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(B) Working Title

Jia, L; Lu, Q; Wan, G & Zhou, J (2009), Are the Diversification Measures both Reliable and Valid for Indigenous Research? Evidence from the Listed
Companies in China, Journal of Strategic Management, 2009 (01), 85-110.

(B) Basic Research
Question

This paper is based on the data of listed companies in China to examine practicability of some frequently-used diversification methods in the context
of China.

(C) Key paper(s)
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(D)Motivation/Puzzle

This paper tried to address a basic question faced by the research of domestic diversification, and the question is whether those diversification measures
developed abroad suit for Chinese studies. The reasons of the proposition of this question are: Firstly, diversification research in China is still in its
initial stage. Therefore, it is necessary to investigate the reliability and validity of the domestic diversification of empirical research, especially methods
used in the study. Secondly, those methods may not maintain their reliability and validity in the context of China. Thus, it is essential to examine
these methods based on the data from China.

THREE

Three core aspects of any empirical research project i.e. the “IDioTs” guide

(E) Idea?

This paper investigates diversification methods which are frequently used by domestic scholars systemically. Specifically, whether these methods
such as Rumelt categorical measure, SIC-based entropy and Herfindahl measure and new developed skill-based entropy measure are effective and
credible in measuring the concept of diversification? How to use these methods effectively and credibly in Chinese studies based on their own
characters?

(F) Data?

(1) In order to get representative sample, this paper selects all Chinese listed manufacturing companies in six provinces (Jiangsu, Shandong, Shanxi,
Anhui, Yunnan, Hubei), which are located in different geographical locations. Due to the Classification of National Economy Industry, we not only
contain Manufacturing companies but IT industry and construction enterprises. In terms of product diversification, the range of the company's business
and the income structure in 2005 are from Wind database. Firms, which are classified in the manufacturing sector but whose main business is not
manufacturing were eliminated, and observations which are vague were also eliminated. Ultimately, 221 valid observations were used for
diversification measures.

(2) Data used to calculate accounting performance (ROA, ROE, ROS), market performance (Sharp ratio, Treynor ratio, Jensen’s alpha index),
enterprise scale and asset-liability ratio are mainly from CCER database, and the rest of data are from Wind.

(G) Tools?

Structural equation model, Decision tree analysis.




TWO Two key questions

(H) What’s New? This paper studies and verifies the reliability and validity of methods used in the empirical study of diversification based on Chinese listed companies.

(IT) So What? Data and sample used to measure the reliability and validity of the diversification methods are from American listed companies, and there is no
evidence that these methods suit in the context of China. Therefore, the use of data from China is vital for the research.

ONE One bottom line

(J) Contribution?

This paper is a basic research which uses the occupational classification system to build a skill-based entropy method. This method is reliable and
valid for indigenous research comparing to SIC-based entropy measure and SIC-based Herfindahl measure, as it not only has the advantages which
belong to both SIC-based entropy measure and SIC-based Herfindahl measure but reflects the correlation between different product categories from
the perspective of skills and resources. This research suggests how to use Rumelt’s categorical, SIC-based entropy, SIC-based Herfindahl and skill-
based entropy measures. Moreover, it lays a solid foundation for future research on the diversification of Chinese Enterprises.

(K) Three
Findings

Key

1. From a content validity perspective, these measurements reflect the concept of diversification. Although they relied on factors which may not have
a strong relationship with the real relevance of an enterprise such as subjective judgment, SIC coding system, and occupational classification system,
these methods do measure the concept of diversification after the empirical test.

2. From an aspect of performance evaluation, diversification is negatively related to accounting performance. Without considering the effect of
accounting performance, the relationship between diversification and market performance is negatively marginal significant. This shows that these
four methods which reflect the concept of diversification have a good standard correlation.

3. From an aspect of validity, its analysis results indicate that the four methods can measure the concept of diversification steadily, unanimously and
accurately.




