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ABSTRACT

Abundant literatures have paid high attention to the linkage among incen-
tives, diversification strategy and corporate performance whether in native or
overseas. According to the logic that incentives promote diversification behav-
iors, and work on performance, this dissertation tries to probe into diversifica-
tion incentives coming from industry opening and the development of emerging
industries, as well as the linkage between diversification and performance un-
der the specific context of economy transition in China. Based on literature re-
view, this dissertation focuses on discussing the new development of Institu-
tion-Based Theory of Corporate Diversification, and points out that conflict re-
sults exist in related empirical studies can be not only explained by the differ-
ence among research methods, however, uncovering the impact which differ-
ent institutional context and research period put on the linkage between diver-
sification and performance will be helpful to explain this perplex. So this dis-
sertation describes the process of industry-opening and development of emer-
ging industries during the readjustment of industrial structures in China, then
selects 131 samples of listed companies who diversify into unrelated industries
from. 1998 to 2006, and observes their unrelated diversification routes through
acquisition, joint venture or establishing a new company. Based on quantita-
tive description and theory analysis, this dissertation deduces several hypothe-
ses. and tests them by taking advantage of 2003 ~2004 section data of 706 lis-

ted companies, finally integrates all empirical results to discuss in detail.
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This dissertation draws some conclusions as follows: (1) Chinese busi-
ness groups, including state-owned and non-state-owned business groups,
grew rapidly by diversification operation under a favorable market condition,
early “diversification premium” makes some business groups produce “path
dependence” when they diversify into other industries, and have great drive
to pursue industry opportunities and,gain financial scope economy by diversifi-
cation; (2) To some extent, the higher degree of Chinese business groups’
diversification result from the contest between national policies ( institution
factors) and industry competition structures ( market factors) . It is China’s
special conditions during the period of economy transition that makes diversifi-
cation process inevitable; (3) Empirical results of this dissertation shows the
curve linkage between diversification and performance is not conform to “ N ”
model. Regression analysis result indicates that there is obvious negative line-
ar correlation linkage between diversification and performance ( ROA,
CROA) ; However, One-Way ANOVA result indicates that: there is no clear
performance difference between limited-related-diversification group and low-
degree-unrelated-diversification group, but high-degree-diversification truly
destroys performance; (4) Facing industry opportunities, non-statéed-owned
business groups are more sensitive and present higher degree diversification
compared with state-owned business groups; (5) The performance of non-
state-owned business groups is correlated positively with their sensitive to in-
dustry opening, furthermore, this sensitive has positive moderating effects on
the linkage between diversification and performance, but “solitary wave”
benefit coming from industry opening seems not exceed the cost of unrelated
diversification; (6) The degree. of business groups’ unrelated diversification is
correlated positively with their sensitive to emerging industries, but emerging
industries seem. not bring anticipative benefit to business groups. In: addition,
this kind of sensitive has weak negative: moderating effects on the linkage be-
tween diversification and performance.

Most researches on the linkage between diversification and performance

aiming ‘at business groups in emerging economy or transitional economy coun-
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tries mainly focus on imperfection of outside markets, which suggests that
when external transaction costs are high enough, resource allocation advantage
of a diversified business group -will stand out. However, this dissertation
stresses industry-opening and emerging industries bring strong incentives to
business groups to diversify during economy transition, and examine the link-
age among industry opportunities, diversification and performance from an in-
dustry visual angle. Although many researches have noticed that Chinese bus-
iness groups’ diversification behaviors are accompanied with strong “ opportu-
nity drive” character, yet few people carries out empirical research to answer
what extent industry opportunities affect business groups’ diversification be-
haviors and corresponding performance. At the same time, industry opportu-
nities and profit prospect as important incentives determine Chinese business
groups’ diversification behaviors to a considerable degree, so this subject has
great significance whatever in theory or in practice. The empirical result of
this dissertation may also contribute to institution based theories of corporate
diversification. Besides, this dissertation not only takes state-owned business
groups as research object, but also non-stated-owned business groups, it dis-
cusses the different incentives coming from industry opportunities for different
types of business groups separately. Compared with other relative researches
(taking state-owned business groups and non-stated-owned business groups as
a whole, or restricted to state-owned business groups) , this arrangement not
only testifies some relative conclusions and theories of former scholars, but al-

so finds new valuable problems and makes a new exploration.
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