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1 2 3 1 2 3
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(HI) -0.347* -0.314** 0.118 -5.236 1.056 6.774%***
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-0.108 -0.056 -0.254 -1.796 -0.393 -1.905
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Diversification and Company Performance: Empirical Evidence
From China’s Public Companies

YU Peng-yil, JIN Tianl

(1. School of Business, Sun Yat-sen University Guangdong Guangzhou 510275 China)

Abstract: The relation between diversification and company performance has been a hot spot in
corporate finance research in recent years, and opinions on diversification diverge because of diversity in
positive research results. This paper explores from different aspect the influence that unrelated
diversification has on firm performance using data of 461 Chinese public companies in the period of
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2001-2003. No significant correlation between them has been found in general inspection. By group
testing according to diversification degree, we find that overmuch diversification significantly reduces
rates of return on total assets (ROA). By testing different industries, we find that diversification has
notable positive correlation with Tobin’s q in textile industry as well as in water, electricity and gas
industry but remarkable negative correlation with ROA in all-around industry. The research result
indicates that as a business strategy, diversification is neutral, but excessive diversification has negative
influence on firm performance; and the market responses differently to diversification in different industry
due to differences in industrial characteristics.

Key Words: Diversification; Company Performance; Public Company; Industrial Characteristics
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