acquired “group power”. Diversification
plays an important role in capturing market power. Diversified companies can
reduce market competition and consolidate their predatory pricing through
cross-subsidization, conspiracy, and reciprocal transactions, although this beha-
vior will seriously harm consumers’ interests [11]. The diversification strategy
adopted by growth-oriented managers may make significant use of the scope
economy while increasing the market power of the company. An effective way to
increase the market power of the enterprise is Scott’s multi-market linkage hy-
pothesis [12]. Companies that compete in several markets have greater incentive
to build networks to maintain their collective strength. In turn, multi-product
companies can generate positive spillover effects through cross-subsidy activi-
ties, which means that the market strength and value of an industry’s resources
may increase due to investment in another industry [13]. Diversified companies
benefit from multiple types of coordination effects, such as the economies of
scale and economies of scale formed by companies implementing diversification
strategies, the superiority of access to information from multiple product mar-
kets, and the achievement of stable market returns, as well as the effective use of
internal resources, and sharing of knowledge and skills between pathways and

business units [9].
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According to the resource point of view, there will always be underutilized
resources in the daily business activities of enterprises, that is, excess production
factors, and the diversification strategy can help enterprises develop this part of
redundant resources and realize the scope of economic effects through the shar-
ing and transfer of resources. In order to reduce production and operation costs
[14]. Therefore, the allocation of surplus resources and free cash flow are one of
the main motives for diversification [15]. However, the asset characteristics of
corporate resources create the sustainable competitiveness of the owner on the
one hand, and the challenge on the other, hindering the company’s ability to
transfer resources to new applications or transplant them into a new environment
[16]. Therefore, the value of diversification depends on the complementarity be-
tween the company’s entry into internal resources and the company/industry, and
the diversified model chosen. This opens the way for several empirical predic-
tions of the relevance of diversified activities: the closer or more closely these ac-
tivities are related, the more profitable the diversification expectations are.

In explaining the “diversity discount”, the institutional perspective emphasiz-
es the benefits that the company manager may sacrifice the interests of share-
holders to get the benefits. The essence of diversification is the decision-making
behavior of managers in order to seek their own hidden benefits and reduce
their income risks, which will definitely damage corporate performance and
company value. Considering that the diversification of large companies is due to
the separation between ownership and control, the agency approach predicts a
negative correlation between diversification and firm performance [17]. Hoskis-
son and Hitt [15] argue that diversification, firm size and executive compensa-
tion are highly correlated with the extent to which multilateralism does not pro-
vide economic benefits to investors.

In summary, scholars based on different interests, the interpretation of diver-
sification motivation will be different, mainly to enhance competitiveness, re-
duce risks, optimize resource utilization, operators’ own interests and appeals.
However, the existing ideas are mainly derived from cases or theories. Future
research can try to further explore the reasons for diversification from data

analysis or rooted methods.

2.3. The Classification of Diversification Strategies

In the study of diversification strategy, how to divide the type of diversification
strategy is a fundamental issue in the research of diversification strategy. Many
researchers at home and abroad have made many different categories of classifi-
cation, such as: Wrigley category method, Rumelt category method, Ansoff cat-
egory method and so on.

Diversification of diversification strategies can generally be divided into two
categories: related diversification and non-related diversification. One is related
to diversity and the other is irrelevant. Related diversification can also be called

concentric diversification, which refers to the choice of a new product or market
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area of an enterprise based on its existing business or market. Compared with
non-related diversification, relevant diversification is conducive to giving full
play to the company’s original expertise, proprietary skills, marketing channels
and other advantages, and the integration risk is small.

Non-related diversification, also known as centrifugal diversification, refers to
the fact that the newly entered products or markets have no obvious strategic
adaptability to existing businesses or markets. The added products are new
products, and the market entering is a new market. It can be seen that the adop-
tion of non-relevant diversification strategies by enterprises is not based on the
common considerations of the company’s original expertise, know-how, mar-
keting channels, etc. The main motivation is to balance cash flow or obtain new
profit growth points. Compared with the relevant diversification strategy, the
implementation of non-related diversification strategies by enterprises has al-
ways been regarded as an extremely dangerous strategy by the academic com-
munity, because the implementation of non-related diversification strategies is
generally accompanied by the expansion of business scope and the increase of
business areas. Management risks that are difficult to manage. Enterprises
should diversify their resources into an unfamiliar field and face new busi-
ness-specific risks, laws and regulations, and special regulatory risks of regulato-
ry authorities. Enterprises must invest hugely in the process of developing new
fields. The human and material resources will inevitably affect the cultivation
and development of the original core competitiveness, and bring the risk of the
decline of core competitiveness. In addition, the implementation of the non-related
diversification strategy is accompanied by the possibility of increasing financial
risks.

In 1970, L. Wrigley completed his doctoral thesis “Business System and Di-
versification” at Harvard Business School. He proposed the measurement me-
thod and type division of the degree of diversification, which took an important
step in the research of corporate diversification [18]. Riley proposed to measure
the diversification of a company’s product by its proportion of sales, that is, the
specialization ratio. Diversification is a concept corresponding to specialization.
From the perspective of business conditions, the standard for distinguishing
between the two is “the proportion of sales of certain products to the total sales
of enterprises”, and the product categories of certain products are classified ac-
cording to the international standards, which calls Four-digit industry standard
in the Industry Classification (ISIC).

Based on Wrigley’s diversified strategy research, Rumelt considers the relev-
ance of corporate business and proposes core related ratios and vertical ratios
[1]. Their classification is based on two indicators: specialization rate (SR) and
correlation rate (RR). The specialization rate refers to the proportion of the sales
of the largest business project of the enterprise to the total sales of the enterprise.
The correlation rate refers to the ratio of the sales of the largest group of busi-

ness projects associated with the company to the total sales of the company. This

DOI: 10.4236/ajibm.2019.91008

97 American Journal of Industrial and Business Management


https://doi.org/10.4236/ajibm.2019.91008

H. Le

is the classification of the famous American scholar Riley Rummett.

Ansoff proposes four types of diversification in Corporate Strategy [19]: hori-
zontal diversification (pointing to develop new products for customers with sim-
ilar customers); vertical integration; Concentric diversification (Diversification
based on the original capabilities of the company can be subdivided into three
categories: sales technology-related, sales-related and technology-related); Con-
glomerate diversification (pointing to unrelated multi-industry development).
Ansoff believes that concentricity can be more profitable and less risky than hy-
brid diversification.

In summary, the above three classification methods have been widely recog-
nized and applied by the academic community. We can see that the Wrigley
category method and the Ansoff class method are different, but the kernel is
consistent. The Rumelt classification rule gives a concrete numerical scale refer-

ence and is more scientific.

3. The Review of the Relationship between Diversification
Strategy and Corporate Performance

3.1. The Review of the Relationship between Diversification
Degree and Firm Performance

There are four main views on the relationship between diversification and com-
pany performance in foreign countries: first, the higher the degree of diversifica-
tion, the more favorable the company’s performance; second, the higher the de-
gree of diversification, the more unfavorable to the improvement of company
performance; third, the degree of diversification has little effect on company
performance; fourth, there is a non-linear “U” relationship between diversifica-
tion and company performance.

On the plus side, in 1971, scholars Weston and ManSinghka used the Fortune
500 companies as the research object. First, they classified these companies. The
study found that those diversified companies were higher in economic perfor-
mance than other companies, and they showed a return on net assets, earnings
per share growth rate and sales growth rate indicators [20]. In 1986, Varadarajan
used the number of enterprise products as a measure of the degree of diversifica-
tion. The study found that the higher the degree of diversification, the better the
company’s performance [21]. In 1988, CaPon and his colleagues studied the
economic performance of diversified firms with the best economic performance
in diversified firms [22]. In 1995, John and Ofek randomly selected 321 compa-
nies from 1986 to 1988, and found that unrelated diversified firms had higher
excess returns [23]. Amit and Livnat conducted an empirical study of this rela-
tionship in 1988. The results show that diversification of purely financial pur-
poses will reduce cash flow volatility and reduce operational risk [24]. Li and
Kami (2010) found that diversification can form internal capital markets and
reduce operating costs, thereby improving firm performance [25].

There are many studies that believe that the higher the degree of diversifica-
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tion, the more unfavorable the company’s performance improvement. Lang and
Stulz (1994) used the “franchise store method” to innovate the Tobin’Q value.
The research concluded that the Tobin’Q value of diversified companies is lower
than that of specialized enterprises, and the value created is relatively low [26].
Comment and Jarrel (1995) use the effect of diversification on stock price re-
turns as a research method, and find that the higher the degree of diversification,
the lower the return rate of stock prices [27]. In the same year, Berger and Ofek
selected 3,659 companies from 1986 to 1991 in the United States for research.
Diversified operations had a “discount effect” and the effect of unrelated diversi-
fication was the greatest [23]. In 2002, John A. Doukas, Martin Holmen, Nico-
laos G. Travlos discovered through research on 101 companies in Sweden that
mergers and acquisitions of companies that are not related to the original indus-
try will result in a decline in the business performance of the acquirer, and mer-
gers and acquisitions. Industries that are consistent or related to the original in-
dustry will increase the benefits of the acquirer. And in the research, it is con-
cluded that investing in unrelated industries will increase agency costs and re-
duce operational efficiency, exceeding the benefits of diversification [28]. Lia-
lunga studied the diversification of Compusta enterprises from 1989 to 1996 and
found that there are diversified discounts [29]. Li Benberg’s empirical analysis of
the US property insurance industry shows that the performance of specialized
business companies is better than that of diversified operations [30].

Some scholars have also found that the degree of diversification has little ef-
fect on company performance. Gort (1962) selected 111 data from 1947 to 1957
in the United States, indicating that there is no correlation between corporate
diversification and corporate performance indicators [7]. Ravenscraft (1983)
used the Herfindahl index as a measure of the degree of diversification, and con-
cluded that the relationship between the Herfindahl index and the company’s
marginal gross profit margin is not obvious [31].

Montgomery (1985) selected 128 companies in the Fortune 500 to conduct
research, and concluded that companies with higher diversification have lower
returns on investment than companies with low diversification. However, under
the control of industrial factors, this relationship is not obviously, the diversifi-
cation factor has not had an impact [32]. Ferris et al. (2002) also pointed out that
diversified companies should develop diversified operations based on different
resources and growth opportunities. Therefore, the impact of diversification on
company performance is not absolute [33].

At the same time, a few scholars have found that there is a “U” relationship
between diversification and corporate performance. Markides (1995) pointed
out that statistical analysis. Any enterprise has an optimal diversification level,
and the enterprise performance and diversification level are inverted U-shaped
[34]. The findings of Palich, Cardinal, and Miller (2000) are generally consistent
with Markides (1995) [35].

The conclusions of domestic research are roughly equivalent to those of for-
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eign countries, and they are mainly divided into the above four viewpoints. In
2005, the famous Chinese scholar Su Dongwei studied the listed companies in
China from 2001 to 2002, and found that the internal market of listed companies
in China, especially the capital market, is more effective than the external mar-
ket, and diversified enterprises. Has a higher excess value and Tobin’Q [36]. In
the same year, Fu Jibo and Yang Chaojun used 680 listed companies in Shanghai
as samples. The same result table diversified to create value from the higher as-
set-liability ratio of diversified enterprises and increased corporate value [37].

In 2006, Jiang Fuxiu, Liu Zhiwei, and Lu Zhengfei favored diversification be-
cause they believed that diversification and diversification risk and common
corporate debt were incomparable [38]. Wang Lei (2009) believes that moderate
diversification can make effective use of the remaining resources of enterprises
and improve the efficiency of resource utilization [39]. Zhou Jinhua and Ji Han-
lin (2015) analyzed this from different perspectives and thought that the phe-
nomenon of diversification discount may be from the whole market, but the
conclusion is not necessarily established in a specific industry, such as computer
application service industry [3].

Second is the research aspect of diversification negatively affecting company
performance. Yuan Fang’s research using regression analysis in 2001 found that
the improvement of diversification did reduce the performance of enterprises
[40], and he studied with Zhang Weiguo and Chen Yu in 2002, and selected 72
listed companies in Shanghai and Shenzhen. They also achieved the same results,
and pointed out that it is necessary to follow the relevant diversification path,
appropriately establish an organizational structure that adapts to the company’s
strategic adjustment, and change the diversified businesses in a timely manner
[41]. Hong Daolin and Xiong Dehua (2006) consider the impact of diversifica-
tion on company performance from the perspective of company endogenous,
and have an impact on diversification in corporate endogenous issues, and di-
versification will further damage corporate performance, even within the control
of the company. In the case of problems, diversification has further weakened
the company’s performance [42]. Zhao Feng et al (2016) conducted a survey of
191 samples randomly selected from enterprises in various industries in Shang-
hai in 2008-2009, and explored and tested the relationship between diversifica-
tion strategy and corporate performance. The conclusion that corporate perfor-
mance has a significant negative impact [43].

As for the relationship research between the two is not obvious. In 1995, Liu
Li found that the degree of diversification of enterprises in his research sample
had no correlation with corporate performance, and that the diversification of
economic performance and the ability to improve corporate debt were not veri-
fied [44]. The regression analysis conducted by Zhu Jiang (1999) in the study of
146 listed companies also found that there is no significant influence on diversi-
fication and company performance [45]. Yao Jun, Lu Yuan and Lan Hailin se-
lected 593 listed companies in Shanghai and Shenzhen from 1999 to 2001 in the
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same period in 2004, which also received the same answer as Zhu Jiang [46]. Qin
Zheng et al. (2004) studied the relationship between diversification and financial
performance, and divided 57 sample companies into three groups according to
the degree of diversification. The results showed that the relationship between
diversification and sales profit rate and total return on assets was not obvious
[47].

Finally, Zheng Hua and Wei Xiaoke (2008) conducted an empirical study by
means of research. The results show that there is a “U” relationship between the
degree of diversification and corporate performance, that is, when the diversifi-
cation reaches a certain point, the enterprise has the greatest performance, both
sides Corporate performance declines [48].

In summary, scholars use data from different countries and data from differ-
ent industries to conduct research on the relationship between diversification
and corporate performance. This helps us understand the differences between
the degree of diversification and firm performance in a different economic and
cultural context. However, these scholars did not point out the specific reasons
for such differential results, nor did they explore the influencing factors, which
are very important in our process of defining the relationship between diversifi-

cation and firm performance.

3.2. The Review of the Relationship between Diversified Types
and Firm Performance

Looking at domestic and foreign research data on the impact of diversification
types on company performance, we can find that there are few research results
in this area, and from the conclusions drawn, the economic performance of re-
lated diversified enterprises is generally better than that of unrelated diversified
enterprises.

Rumelt (1974) selected 246 of the Fortune 500 companies and completed the
classification of these enterprises, which were divided into four types of diversifica-
tion. The diversification of related business-oriented enterprises will improve the
company’s performance, while the excessive diversification of non-business-related
enterprises will reduce the company’s performance [1]. Michel and Shaked
(1984) followed the Rumelt classification and selected professional ratios, vertic-
al ratios, and correlation ratios as a measure of the degree of diversification. The
study concluded that the performance of non-related diversified businesses is
higher than that of related diversified businesses. This is contrary to Rumelt’s
research [49].

Diversified companies need to introduce a suitable organizational structure to
support the implementation of diversification strategies and improve corporate
performance. The M-form is an organizational structure suitable for diversified
strategic development, and most foreign studies confirm that diversified busi-
nesses that implement business divisions are related to performance. Armour
and Teece concluded through an empirical study of 27 oil companies in the

United States from 1955 to 1973 that there was a positive correlation between

DOI: 10.4236/ajibm.2019.91008

101 American Journal of Industrial and Business Management


https://doi.org/10.4236/ajibm.2019.91008

H. Le

M-form structure and ROE in the transition to M-form [50]. Hoskisson and
Galbraith conducted a time series analysis of six companies in three industries,
and concluded that the adoption of M-form is positively correlated with perfor-
mance [51]. Hoskisson ef al. used the data of the capital market to evaluate the
application effect of M-form on diversified enterprises. The adoption of M-form
by investors is certain, that is, M-form can improve the performance of diversi-
fied enterprises [52]. Research by Lamont et al. also confirms that the divisional
system is indeed a structural form that matches the diversification strategy [53].

In domestic research, Yin Yisheng used the theory of enterprise growth in
1998 to conduct empirical research on diversified types and company perfor-
mance, and reached several conclusions: 1) From the perspective of the degree of
diversified business operations in China and abroad, the degree of diversification
in China Less than foreign companies; 2) Unrelated diversified enterprises can
weaken the risk of market return rate weakly, but the intensity is small; 3) Rele-
vant diversified enterprises can increase the sales growth rate of enterprises; 4)
Unrelated diversified enterprises will increase Corporate liabilities [52]. In 2001,
Yin Yi used data from 126 listed companies in Shanghai and Shenzhen from
1995 to 1996. The research concluded that the economic performance of specia-
lized enterprises and related diversified enterprises is better than that of unre-
lated diversified enterprises. Accordingly, Business risks are reduced [54]. In
2002, Li Jing cited Rumelt’s classification method to conduct empirical research
on 105 listed companies in China. Diversification will reduce the company’s
economic performance, and the performance of implementing unrelated diver-
sified enterprises is significantly lower than that of specialized enterprises and
related diversification enterprises, and this is consistent with Yin’s research con-
clusions [55].

At present, the organizational structure of diversified enterprises in China also
presents diversified characteristics. From U-form (functional type) to H-form
(mother-child company system) and M-form (business department system),
there are many enterprises. This shows that Chinese enterprises have not learned
from the experience of foreign countries in the choice of organizational struc-
ture, and have reservations about the departmental system. A large number of
foreign empirical studies have proved that U-form and H-form are not suitable
for diversified organizational structure. Zhao Feng, Wang Tienan, and Zhang
Liang (2012) put forward the hypothesis in this study: the performance of diver-
sified enterprises using M-form is better than that of other organizational types,
and this is confirmed [43].

The analysis of the relationship between different types of diversification
strategies and corporate performance can, to a certain extent, clarify the role of
different types of diversification strategies in different types of enterprises and
countries. However, these studies are more simply to compare the differences
between different types of diversified and different organizational structures,
and have not studied the causes and influencing factors, which deserves further

supplement and improvement.
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4. The Review of the Diversification Strategy, Core
Competence of Enterprises and Performance of Enterprises

In 1990, CK Prahaad and G. Hamei proposed the concept of “enterprise core
competence”, arguing that the core competence of the enterprise is “the accu-
mulation of knowledge in the organization, especially the knowledge about how
to coordinate different production skills and organically combine multiple tech-
nical flows” [56]. Chen Zhijun (2005) extracted the understanding of the core
competence of the enterprise, and believed that the enterprise is essentially a
combination of knowledge and ability, and the growth of ability is not a one-off
event. It is a process of continuous accumulation, the core of the enterprise. Ca-
pability is not a single ability, but an organic combination of multiple capabili-
ties. Its growth is a process of mutual synergy and integration between multiple
capabilities. At the same time, the success of the diversification strategy depends
on the core competence and the diversified business matching mismatch, and
the core competence is immature [57].

Wang Jiang (2007) based on the views of Prahalad and Hamel, proposed that
the core competence of enterprises is the basis of diversified business, and that
diversified enterprises should be a combination of core competences, not prod-
ucts and undertakings in the traditional sense. The combination, from the pers-
pective of the company’s development strategy, the so-called “diversification” or
“centralization” is only a formal problem, in essence, it is the core competence of
the enterprise [58].

Cao Yanai (2009) believes that enterprises choose to implement diversification
strategy or specialization strategy mainly depends on the productivity and flex-
ibility of the core competence of the enterprise. That is, when the core compe-
tence of the enterprise is strong and the elasticity is poor, the enterprise should
adopt specialization or related diversity strategies. When the core competence of
the enterprise is strong and its elasticity is good, the enterprise can choose one of
the specialization strategies, related diversification strategies and non-related
diversification strategies [59]. This also affirms the guiding position of the core
competence of enterprises in the choice of diversified strategies.

Wang Yu (2009) summarized that the impact of diversification on core com-
petitiveness is mainly reflected in the following aspects: the remaining resources
of enterprise management, the transferability of existing core competitiveness of
enterprises, and the transferability of the core competitiveness that the enter-
prise will develop from the existing industry to the target industry. At the same
time, it is considered that the core competitiveness is the soul of diversification.
The diversified development of the enterprise must be centered on the core
competitiveness to be successful, and the core competitiveness of the enterprise
is studied as a mediator of diversification and corporate performance [60]. Sun
Lei (2005) also believes that diversified management should be based on core
competitiveness based on previous studies. The application and expansion of

core competitiveness must be realized by diversified management. The core
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competitiveness of enterprises is the essence of diversification strategy [61].

Wang Yanging (2014) also recognizes that core competence is the internal
dependence and foundation of diversified operations, and believes that diversi-
fied operations strengthen core competencies. Diversified operations and core
competencies should be organically integrated, integrated, and developed based
on core competencies. Diversified management can effectively diversify risks,
obtain scope economic benefits, and better promote the long-term development
of enterprises [62].

Xu Juan (2016) based on the core technology capability theory, constructed a
theoretical model of the diversification of related technologies and the diversifi-
cation of unrelated technologies through the intermediary variables of the core
technical capabilities of enterprises, and considered the different levels of core
technology capabilities. The adjustment effect in the process of enterprise com-
petitiveness, the relationship between the three is studied from the technical lev-
el of core competence [63]. In addition, many scholars have studied the rela-
tionship between diversification strategy and core competence of enterprises in
specific industries such as tourism, real estate, and medicine, as well as private
enterprises and small and medium-sized enterprises.

In summary, we can conclude that the core competence of an enterprise is the
fundamental support of diversified business, the premise of the success of diver-
sified business, and an important factor affecting the relationship between diver-
sification and corporate performance. However, most of the research focuses on
the single relationship between diversification and core competencies, diversifi-
cation and corporate performance, or core competencies and corporate perfor-
mance. A few articles on the relationship between the three are only started from
a small scope, or only theoretical derivation and elaboration, which provides us

with a perfect space.

5. Conclusions

Based on the above research, there is no unified consensus on the relationship
between diversification strategy and corporate performance. There are five main
viewpoints: 1) The degree of diversification has a “premium effect” on corporate
performance. The higher the degree of diversification, the more favorable it is. 2)
The degree of diversification has a “discount effect” on corporate performance.
The higher the degree of diversification, the more unfavorable it is to the im-
provement of corporate performance. 3) The degree of diversification has no
obvious impact on corporate performance. 4) The degree of diversification has a
nonlinear relationship with corporate performance. 5) The economic perfor-
mance of related diversified enterprises is better than that of unrelated diversi-
fied enterprises.

Diversification is a strategic choice made by an enterprise after comprehen-
sively measuring its resources and capabilities. Therefore, how strong or weak

the core competence of the enterprise can play a central role in the diversified
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field will inevitably affect the decision-making and corporate performance of the
company. The core competence of an enterprise is the organic integration of the
multi-faceted skills of the enterprise and the operational mechanism of the en-
terprise, and is the synergy of the competitiveness and competitive advantage of
the enterprise in a specific business environment. What are the specific aspects
of the core competencies of the enterprise, what impact they have on the rela-
tionship between diversification and corporate performance, and how the com-
pany can make strategic choices based on the core competencies of the enter-

prise to ensure the performance of the company, have yet to be explored.

6. Inadequacies and Future Prospects

This paper reviews the relationship between diversification strategy and corpo-
rate performance, mainly expounds the concept, reason and classification of di-
versification, as well as the different influences of diversification and different
types on corporate performance, and the adjustment of corporate core compe-
tence. A separate statement has laid a foundation for future diversification re-
search. However, due to the limitations of literature reading and the lack of au-
thors, this paper is not perfect enough to understand the academic viewpoints.
The generalization and discussion are relatively simple. In the future, the litera-
ture review in this field can be continuously expanded and improved with the

deep research of scholars.
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