2007429 H ot i3]

H = it 5 ) 5 fiff 5
China Accounting and Finance Review
Volume 9, Number 3, September 2007

Z i EERIMERY
—k B BT w2 i
R EHDR IKRIH

a

EHES

ALV T4 \12002 2220034 8 Gl S £R G s BRI A EE
BMIE T — M 2 ot & B i bs - IR FSOFES8 T 2 0hae s 54
FIMEZ M CR o S5 REH - FRRERE BT AR Z e 5 A mkS:E
BEFHMAM KR > UATLE AN AN UL ATV > 2w E T 4R 2 P -
DR ZI0EE 5 A A ME 2 [ 1 5O G OC R 52 BB T TR ~ %
JBE I 2 R = BOPE JTRN AR T SR J DG R I g )

k423 ZIUEE - BUNTTI - BIRIRR

— 35

TWAE LS SRS Zooad — R MNP - A0k
FIFR A m SR RS - SRS T 2 TOAR R E R A m ALK -

201 20604E A » 2 e b A E AL M Z BI HESS > B AT ML AT i 604K

ORSOEER ARBIEIE S HIIH  CA R AU HE B S RS R (HEHE
570473055 ) FEE WA SCAFE SRS E KT H "G5 HE S SiHE AR
26 RIS RTIR” (HEHES05]]D630027 ) I BEPERF 5T B R o R )it A
g A F W B AE 2 B RN 0 DA M SRR ST 2 Bt SR AL P A i i
UESRF AT R e e e L © 248K > CTTE f -

VL R E RS S SRR o HIE ¢ sufehuang@gmail.com -

P B LAESIN o FIBMAEKRESIUT S WA TS - BHIS :
zquanly@263.net °

SO KBEHEHE A RAR -



2 PR BHPUR KPR

AP I R I U I =4 2 I R 5005 A W SEE T 2 oAk 1) R R R
W& (Rumelt, 1977) ° $R1M > 2] T 80EARY] » Z ICAb L E A2 B AT BE -
VP22 404 B I AERZ O % R 8 D4/ BTG > ST 2 A
2720 o ENOFACG W - BEAG B —Fe I TR et S R N Yk 0 O
VF 22 ANV I8 e S M 1EN T AR AT ML AN A 22 Je A 3 i 7 Ik s AAT
R o B E PG HART L - [ SE55 50 2 el i) @l g A —
1A 22 1 P A 2278 1 A MV I 86 KB AT 22 Je AR B R TR IN - A7 AN 2D
Mgz ool "R ANIFIRMEGR T TRakT o i i sk ~ TCL
M~ WA ~ 25~ Qe ~ AEARBT/R ~ ORI ~ AR SR - JE A WA ~ 4RSS
C (M2mR) - 2004) -

AN SE 58 R 2 T iR AT 4 45 2R PR H AT AT 19 2] 30w
2 o XA IBAE20 L0 FACHT AT TP o WS (it > Miller, 1969; Carter,
1977; Imel and Helmberger, 1971; Grinyer, Yasai-Ardekani and Al-Bazzaz, 1980; McDou-
gall and Round, 1984; Montgomery, 1985) = SR 90AR v S ) S UE A 532 3 [
Tk Z oA R 3T IS (140 > Lang and Stulz, 1994; Berger and Ofek, 1995;
Servaes, 1996) © 3R » FTEIAGVE 2 200 Fak SCHERI 7 vg de thsise - Ik
2 e A AR B T AE 2 oo ke T 3 (491 > Hyland, 1999; Campa and
Kedia, 2002) - A1 T-445 Jc % HOIUAS 0 SCRRATRFAT IO A 7] » oIS Ll 4 7l
2 7o i) A D AR AR JUAN 7 TR I H AR A

16 PR B KA T E R SR A S T I L i T
Z GRS I S M o ZuAb I B SE R I I A R o B Coase
(1937) ~ Cheung (1983) ~ Williamson (1985) 25 JEINIAZ by AL T4 AL
D AR TR i1 RS ARV R 1 S AT T AR » T North (1981, 1990) &5 H 1 il
SEMRAE ) A K B8 3 HTAEAE © S7 A5k Khanna and Palepu (1997) 75X #i%
AL EE M T AT ~ P iy ~ BT 5555 B i WU gEAT 23 A
JEFRH > AEFT T 0 2 e s AT LAIRANNES T IR Bl b o N AR I
TP ARG T = A ANE o Fan er 2/ (2006) 6o BT 2 W 07 g4t
7 RS BT BAK A 22 TC A A (R G B AT R I A B Ukl o AR 0 R H
W 2 A5G 22 JOAK i) R IR AP 9 S B 0T 1 it 5 ] A5 TiT 37 WL A ) 58 3 1 A 1
F 0 W% 2 oA s TR RN 1] AT Z 8y I 2R B E A o AN A
B L SCERB AL T 58 A0 I OIF5E 4516 © #1140 > Khanna and Palepu (2000) %
EIFE A m B FUR I » B8 T 2 Jo b A A2 A (1) 24w R B LU B & T Ll A B

©ORVE L 0 1990421996436 [E £ e &8 1 BT A F R TIES50% 51 T A
HI% = T 60% 44 (Martin and Sayrak, 2003 ) ©

> PG 0 19995 tH T () IR L G AE B T 234435 7C (Pryor, in press) e

¢ W oA E L TN E AR T LA 3 PR v B 2 25 o i AN L2 A



2L AE I E RN 3

P TR 28 7] RO 2878 1) 28 ) B = 1R Ak 53K 5 {H Lins and Servaes (2002) i FH
BASH X T E K %52 WIRIL T AH R PESE « Ptk - o rh i B AR 1)
% TS N I DG FR 0T BAE & 8 X6 i 3 22 o4k il R AH OGSO -

ek o A E BT A B S R s AR R o AR REPERT I T 2 ook e )
Ttk o La Porta eral. (1999) X &Ek47MNEK LT AFIMEE > BEKAL TN
G520 bl A w) RS R AU S — R BB AR BT ST - BT
23 i B 8 T AP AR A B AT LASRAMES T B I FE £ (Almeida and Wolfenzon,
2006) » MM A] LASEJi £ MV AR g < SR 0 WA 2R 0 A
TEAR FRICIERT /N B0 2 BB S AT ORI P I 2R n] e AR A 0 BT
2wl AL - SR AR AN RIRAS Syt by T A wl A 75 (Bae, Kang and Kim,
2002; Bertrand, Mehta and Mullainathan, 2002; 253 5% » VAT & » 2004 5 251
SR RV ERER - 2005) o BRIk > BESCHE BT A R 2 oAk e s B TR
AT B 2 1 3 Hh AV AR BT A T S 16 T i -

a o T E BT A RIRZ N E KR BUN M 2 otk B AR R 1) - AT
HRINT 2 oA RS R S o BR T S RS S T A LA BT
TIAN AN SR RO BUREAE 25 A s SR I G & T R PR AR o BURT
SR TIRA W2 T M W2 F" 194 (Shleifer and Vishny,
1998) = A A A b e i B 284 FRIENE SR 1 3 A8 R i R AR — B
B — T ) A A iRt - RS AR H A B rbLs - HEIERIE 0 A
H VL RO AVl L RN E AR 4G DL T @ o ok B BT A | R A
FER - L0 B AR AL 1 7 BUR PR (OO0 R — D7 TR AT Ak s U7
INFE I B b T 2 wATY AR AR A AR 22 BB 4141 (Fan, Wong and Zhang, 2007; &
SEZEFN TR SR 0 2005) 5 G370 0 O T B M B 4w OR KRR BT Dk ok
10 5 4 R P R 95 1 T UM 23 3l 25 A 7 O A EAT SCRE (R A2
2000 5 Z=HESE o RUERIERRBE > 2005) o 25 58 BURRT Ak 22 0% 5 14 28 W 1t RO
AN AR PR PE - T A A 22 S0 AR R ik e BT R A RS BUR L )
BRI AT e BUM LI BOR H bR 45 R o It - T E BT A R 200
A )R AT TE— 20 T IR BN 5 Mk B DG R R AL T By -

DL R o3 Hr80 » rp B A W ) 22 TG AR B A ] SR e i e — AN 4
W tkamd - B2 HEr o KT IRE BT AR 2 00 &8 B AR > AR E
ANZWILRERT T o A2 E 5G] X RN AR —
oo B> HHFOANZ O EE S ARSI (A RS - 1997 5 24
2002 5 5K~ XBAFENE 0 2005) 0 WAHHIFOLI L LEE 5 A AL S
BAMKKR CRIL 0 1999 5 @BiksE » 2002) » AT I Z o4 5
BT AFNE CIRARE 0 2005) o {H_LIRBFSTARAEAE — AN GG - BICFIRE L
i) 2 JCAAE I A o) @ o bl T 3R LT A W AR R T R 1R AT AR ER
KT A B SRR A F B2 AT T B 0 A R PRE 2 ] 0 2878 b 45 T s



4 LRV ST QUG

gy hAll ~ T~ R AR SR o PRl L T 2 W AT AR JEHE LAAR G
NEIRIZ U o IR R (1999) AEHICR PRI > 7 (AT RS
B FEA A AR AP TR AR D AT 58 4R > RN AT AR R AT T 48R > ik
P RIE AR TR AT 2 U A E IR - J4h » R SCERE A %
R P E A R R SR o AREBURT T SRR R B T Y
PR

ATCAELE A L 8w 2 d R AN B 2 AR K B Ak By 1ML
(2 ) 22 et 2B i by > I LAIRIE T 22 7] 2002812003 4F (1t 28 56 24 4 5%
fifi %} 22 S 28 A A E RN R R BEAT T SRS 5« SRR > SFIRE -
Eb NNV E I A 2t = S0 E U o /AT UN 25 S 3 PN ESE S g b U S i
A A E B REAG o BEP MBER W] o 2 e 2B X A F A E IR
TR R Wi A AL T BUR T HUBSS ~ 5 KIBAR O AT R PR SR i A =l 22
8] > B UESE R W] B3 O R RIS T BUF T HURC R ~ 28— KB 0 AR AT B4
BRI A F] -

SO TS5 R 2 HFIn R ¢ 58 A0 A W) 2 e B B FIRIE 5T ST
BEAT T IR0 SR =R e T Al 22 e ZR P I I PR R (4 T 3 A A
HFIRETS 5t o JFREASCIOT SRS+ S DU AR > R SRR S > M H B T
Zou s H ARSI FIOCR - NIRRT A A 2o & s RN >
JERSBURFTTI B A3 BUPE SRR [ 3 s G R IR SE M BEAT 1 5 5% 0 3 L 7 e
YRR - BATRA TAFRK 2 RN SR 2 ofe 28 8 bs > JFs T 2 ouibs
B AFDNEGI N AL 5 e B g4

=~ iR 5 XRRERIA
W7 SCHR K T2 LA A GO OB S B AT AT TR IF » g L
KF AR TCMAE RS » 5 R 2 IEH 5 A TSI -

(—) ZUFEWM ANl 5 ?

B b 22U I E RN B AL 2 KUK ~ R A
A IR RN R N B AT« A SCHRIE > i TS 2 o
NI Z AT - R B AT L RIR B > BRI T 4
DA XUR: » ™ IR IR FD AR AU 0 T L st — 2 386 o Al £ i g o ol o
Lewellen (1971) \H » £ A A VA HE o — 25785 Aol i) 2R A 58 2 (55 45 > A
T 3075 0 22 (B D B o 3 3k 2 0 A 207 5 N R A T 0 e 1 2 Ak 2 B
RITE © B4 TR Py 3 3 e 77 S B O A 5 A RNt A 45
PR N FIRIE S5 560 AN R AT IR B B AN SEFR T > DL 7 LA AIG Al 1 25 7 A = O
VR 0 P9 AT 1 e ST AT AR S A B AR R B ) Myers (1977) &



2L AE I E RN 5

YA LEB B E 5 A AE B FRECR T H I o Al ] fe 2 A o R R
B HL IR R Y A 5 4 B R B I W T AN AN S AW A T - A
MV P8 8 0 AT 37 (R 37 > AT AT ek A b P 5 5 4 T R A X — ) o )
T WA T IS A - SELANIH FEBRIRAE 2 10 3 28 LT
A 8 R AT 5 TN TR AL AR 4505 3 > AT R B8 & s 150 B b 4T
sk = U

R 2 TG E B N AV A L R RRUR 56 1 6 308 E O 3ig b 1) > (ELR AT SOk R
o 20 ER AR SH AN © 558 2 IoE s BRI DL 4
TAF B AR BRT BO HEASE ) B (AT RE 2 B R o il o
Stulz (1990) F&H > H1T P00 A Tl 3% (1) 8 7 A Mk 4 g T 5% 22 w6 1) %
& ST RESIERE LB T MRS BB IE > N #iE T AN -
LR 2 04k s 1 S il 75 ) BB S R R VE T - X2 KA > X200
B AN > 250 A BRI %5 R FLRESE M A T T I 4878 G i Al 3
AN 253 1R 5% W AN K DAL T A M 8 A 11 T S5 A U IR % 70 48 40 3 R i e = 38
Jilh o 5 = 0 2 A A8 I 2 1 S AT I 3L BE AN o Meyer, Milgrom  and
Roberts (1992) KIL » Bo—Z8 MNAR D 2o R it = 0 SUE LS > A
Ub 2 B ANV IE B DM T o AR IR A AN RS [ A T 2
VER 2 JCA B ANV I — N o0 SR AR AE > W) ASHRATT I AT 4k SR 208 (1 ] B (K
KEEIN - X R 2 oAk 4808 Ak mT DU I e AT b R 5 AT M adi AT Ak
W o AR SEAR o IX PP EEAT MY 1 3k B AN Al A (IS AR T o B JE 0 2 oni &
B A2 ) T B AR T B IR A B e = 0K o XY 0 2ol
ZE I R 2 S K R 2 MR SRR BAKRR - W& 5
FE A HE T B SRR RE > AT ey WAL P 215 58 22 11 %8 41 AN it
B BATIEIP R R 5 > 4l R Ak PR 1 L ik = 0% (Harris eral., 1982)  ©
2 TUA IS 1 e B T i R AL X )2 4 B 1 2 BR ] (McDougall and
Round, 1984 ) FIiE N FAEE (168 J) 4% 2245 (Bettis and Mahajan, 1985) ©

(Z) Wit

IR T 2 08 5 Ak St ] O¢ & 1 S UE B LA S > & oK
THWAR - —FE EHIEWIR L oAb s X L S 5w o 55— 2R Eee T A
KL it 52 Juth - BRI AR AT IR & W4 ie - 2014l
90FEAR > KL TCA T (WA T SCHIRIT U A Tobin’s Q A5 4 Al A {8 ¥ i 4
b HFBETEAS LGS 0 NN Z oS E BiE T A E o #1 > Lang and
Stulz (1994) 1 UCKH Tobin’s Q 1524 24 Wl Gk i s H8 br » AU ILZ ST e
B3 v 1) Tobin’s QLU T VAKZEE 20 W] F#AIK T 8% 5 Berger and Ofek (1995) %2

7 Stein (1997) figth > 22BN d1 AR RLHBE A MR £ 58 00 H BEAT I FE -



6 iR IR KPR

19864 199143 [F 28 v Z oAb &8 8k - AR Z et 478 A v P74
10%Z15% N EHI + Z )5 > Servaes (1996) F5E T K W0 4 7 £ otk 48
&k > g5 RRII20MH L6047 AE B3 1 Z oAby > 1 2 T 704E AR X P
B RAT TR o AT —SemFSU R B2 3 AT T 2 Jo Ak ik s X 4l S5 R4 1) 52 1
41 > Comment and Jarrell (1995) L1978 19894 4ENYSEFIASE | 117 [t 28 7] B
Ao BT A8 A AR OO I SRR AR R o g R IR D Ak 253
I PRAEN] 2 T R ZE A 25 %645 5 1 5% 5 Desaiand Jain (1999) AWFSTHIESE T
598 7 3 5 J5 1R = A T > 2% B v (10 % 7 0 L e T K ) 7 3R B oy >k B
A 5 R BEZEN S % %2 0 John and Ofek (1995) RILFH A
AN SR T RS T AR % G SR EE S -

YNATEHRB Z eI S )G > 2 SCHRIT SRR R 2 o e A 78
B R IR o LA (ORI 50 3 T DA B e AR R TG 1) P 350 08 AR T 3 PR A 1 BE R AT
M7 © Denis ezal. (1997 ) N AZEAPFIACEE ) @8 X 2 oAb T 7 6157 + Anderson er
al. (2000) $E4E T HE— S HUEYE - TR I Z o EE A F I CEOH A A H] 1)
JERL A > I > HLE S A w6 SR B A 5 Palia (1999) K
o A TR 5 G B R B A R R S S PN - 200
ATk D o KT IERCE AT W ERE 2R © 20t A F S8BT AL
H A LB P2 o bsifE (Shin and Stulz, 1998) 5 £ TGS E A Tobin’s
QIRIATI R % 2 > i 7E Tobin’s Q i IRAT ML EIAR > (Scharfstein, 1998)
2 AL AL 1 20 R 28 BRI FH 5 530 5 382 R) 0 0 S AN 0 R il T Al P 3 2 U
Ific e ( Scharfstein and Stein, 2000) ©

SR > A NBERANR I » RS KEHON R B 2 ok g 513 T I i
> B VF 2 N SEAT Z s > JUIE R Tl o T2 > fii—
LERF ST AR I BE Z eI LS > $5 2 eSS b (E I BRI AT g AN 22
i 2 oAb RIS ) © Ftn > Hyland (1999) %% 719784 19924E 8678 % It
WEE R NF > RIS — 48 AR - HIRBEKSIPIRH £ o0
A () A KSR AT KL 2y > PRI FRATT T L 52 21 1) 2 Je A48 5 Aok i ) 17 £
KR IENER o Graham er 2l (1999) HIRFRA KDL > W4 W HT R —2
AN EST T T 15% ° Lamont and Polk (2001 ) M A 246 B4 378 ) £ 15 5F 2 )
Z G B N EIEAT T 2087 AT 2 Je A 3 A AR A 2 DU AT TR 26
ANV A H S IR 7 % © *Mansi and Reeb (2002) HBF50I4 T — /MR
0 AT AN Z O E Bk T AR NME > AR Z I BRI T HiAUA
(I AE > BRI 22 TC Ak BRI KT AV HEAAR A -SG5 o Campaand Kedia (2002 )

SRR BRI N DAY AR R A D0 R > SRR AR R o LA o A A
{EBEA ~



2 AE I E RN 7

T =Fhorikisll 2 oo g s 5 A v gt A AR R > g5 1R ILZ Juik
S N T MEIE AT PG > A B AFAE 2 et o) -

A — SO Fr X g A A 1 2 o & B 34T T 25%2 - W1 > Khanna and
Palepu (2000) WFFUAIN » SR JE T3 — 02 B 2 7 Mb 47 Bl 4 4] 22 oo A0 R B (1) 4
o S RGN AEEMEC R o Fauver eral (2003) HRINZ TCALZE
L5 AT 37 (1) R TR TR 5 A0 ] B Ak K ST SAH OG> H 3 X 0 AT 3 1 e ()
WK » 2 e E w7 M E - EEA RS AR 4S5 12 > Lins
and Servaes (2002) FH-EASHRX 1737 EH % 10002 ZK A W 158 - WK Z G
2B A L i — 278 AL T S B PR T 7% -

= FEESS  BiEtotmEmHRRERR

ANV IR % 1+ 22 O 208 R S Ut A K B A H T 3 8 ) — Al 41 2]
VAN TRIAT PR A7 VA 57 B0 Mb A 5 > 28 R R A R a2 S o) @ o Al il 5 38
5 - Coase (1937) $&H » A TiT 3z A Al P9 R ] A AR 1) B8 U5 & T
Bt T R IR BT T 358 G AR B A N A ZUA R EE R R o Al
ZPTCAH B &N R K SR> T I A8 5 T R BT 3y T4 T 1T
A A o Klein, Crawford and Alchian (1978) 1 ¥CEHLZY T AT A 5IAF
Coase (1937 ) WIAZ Gy JEAKELE » Wik T 98 7= L A7 PR AL G m) — Ak 1) 5 ) -
Williamson (1979 ) Wik — 0 WA ENE ~ A8 G R w8 A7 P = AN B o0 By
TR T AT AN GA LR CRIET IS MY —4Ed) msgm o a4
SERI N A TAS B IRRAE o P [ B TR B R RS B E K > KT
FE AL T e R 2 o North (1981, 1990) il 43 A HE 42 g FAT T AT 5 ik
AR £ BE 53 B T S i BE XS 22 Je A5 N LA N B it T oA i TR i s
Norch ¥yl FEAR T HS - I BERIERT L850 (AR ~ I FBUNSE) HA
HGG o B AP G AR e A Ty % 7 AE T L LR LA Ty A f /M —
Tk -

TERCRATE T 2 U R AT Sy BRAS T AR IAE 2 AT T = 1556 » B
AT A R SR S AT CRES =iy ~ AT - £E T
W) ARGEHE o 2 e TRt 17 37 58 5 e % B Al R - AT LR AN & Fh
T I EE BB o il > FEASEHI= Mdii o 7= s B s PRI - A
M A BB R ) ROAS A RESRAF I 9 OO AT > SR CRA T ELEE ST Ak
A AT LA I A i RO Bk BT AT P AN AT DRI 22 T8 A R S 114 S5 it B AL
T BRFERART A S AEATEERBEAN Y o 2 0EE G138 1) A & 58 A
Wiy > W FE e B2 B b RAG T B 08 3 A5 AN R BRI 3 35004 oy il 7% e AR

(Khanna and Palepu, 1997 ) = H.JK » BUMN 795G E ) E B2 w2 e P4
Gr R S (RIS TR AR » 2006)  © BUNAT A X 2 JoAK kw10 5% i 3= 224k



8 iR IR KPR

IAEPIANTTIR + —J7 1 2 RT3k (AT 2 R 2 B T BURFAT 2k 1 0 393 2 1 o i
B AR ETE 22 JCAR S T LTS 2 BT T A8 B B AN 8 P TS D 1R A2 B
JA (Faneral,2006) © 55— > 4BUR AR 2 95 B AT WU - 2 o/
W LG A s A R T 5 BUM R RE VI MR 2 1 R4 0 By IBI
AR S 2 b AR S YR R ZE W o T AR T AR B < 0 IR TR 0 7R
BN 22 TOANR S LU Lo M A e s LA B i ) B o

SR » 595 2 AN L e KRR 6L (La Portaeral, 1999) » FH bl
2 ) (R AL et s E AR TR JLF A (1) 2 W) AT A — > 4 0] sUkF o) 428 I 1R
ANKIEZR > B AR AT A BEIAL T A AL H o 25 18 21 iy FE A vh (1) SR A &5
K > 22 JOAAEIE 2 A5 T LLh b 2 w13 B A (AN SRS i o — 5T 0 AR
AR T A HLEIAE R 0L T > BT AR A —E NFZ oA - T n] B
FIHIBEZ W) A #8025 AT R AT LIRSy A 5 53— 071 > 24K 2R Re % 48 i 5l
A E B TR BN O g o BT AR AE R IR S AR T B
W wl P B IR ZR o 0 AN T ORI 2 412 1 B AR M) 2 e KA ) 5 22 = R i) 24 4b
T V] VE AR 2R TG0 B B B A S AT AR ORI IR AR R e O IR A 2
i A\ R A (Bae, Kang and Kim, 2002; Bertrand, Mehta and Mullainathan,
2002; 2B > PMVERRTEEAE 0 2004 5 ZERER  RHERTERE B > 2005) XL
WY el o BE T A A A ) b 2w IF R0 20 i 22 oAb s Sk ik
AN HLRII A TEE - ETT A R R 2 eSS N AT B BN - il 0 Y
PRI A E A PN > T R AT B R sh ko OO BOM T RELE BT A
F AR AR DA AR R T I B0 BOTT 3 B0 b 5 BRI 20 K (Fan, Wong
and Zhang, 2007) » I T e FE BT A RASANFZ IGHINEE < FHE - H
T HEAA AT A G GAL > 0] B8TE BOBUN T 10 R IS A4 6 o i -
NN T KA CHIB) 838G 0 B R i 8 1) 2 b 2 EAT A S EA
Al ANE ©

gi bk > WEIR FORTEF 0 2 el s B AT LR s L B v & T
HUHRI A S8 RGN, “ A" BIFE 3K > B TAEAE —ANAH X B0 45 I 1R N
KR CHUBM & T AR A1) 1 bl 2wk - BER] LUK Al 2R [ 4 3581 1k
()& Fh T35 5 A8 T A W7 BRI ZR AT BT A w R AT A Z2outbik
WS AT T SR A AR RS o lan o Al WA~ ORI R R 4 I B AR 14
AR P B AR A R T A — e R AR A FIN 2 e AT o S

Ot o T AR AT RS Bk o MOy UM 2 & R o B A E
AT#NY (RBERIZERS > 2000 5 2R84 5% > AR > 2005) - JLi LA A K
% JUA I T BE S AL BURF AN Bh IR — il g 2R -

O it > 2 BT A R ITAE AT Z BT B LI o AR A AR I BT A ] B
SR DU HE N S B ML F I 1A T > (B4 T ARIERR T 78 20wk » 0T RE
ok N Z B HLas AT ARE R Y



2L AE I E RN 9

BRE Z IO S A AR IER COR - 1M Ja 8 W AT P 2 TR DA OG5k
Ao B AR > W BT AR M Z iR S A A EZ R
AN A o AT O RSB GE R R  P ARFA B 1 T S AR AR N SRR
BRI oA B 22 54

M ~ SCEFE IS

(=) 5t

1. BEARHE

A CIEE2002 520034 (1) bl 28 7 T IEAEAS o L5 5 B 4 i 28 2 =) A

FA~ 2R b A R B B O S I 5 0 B AR 1897 /NI > HirP 20024 1
2003473 AT 916 RO TAN WL 55, o A SC AT H (A0 45 Fi4k >k B o [ 11 22 T S o
B PE (CSMAR) LT A F 2 448 v 0 Mt 240 (SA2000) » BT A A SEA Rk
H M TSR WA 5 R (V4.12) -

2. AR TUHEENESE

CAT (I FTAR A L2 w4585 1K) 70 Al o5 R i v ] 2 et B (MR -~ B
s o JRE LT w2 AR S R AR ARG > A E] FU N P AT
T 2B A7) 7 WG 2878 1 A7 b BT s o3 A ARk~ TNV AT 858 55— 5
17> H AT A B R B R AL DAL G5 N DXt 5 e s B SR — 23 B K i
ANZE > WA T ULER » M5 > BT AR RER P A 9k 7 BT 2w
(RID 25 PE T~ LB SR 55 ~ FEMPBEA ~ SEBRBERERT ~ Bk LU SO AN
FIFIRRAEAS R o VIR > AT LR 5 2 S T AR BT o W ML A5 A R Al
R AF K2 e RE o MR ERE 7 TR S AR BT A w LS E R RS
LA G bl o w55 0 B AN BEAT (0 2 oo 2 - ot sl 1 w1 Y
ZICAE ML o [RIIN > 3K — T 08 G 1 o0 AR b RO A S5 il
AR BRAE AT ML TE AT AP (R AN AL > AT BE D4 HHEAff e s Ik 2 ] 1) 22 04k
208 o NI ASSCIR]IN G 5 23 TR S R I 24 W B T T A SIS T AN
ffiahs - K A w2 oo E MR » BAJan T

G ARPE LA R R o i o R B (R A 2B BA T

FLk o R AEAR P 3 AN A R P2 B 1 24 =) (Rl 55 PR o ~ 3
il 1 55 S R > HE BT I AT

ORI BB 1 (AR TR AT RUE ) A (1996) 2530 (5%
THIFSTHRR S IEEE R R ) IRE - 507 AT SBT3 R =
TRARBR AT — T T R AR AN R FR 10% 2B 1 A W WA I 2 TR



10 iR IR KPR

i o IR BT A R AR S AR A F ATIAE B SR LT A FE £
EHINESE (NUM) -

3. MRARE
AR S R 5 2 Ju b 8 0 xRNSR R

PER;= 0+ o, NUM; + 0,INT+ 0LSN + 0, GROUP + 05 SIZE; + 0 LEV;+
0L LSH, + 0sGROWTH+ 0, AGE; + €; (1)

e

PERJE A Al $8 45 Tobin’ Q « HAtH Ik » LA R G — > HF
SEPUSCHE AN TH 51 8 JBEAS 1 T 30 0 (B0 L G455 (R0 ik T L Bk LA W)oK R 8 7 1
T AN AE o 2N SRRl > BRATE TR IR AT M A R R AT AL
Tobin’ Q = H:rpr » ATV %2 1) Tobin® Q 45T HAN 24 w] 1) Tobin® Q 2 i Holk 55 Wi
N EE 5 K AT LT 23 ] Tobin® Q I HE o 2 SRR 96 38 3 ] INF 255 1Y
IR RS S iR NN AP T

NUM ~ INT ~ LSN ~ GROUPRZEAR L X E A & Hh » NUME AT %
TCHEE AR T o INTHT S IBUR X B 1T PIREEE > LA SR /NS (2003) 4
H Cb E T A AR 5 — A X T S A A R R S ) o e o R
bR IBSURE AT 205 1T T /D o LSNE: I A PR AR o > e 1 7io 2 &) (1 e 45 N
IR > BUE AT > A5 0H0 © GROUPHTR A T RS RE T —MNER] > 4 Bl
A S — KR W BUR ST ~ P HHLA ~ RS R LR AR N2k
B PSRBT EUE L > W0 o WIHT Tl » AR SCARXS R AR i [ 75 3T
T -

MRIEILA 1 Sk CZF/NERITERE > 1998 3 FRER AR AR/ - 2003) - A
R R T AR (SIZE) ~ %= 5ifst%e (LEV) ~ 55— KA 45 Ll
(LSH) Mkt (GROWTH) - Hrh > SIZE ~ LEVALSHE A K 4L
{8 » GROWTHM A 5] 4F B B I B KR R iy i » 5940 TR
B ET A FIAERIR AT I A7y I 5 3 47 44 AR F B (Aharony ez al., 2000) 1725 >
B b AR BRI o BT I 0 B s> 2 F AR o PR JRATIHE
BRI T _ETTER (AGE) Xk LL¥E ] -

12 2% 8 B [ g T Ay [ I A A U B AN AR A B o AR T 5 i A
Tobin’s QffJJri% » Bl Tobin’s QA T-AUE B T & 8 ~ ARIATIEE ML At Kt (i A
S AR T A1 AR LA 587 > LRl 5 SRATALL
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(Z) SRR
1. EELHRARZ THEEHIIK

KRB E AW Z S E HR ST - g5 RRY] > LA F P
AT 3.4017 M7V A BT AFREREE T 147k o TATERI
20034F Ll A il S B AT A 8 25 F20024F > IR W] BT A W (19 £ Jitk
S R AE I A -

KRR A RS EAT I finEE CRFEAR) - WharLLEH - £k
28 (1A A RAEA I EL ) R A521.30% » £ 04 S8 A W (AT Wb Bk = AR
23|52 ) Hp B/ MTI I BT AR R E 0 5 RFEA23.04% -

N T HR L ITUHEE RN A TG o BATHE T EEW AT 2
Al AT G Gt br M - g5 R E2PR « BATER] - ANt Uit
fii (Tobin’s Q) B2 gidEbr ( CROAFICFROA) flif /A W 4is > Wit &8
W3 > A rD SR B R R o I > 2 S E RRIKT
NFEISEE -

2. EERGER
TR (1) HATRNEM LR - NF AT LLE - BUF T TR R INTH

AEEFE NI - WA BN TIE T D X > A F R DU - SRR 8
FAE GROUPH R B FE1%/K -3 R T— MERR & T A7)k

R1 LWAE L LAE AT S
GrE OWIME B PR B AME Q1 Q3 Rk

2002 916 3.2467  3.00 2.1939 1.00 200  4.00  14.00
2003 981 3.5464  3.00 2.3455 1.00 200 5.00 13.00
REEA 1897 3.4017  3.00 2.2779 1.00 2.00 5.00 14.00

| B S N s SRR G TR =

=17
25%

20%

15% [—

10%

5% [—f =

0%

1 2 3 4 5 6 >6
Tk



12 iR IR KPR

2 AnkSE Z A E AR AR

0.8 0.015 —=— Tobin's Q
—4— CROA
—%— CFROA

0.6 r 4 0.01

0.4 4 0.005

0.2 r 10

0 -0.005
-0.2 -0.01

Gt o AFIBLE AR E ARG - XA REZ N R E BT I NI B
GRS > BURBGENK AR o B s gl - vk s o JATER DL
TTLER(LEVIN RS N IE > BG4 > dia i el -

ROV N > AR T DA RS o RATEDL - AR A IR EAT
WL - BREAMPERZ RIS R > AF ZouaEE (NUM) R
B RZE A BUIPEIRE I B A A 2 oo EAT N BE T A FE -
AT IIEBATN G > BATRAE T [ BN EAT R - GRAHEL -

3. ZLUBREMREENN

Pl V3D T N R 2 A E I RE RN - BRIV =] 38500 () 56554 b 55
Hea g s - BRaE

PER= By + 2B x NUM(G)+ 25 5 + ¢, )

Hrp 2 j=2,3,4 ° NUM@G)EMAS G » 250wl 48 (R0 55 B0 T o i
B AL W0 « Gl R BR » JRATTRT LA 5 A R FE AT 2 n A i
BN ER AL S50 LG e - B2 Te A8 IORR BN » B rh 1 B A AR A
NG5t 23 FV 2 I B Dk o JLe AR R S AT

A EE RUNR3FTR « TATFER] > AR BRI 345 FE 1) [l H T NUMA4T)
REFBRZ R NITR A A LB AT B FRIL T AR S0 Al
SR AE R AT [ 25 FAH KA
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Fz2 LWiaFZ g s sukirnla g
A RIAEAT I S7 YA St
MFEA 2002 2003 SFEA 2002 2003
NUM —0.060*** —0.044** —0.046™*  —0.065"*  —0.062***  —0.045***
(—4.96) (—2.43) (-5.64) (5.67) (3.49) (5.49)
INT 0.031** 0.030* 0.025***  0.028"**  0.028 0.025%**
(2.33) (1.80) (2.95) (3.07) (1.66) (2.96)
LSN 0.198**  -0.030 0.134* 0.187** 0.016 0.136*
(2.72) (-0.23) (1.85) (2.61) (0.12) (1.83)
GROUP —0.369%*  —0.433"*  —0.265"*  —-0.368™**  —0.402** = —0.252***
(-3.38) (-2.92) (-2.89) (3.57) (2.70) (3.00)
SIZE —0.686*** —0.949*** —0.464***  —0.641*"**  —0.894™**  —0.450***
(-11.77) (-18.37) (~10.90) (11.03) (16.99) (10.27)
LEV 2.124* 2.728** 0.578**  2.116** 2.710%* 0.608***
(2.31) (2.56) (3.57) (2.32) (2.53) (3.93)
LSH 0.030 0.013 0.503** 0.027 0.014 0.484***
(1.22) (0.75) (2.67) (1.07) (0.79) (2.83)
GROWTH — —0.009 —-0.027* 0.005 —0.006 —0.027** 0.009
(—0.83) (-1.83) (0.32) (0.47) (2.06) (0.55)
AGE 0.008 0.009 0.053*** 0.018 0.007 0.053***
(0.37) (0.29) (5.68) (0.85) (0.22) (5.91)
Constant 15.399%*  21.044*** 107719 12.545%*  17.853%*  8.753"**
(12.94) (18.45) (12.97) (10.53) (15.55) (10.25)
MDAEL 1844 870 974 1844 870 974
Adj-R? 0.47 0.62 0.31 0.48 0.61 0.32
P © 1. P RIRTEI9% B AR K LB 5 RIRTEISWEE K LR 5 * RIRTE

90% B A /K-F EWZE - {5 WSS ENTL -

2. WL b 2 R A A 28 28 w) R PP LA R B

4. BT~ FRUERAERRE X RRIFN

N T EBUN TN Z oot 8 5 A " B 2 W R R R 3kA
CAINTY) P 50k B 28 W] 73 D9 BURF T TV 55 AT FiL s (R P 2 > SR )5 23 Sl AT
[ o [m[E 25 RARTER AW (D BRI )5 - TATE S » RELMMAES A
] E R 5% R FEAAN S BURF T TR L (K 52 > (H U T FEI 22 S0 REBE 1
ERON HAT B2E W AEBUR T IR S X > AW Zoofh B s (NUM)
R 2R B35 O A AT U B AE BURF T TRZE B /D M X 2 oAb 2278 BRI 17
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e % /NI E v 2k =2 i 3 A IS ESE R
A Sk S IA 5 YA 57
SR 2002 2003 PEVEFN 2002 2003
NUM2 0.118 0.137 0.126* 0.101 0.114 0.116
(1.36) (0.93) (1.86) (1.18) (0.74) (1.65)
NUM3 -0.090 -0.030 —0.069 —0.064 —0.044 —0.049
(-1.05) (~0.24) (-0.67) (0.73) (0.33) (0.47)
NUM4 —0.257*** —0.236* —0.237***  —0.314"*  —0.295 —0.264***
(=3.55) (=1.77) (-3.04) (4.30) (2.13) (3.54)
INT 0.030** 0.030* 0.024**  0.028™*  0.028 0.025%**
(2.26) (1.78) (2.89) (3.00) (1.64) (2.93)
LSN 0.200"*  —0.011 0.122 0.188** 0.037 0.124
(2.75) (—0.08) (1.70) (2.62) (0.27) (1.69)
GROUP —0.364**  —0.425"*  —0.265"*  —0.363"*  -0.393** = —0.252***
(-3.31) (-2.87) (=2.77) (3.50) (2.65) (2.85)
SIZE —0.689*** —0.950*** —0.464***  —0.644***  —0.898***  —(0.448***
(-11.51) (-17.34) (~10.86) (10.72) (16.12) (10.35)
LEV 2.119** 2.729%* 0.574**  2.111* 2.709** 0.605***
(2.29) (2.53) (3.65) (2.31) (2.51) (4.06)
LSH 0.028 0.011 0.519**  0.025 0.013 0.488***
(1.10) (0.66) (2.80) (0.96) (0.70) (2.96)
GROWTH  —0.009 —0.029* 0.005 -0.006 —-0.029** 0.009
(-0.85) (~1.98) (0.37) (0.49) (2.25) (0.61)
AGE 0.006 0.007 0.052**  0.016 0.005 0.052%**
(0.26) (0.23) (5.51) (0.74) (0.15) (5.79)
Constant 15342 20.931"*  10.662*"* 12487  17.791*** 8.611%*
(12.53) (16.51) (12.77) (10.15) (13.96) (10.23)
YLIIAE 1844 870 974 1844 870 974
Adj-R? 0.47 0.62 0.32 0.48 0.61 0.32
BT 2 1 RORTEII% E G /K F 3 5 * RIRTEISWEF/KP L% 5 * RRTE

90% B AR K LW S NER TS ENTLY -
2. WLIME D 52 DR D A7 28 28 =] IR T AT BRSO3

YA 5 T AE BUR T P2 BRI e X - 22 oA 2878 68 2 =) MV 450 19 5% i JU) A
FIRE > O T 25 8 AS R BT BUPE RN 22 7] 22 e 208 INSR0E AR > 3K
4% B2 =) 1) e A K BEAS 23 ) 23 D AT AN AR AT A =) 0 20 el g

Sl

-
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F4 BUT T RS S SRR 5 R 52

A AN eI A PR BT 1) 5 ) AL A1 )& PEI s
155 T EES) e A M S[B SEi|
(1) ) (3) (4) 5) (6)
NUM —-0.041**  —0.030 —0.041"*  —0.026 —-0.068***  0.001
(-3.18) (-1.31) (-3.74) (—0.68) (—4.88) (0.03)
INT 0.035"**  0.022 0.029"**  0.051™**
(6.56) (1.23) (4.21) (3.93)
LSN 0.051 0.239** 0.220%*  —0.427
(0.68) (2.07) (3.07) (~0.80)
GROUP —0.231** —0.515%*  —0.243**  0.366
(-2.08) (—3.46) (-3.23) (0.33)
SIZE —0.703%*  —0.650%"*  —0.643%**  —0.792"**  —0.683"** —0.719***
(—20.40) (-12.12) (-22.97) (-8.27) (-19.53) (-9.22)
LEV 0.960*** 3.662*** 0.811%*  3.502%** 2,302 1.121%%
(12.88) (33.85) (11.32) (26.32) (29.92) (9.46)
LSH 0.983*** 0.023 0.722**  0.020 0.029 0.824**
(5.24) 0.77) (4.84) (0.51) (0.96) (2.06)
GROWTH 0.013 -0.028* —0.004 —0.004 —0.011 0.396***
(0.94) (-1.93) (—0.28) (—0.24) (-0.95) (2.74)
AGE 0.055***  —0.020 0.039***  —0.051* 0.013 —0.007
(5.09) (~1.05) (4.22) (-1.69) (1.10) (~0.30)
Constant 15.936***  14.100*** 14.682°**  17.167"*  15.252"*  16.254***
(22.26) (12.55) (25.37) (8.55) (20.81) (9.69)
LA 1077 767 1432 412 1680 164
Adj-R? 0.41 0.66 0.36 0.71 0.48 0.61

BT 01 RORAEII% AR K B L RIRAEIS% B K B L RoRAE
90% B A /K-F LW « 75 WK S ENTIE -

2. WLIMAE > S IR D AT 2828 =] BT AT BGRB8

3. MRS M SR IRl HRTRIEAS I

KR LSS i R E AR > S5 RPIRIER AR (3) I ER (4) 5] » BATH
o XTEARE - ZooaE 5 A NS 2R E AR o HIFTE
AT AT > BAUERR M 2 ufe B PR T A F S0k -

RAMIH (5)FIRNE (6) 512 42 L 1h 28 W) (0 48 P S J O AR EAT 70 LA 560 14 4
oo WHHTRAE > b T REERK AR > Zoofad 52 "k Sin 5 52 1)
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TARRK AR > R Z o 8 TG T e TR 2 = A E - B LR CRAE
A E TR B2 7 AT AE

FADRF_E A5G AR BEAT i R RO AR R [P - SRR T AT R R 1 2
A Zidibs - AR WES TR o GRFW] 0 T BUMN TS ~ A MR 4R 1Y
] OB S AR MER 2B EN A ROCR -

F - BRI IE
(—) BEIEFR
1. NEIMMERNEEIEER

F & BB BT AR R EAR GG > H Tobin’s Qffif 2 2 =] I A7 75—
SE R BPE - FRATTDSCR T vk G b AE by 2 w4t 1) i AR 0 2 oo 2
BISGROAT TIE « R4 SA M - ZRE LT AR SEAERREE > B
Z il 85552 (Chen and Yuan, 2004) 5 Kt » Befl1A 845 % P 2
# (CROA) M&AEM SR A~ % (CFROA) 1E g sfabs < Hrp -
CROAZET BN R 5 B Bt = (M LUAE » CFROAN &8 MG S LAt i i A S
SRR o [FIES R KRR « FATTE R ik BLCROAIE & CFROAE
AR & > A 2 A S AL R NUM R 808 B35 0 50 i HA "D g 2471
FEFNA AT A3 30— B g5 1 > AT U A SC IR A g5 18 1 JE th 2 7]k &%
AR T R W ZE TS @

2. ZEEEME SRR

AT RAE BRI T 2 U IR TR SR > FATOCR
TAEG A w2 oA B A bR (AR IR fR R v AT BN 54T
WA I Herfindahl5 80 XAE8Y (1) BEAT T[0T o [BIREE RUE7Frs » Ho o
DRVHERSY 53 A 48 73 AR 15 750 24w 288 AT M B A Herfindahl #5450 (1%
HUHAOK - AR 2o B MREEAL) » TATE S - Ao m g kil
(D) & A Herfindahl35 %t (HER)  {EIHEAT NV GUBONUR I HEAT ML 8 A4 1)
(B AR AE 1% K S22 > BEWIASSC R BEASE 1B AN 2 T B AR KT -

() AEMEE

Langand Stulz (1994) % 3% JEALZ 25l 5 5 TE LB BT HIH 15 1E
T AP S % » Campa and Kedia (2002) % BL% 062 H E0 L5 4
WP BB MGG R o ST A A A TR o KL A
WEEHI % TEALEE 15 4 AU U R o+ T IR Tk oe 4 A it R % Tef
SO T A AINLEE o B o 2 A T A TS 2 T S M T LM AT
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s A rE G AT M R ] RV R[] ) 45 R

A E/ S eIl PR BT 1) 5% ) S B e
RRRUEE T EEES) e A LI S22 il
(1) ) (3) (4) 5) (6)
NUM —0.047**  -0.039* —0.047**  —0.033 -0.072"*  -0.022
(3.81) (1.76) (4.43) (0.93) (5.31) (0.88)
INT 0.032*** 0.017 0.026*** 0.045***
(6.32) (0.97) (3.82) (3.91)
LSN 0.046 0.204* 0.199***  —0.370
(0.65) (1.82) (2.87) (0.78)
GROUP —0.237"%  —0.524"*  —0.244*** 0.054
(2.25) (3.63) (3.39) (0.05)
SIZE —0.647"*  —0.612"**  —0.598***  —0.728"*  -0.636""* = -0.636***
(19.78) (11.76) (22.33) (7.97) (18.74) (9.21)
LEV 0.962*** 3.635%** 0.813*** 3.480*** 2.292%%* 1.125%**
(13.63) (34.69) (11.88) (27.47) (30.78) (10.73)
LSH 0.928*** 0.019 0.730%** 0.010 0.024 0.917**
(5.22) (0.65) (5.13) 0.27) (0.83) (2.58)
GROWTH 0.015 —0.022 —0.002 0.003 -0.007 0.363%**
(1.07) (1.56) (0.15) (0.16) (0.61) (2.84)
AGE 0.065"**  —0.006 0.050***  —0.028 0.026** 0.000
(6.27) (0.30) (5.51) (0.97) (2.31) (0.01)
Constant 12844  11.382"%*  11.802***  13.855"*  12.321™*  12.616™**
(18.88) (10.45) (21.31) (7.23) (17.34) (8.47)
LA 1077 767 1432 412 1680 164
Adj-R? 0.42 0.67 0.36 0.72 0.49 0.64

B 21 RORAEII% EAF AT LR Y FRORAEIS N EAR KT LR ¢ RoRAE
90% B AF/K-F LW o #T WK SENTIE -
2. WLIMME > 2 IR D A7 28 28 /] B T AT BUAE BRI

RIUA A FNESHE Z e B R I FAR R R R » A TSI 2 nie e B 5 Ak
L] XA P AR I R JRATTN 22 et B 4w SR la i 5% R BEAT T B
B - 5T -

EEHETEIP Wy

PER;= 0+ o, NUM;+ 0,INT+ 0 LSN + 0, GROUP + 05 SIZE;
+ 0 LEV:+ 0 LSH,+ 0 GROWTH + 0,AGE, + & (3)
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&6 SUNLSHRFR I BUR AR AR

NI&5iE =27 RIHEAT I S} PHAT ML 57
CROA CFROA CROA CFROA
NUM —0.003*** —0.006*** -0.003*** —0.004***
(—4.83) (-5.30) (3.93) (3.89)
INT 0.001** 0.001 0.001%** 0.001*
(2.07) (1.03) (3.24) (1.82)
LSN 0.003 0.012%* 0.002 0.004
(0.63) (2.74) (0.40) (1.12)
GROUP —0.003 —0.008 —0.004 —-0.012*
(=0.55) (-1.26) (1.00) (1.99)
SIZE 0.012%** 0.019** 0.013*** 0.015%**
(4.34) (8.31) (4.91) (7.19)
LEV —0.044*** —-0.069** —0.041*** —-0.067**
(-3.53) (-2.47) (3.38) (2.34)
LSH —0.001* —0.002*** —0.001*** —0.003***
(-1.95) (—2.84) (3.33) (3.56)
GROWTH 0.002 0.001 0.002 0.001
(1.41) (0.46) (1.66) (0.88)
AGE 0.000 0.002** 0.000 0.003***
(0.21) (2.48) (0.55) (3.46)
Constant —0.121* —0.328%** —0.252%** —0.302%**
(=2.01) (-6.76) (4.36) (6.76)
S DEL 1844 1844 1844 1844
Adj-R? 0.09 0.16 0.09 0.13

BT @ 1 RORAE99% EAR KT R L RSN B K LR L Rt
90%FAF KV LW o 355 WM S EUNTIHE -

2. WM b S R A A 28 28 W) R BT A LA SR B

3. JHAERERIIR SRS L o (E R T RIS

SRAGIRH T RE IR 2o e, > P 22 JOA 878 A 0o Bk 2 o T L e 8 11 A8 e 0 A T
[\l > DA SR A NGO 2 o8 K58 m o BARBI T -
NUM=yy+ y16,+ 1,LSN+ 7;GROUP+ 7,SIZE,+ y;LEV,+ ys GROWTH
+v/AGE, + ¢ (4)

Hor o NUMJE AR 2 oA E AR R  LSNZIBRPE AR » LRI H 1
w2 E N 2S5 - GROUPHI AR RS RS TR - Wk —A2n
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®7 Lol ETEAR M BUBTER R 45 R

A RIEAT I S} PHEAT ML 57
D HER D HER
D/HER —0.061*** 0.365*** —0.068*** 0.446***
(-3.80) (3.53) (4.62) (4.48)
INT 0.028** 0.027** 0.025*** 0.024***
(2.10) (2.08) (2.75) (2.76)
LSN 0.218*** 0.207*** 0.208*** 0.194**
(2.90) (2.74) (2.80) (2.60)
GROUP —0.373%** —0.378*** —0.373*** —-0.379***
(-3.32) (-3.37) (3.50) (3.56)
SIZE —0.715%* —0.725%* —0.672%** —0.684***
(-12.17) (-12.30) (11.33) (11.50)
LEV 2.110%* 2.108** 2.100** 2.098**
(2.29) (2.29) (2.30) (2.30)
LSH 0.034 0.034 0.031 0.030
(1.21) (1.22) (1.08) (1.08)
GROWTH —0.010 —-0.011 -0.006 —-0.008
(—0.86) (-0.99) (0.50) (0.66)
AGE 0.003 0.002 0.012 0.011
(0.11) (0.07) (0.54) (0.50)
Constant 16.007*** 15.807*%** 13.212%* 12.976**
(13.38) (13.33) (10.91) (10.84)
LA 1844 1844 1844 1844
Adj-R? 0.47 0.47 0.47 0.47

P T 10 RIRTEII% B AR K LW - RIRTEISWEE K LR 5 * RIRTE
90%EAF AT 3 « Fi5 NSNS HNTHE -

2. DU ks> 2 DR A A 6 4 ) (1 BT A AU B A B

3. ARSI IS5 S I HRR TR RS o

m R TR i TSI AT o WREEA S Z T E -
FAIBIER] T AT (SIZE) Xt 2 S0 88 HISE0 o ARXORBE - RURBOR Y
N ARESE S AT 2 O o LEVIE A Al SR R A {5055 SR I o
HT T 8 B Z 1 BE A 5y St 22 oo AL (288 i - Hyland (1999) 45 > 24k
M2 BB AT IR I B HLREAT 2 oAb 208 AR A I Kbl 2 - Ik - 7
BRI IATIMAN T 2w KR (GROWTH) © dx)a » Ffi 3 7 B e
(AGE) X727l 22 e B 15 -
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[N SRR s > JE RS Al

NUM=-9.3573+0.0001¢—0.4915LSN+0.0243GROUP+ 0.5682SI7E
0.000  (-3.91) (0.13) (9.74)
+0.1802LEV+0.0042GROWTH +0.1665AGE
(1.42) (0.20) (8.84)
F{f =27.05 Adj R?=0.0900

BATE 2> FeZ AL NI RE P AN > IR AT AR+
WAEPER G o A BRE > BATERINAEE A A A 2 e &8 MR &
UBGBCR K A 7] B 5y SiAT Z oo ees e > B o~ LRI > g0
(RIND 25 Bt e B i 2

7N PREEIR

AIAELRIR VYT 2 Te e B WF U SCIR LA L > 20 b TR [ BT A R 208
g R R - JFERG BTy o w8 0 B AR A AR B 1 A FE EE T A
R A v 2 e B T ARAR o AEBLIEAL b DL BT 2 7] 2002422003 4F L1
LB STEE R T 2o E 5 A A EE SRR > ORI E L AT
K HREATZ 0 A BT AFPFEE T3.4017M7 > mEZ A H S
WA T 1AM [RIHZEREW] > 2028 5wl O (R 1] 52 42 2% 1 AT O 5%
Foo BRI 0 Y BT AR LB AN S4B AT AR E TR B
FHAK o O HE R > A SCRILZ U RS A F U EZ W B ARG R 32
FUBUFTF ~ 2 BB BUPE ORI AR P S 0 2R 10 S 25 5 ) © 22 JOAR AR REXT 2
A AL AR AR 2 AT AL T BUR T IS ~ B8 KB A A g PR S 44
(K123 W) 22 8] > AT R W] IR OC R I T UG T IR ~ 2 KB N AR
A AR E LRI A 7] o BURTER I K45 KR > A2 oo e s 5w
MEZ N AENER R G > ERERIR T - JFH - 45 AR A F SR
PUESIRLAL k- Eizpanibp A

XETB X A o i AR s SRS B wigAKIk > 2
Je A E AT DU R T AR T I B AR A S A - JF L b s > £
TeA 2 TG A AV ER BURFZ T F AT AT0h o (U A m BB R
B B R IBE AR AT DA i mlox 23 W) (0 26 B I Sl N FE O I Pl
AR AL RS B A PR BB AR B sy 1w 2 w) O BUCRPE fH ) N LT 2w
IR A A B N T 2 A E R A o AR SCEXSF T g bl
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ABSTRACT

This paper empirically investigates the potential effects of a diversification strategy upon
firm value by developing a composite diversification measure based on both divisional and
subsidiary information using a sample of listed companies from the years 2002 and 2003.
We find that diversification of operations has, on average, remarkably negative effects upon
firm value. In particular, when a firm engages in four industries or more, firm value starts
to fail. Furthermore, this negative correlation between diversification and firm value could
be attributed to government intervention, controlling shareholders ownership, and the
firm's organisational structure.
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During the 1960s, the operational models of large corporate enterprises in the
United States underwent a dramatic shift to substantial diversification, such that
more than two-thirds of Fortune 500 firms adopted a strategy of diversification
(Rumelt, 1977). However, this prevalence faded away in the early 1980s; companies
spun off unprofitable assets, cut operations, and focused on their core business.*
Diversification strategies came back in the 1990s when global mergers and acquisi-
tions (M&As) prevailed.> Numerous companies began to engage in diversified
industries and sectors through M& As. Diversification has gained global popularity
again. Asin the United States, the advantages and disadvantages of diversification
for firms in China have been much discussed; while an increasing number of spe-
cialised companies are beginning to invest in different businesses, somewel l-known
conglomerates are starting to divest. The former firmsinclude Haier, TCL, Midea,
Lenovo, Chunlan, Skyworth, Greencool, Wuliangye, and Bluestar, and the latter
firms include Lenovo and Skyworth (China Business Post, 2004).

The controversy over diversification exists not only in the business world but also
in academia. Studies carried out before the 1990s could not reach a consistent
conclusion on whether firms should diversify (Miller, 1969; Carter, 1977; Imel and
Helmberger, 1971; Grinyer, Yasai-Ardekani, and Al-Bazzaz, 1980; McDougall and
Round, 1984; Montgomery, 1985). Although in the mid-1990s most of the empirical
studies showed that diversified firms were devalued (Lang and Stulz, 1994; Berger
and Ofek, 1995; Servaes, 1996),° recently, researchers have increasingly questioned
the methodology used in these studies. I n addition, they point out that the discounted
firm value is not due to the diversification strategy (Hyland, 1999; Campa and
Kedia, 2002). Compared with the US companies studied in most of the existing
literature, diversification in China-listed companies has its own special character-
istics, which are summarised below.

First, Chinaistheworld'slargest transitional economy. Itsunsound market system
makes the choice of a diversification strategy more complicated. In essence, the
problem of diversification lies in firm boundaries. The transaction-cost economics
developed by Coase (1937), Cheung (1983), and Williamson (1985) explain firm
boundaries from a transaction-cost perspective. North (1981, 1990) put forward the
theoretical framework for the effect of institutions on transaction costs. Based on
the above two frameworks, Khanna and Palepu (1997) analyse immature ingtitu-
tions in emerging markets, such as the capital market, the product market, and the
managers market, and conclude that adiversification strategy can help to overcome
the shortcomingsin external marketsin an emerging economy and can create higher

4 Nonetheless, during 1990 to 1996 diversified operating listed firms in the US hired nearly
half of the total labour force and owned about 60 per cent of total assets on the market
(Martin and Sayrak, 2003).

> According to statistics, global M&A transactions in 1999 amounted to US$2.3 billion
(Pryor in press).

® The firm value of adiversified company is smaller than the sum of its divisional valuesin
respective industries, which are measured by the average market value.
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firm value than a specialised strategy can. Using a sample of Chinalisted
companies, Fan et al. (2000) provide empirical evidence on whether institutional
risks can explain the diversification choice of afirm. However, existing diversifica-
tion research has been mainly concentrated upon developed countries, such as the
US, little literature discusses or empirically studies the valuation effects of diver-
sification in developing markets. Moreover, a few papers that focus on emerging
markets provide contrary conclusions. For example, Khanna and Palepu (2000)
take an empirical test on Indian firms and find that companies affiliated to diversi-
fied groups perform better than those affiliated to specialised groups or independent
operating companies. Lins and Servaes (2002) find contrary evidence based upon
their investigations into seven emerging market countries in Asia. In view of these
research results, a study on the relationship between diversification and firm value
for China-listed companies will enrich the diversification literature on emerging
economies.

Second, the highly concentrated ownership structure and group organisational
structure make the diversification strategy more complicated. The pioneering paper
of LaPortaet al. (1999) that studies listed companies from 47 countries introduces
theoretical views about the corporate ownership structure and stimulates a series
of research papers on corporate groups. According to Almeida and Wolfenzon
(2006), listed companies join groups to overcome the institutional constraints
imposed on them and to implement specialised strategies more easily. In contrast,
other studies prove that in economies with poor investor protection, controlling
shareholders expropriate minority shareholders by tunnelling via related party
transactions (Bae, Kang, and Kim, 2002; Bertrand, Mehta, and Mullainathan, 2002;
Li, Sun, and Wang, 2004; Li, Yu, and Wang, 2005). Therefore, studying diversifica-
tion in China-listed companies helps us to gain knowledge about the internal market
of corporate groups in transitional economies.

Finally, China-listed companies are mostly owned by the state. The multi-
functions pursued by the government and the rent-seeking i ntentions of corporations
complicate the diversification strategy. Apart from an unsound market system,
government intervention in social resource allocationsisanother characteristic found
in an emerging economy. The government could be either a “helping hand” or a
“grabbing hand” for firms (Shleifer and Vishny, 1998). As part of the reform of
state-owned enterprises (SOES), the Chinese securities markets have long existed
only to serve the SOEs. Few private corporations have the opportunity to go public;
not until recently have a number of private companies been able to raise capital on
the Shenzhen Small and Medium Enterprise Board. After the financial rights had
been clearly delineated between the central and local governments, the budget
congtraints of local government were largely relaxed. On the one hand, SOEs or
local government-controlled listed companies still bear many policy burdens (Fan,
Wong, and Zhang, 2007; Xia and Fang, 2005); on the other hand, the local govern-
ments will try by all possible means to support these local companies to help them
keep their listing qualifications and even compete for national economic resources
(Chen and Li, 2000; Li, Yu and Wang, 2005). Considering the government’s
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monopoly on many resources and the helping and grabbing relationship between
government and firms, diversification could be seen either as a signal to confirm
the benefits listed companies gain from local governments or as a political achieve-
ment by the government through its policies. From this perspective, studying cor-
porate diversification will furnish uswith an opportunity to measure the relationship
between government and firms.

All of the above show that the study on the effects of diversification upon
performance of Chinalisted companies is an empirical research topic. Literature
on diversification of China-listed companies is rare. Furthermore, the existing
research provides inconsistent findings. Some conclude that diversification is nega-
tively correlated with firm performance (Cen, 1997; Li, 2002; Zhang, Liu, and
Gong, 2005); some find a positive correlation (Su, 2005); some even find no corre-
lation (Zhu, 1999; Jin et al., 2002). However, the above research does not take the
measurement of diversification into account in the empirical design. This can be
largely attributed to the non-standard sectorial information disclosure in annual
reports. Some companies only itemise their products, some roughly categorise their
operationsinto agriculture, industrial, commerce, and service. Thus sectorial infor-
mation cannot be used directly to measure diversification. As pointed out by Zhu
(1999), sectorial information is so poorly disclosed that such sections in the annual
reports are far from adequate to be used to measure the degree of diversification,
although listed firms are obliged to disclose related information. Furthermore, the
above research does not consider the special institutional background of China-listed
companies, including government intervention, group attributes, and the ownership
structure.

This paper configures an effective diversification measurement based upon listed
companies divisonal reports and subsidiary information to empirically investigate
the relationship between diversification and corporate performance by employing
asample of China-listed companies between the years 2002 and 2003. We find that
diversified operations bring down corporate performance remarkably; particularly,
when the firm operates more than four lines of business, firm value decreases more
sharply. A further test shows that the negative effects appear mainly in companies
with weak government intervention and in which the largest shareholders are state-
owned operating entities. No exact evidence shows that this negative correlation
exists in companies with strong government intervention and in which the largest
shareholders are non-state-owned or non-operating entities.

The paper proceeds as follows. In Section 11, we review theories and litera-
ture on diversification. In Section |11, we discuss the special market and institu-
tional environment in which China-listed companies carry out diversification
strategies, and present our hypothesis. In Section |V, we report statistics of diver-
sification and our empirical analysis on the valuation effects of diversification on
firm performance. In Section V, we perform a sensitivity test to re-address the issue
by employing different performance and diversification proxies and to examine the
endogeneity problem. In Section VI, we conclude this paper by summarising our
findings.
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[I. THEORIES AND LITERATURE REVIEW

Western theories on the valuation effects of diversification are mainly developed
from two approaches: one group of research studies normally discusses whether
diversification has good or bad effects upon corporate operations, while the other
provides empirical evidence on the valuation effects of diversification.

1. How Does Diversification Influence Firm Performance?

Theoretically, the benefits of diversification include lower business risks, higher
debt capacity, and having an internal capital market. Some research shows that a
diversified company can avoid the business risk of suffering loss from one business
failure, and thus lower the risks of bankruptcy; lower bankruptcy risks can better
guaranteeits debt capacity. For example, Lewellen (1979) findsthat diversified firms
are able to borrow more loans than single-business firms, so that the former enjoy
more tax allowances. The benefits of establishing an internal capital market within
organisations through diversification are as follows. First, since internal financing
does not incur high transaction costs as in the case of external financing, that is,
no price discounts result from information asymmetry when shares are issued, the
firms financing costs can be reduced. Second, the establishment of an internal
capital market can prevent the problem of inadequate investment from arising. Myers
(1977) points out that when serious information asymmetry exists between external
potential investors and the firm, the firm will not be able to obtain sufficient capital
to support some lucrative investments. With an internal capital market, this problem
can be solved by means of internal capital transfer. Finally, instead of relying on
external investors who may not know the operations of the company, management
have more discretion over investments thanks to the internal capital market. In this
sense, management are motivated to make better investment decisions.”

Although diversification does bring positive effects to firm value, according to
other research on diversification, it can have a negative influence on firms as well.
First, diversification can avoid the problem of insufficient investment due to infor-
mation asymmetry, but it may also cause the problem of over-investment. Stulz
(1990) finds that management may choose unprofitable projects to entrench firm
value because the internal capital market can provide ample funds. Second, stock
options offered as incentives lack attractiveness for diversified companies, because
divisional managers can exercise influence only on operations within their own
business scope and have little influence on the performance of the whole organisa-
tion. Third, diversification may lead to uneconomic compensation for losses. Meyer,
Milgrom, and Roberts (1992) find that no single-business companies have negative
net assets, as they would have gone bankrupt before reaching that state of affairs.
However, if the single-business concern is not an independent entity but a part of
a diversified company, it can possibly exist even if it has more debts than total

7 Stein (1997) finds that management can make better investment decisions with their infor-
mation advantage.
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assets. Thisis quite common, as diversified companies can transfer profits created
by other sectors to make up for losses, in which case firm value will fall. Finally,
diversified companies are more likely to be ineffective in resource allocation due
toinformation asymmetry. The senior management of diversified companiesismore
likely to have information asymmetry problem with divisional management, result-
ing in sub-optimisation because divisional managers aim to gain more resources
for their own benefit at the expense of the whole organisational development and
make organisational resource allocation inefficient (Harris et al., 1982). Other
negative effects of diversification include strong constraints upon senior manage-
ment (McDougall and Round, 1984) and weak adaptability (Bettis and Mahagjan,
1985).

2. Empirical Evidence

Earlier empirical literature on the rel ationships between diversification and corporate
performance is not theoretically framed. Roughly, it can be categorised into two
schools: one contains studies on the direct effects of diversification upon corporate
performance; the other comparesrelated diversification with non-related diversifica-
tion. No consistent conclusions are derived in either school of literature until the
1990s when Tobin's Q ratio isintroduced into diversification research as a measure-
ment for firm value. It is mostly agreed since then that diversification harms firm
value creation. Lang and Stulz (1994) first employ Tobin's Q ratio in diversification
research to measure firm performance. They find that the Tobin's Q ratios of diver-
sified firms are lower than those of specialised firms by 8 per cent. Berger and Ofek
(1995) observe the performance of US diversified companies from the years 1986
to 1991, and they also find that these companies suffer an average value loss of 10
to 15 per cent. Servaes (1996) takes a much longer window to study the performance
of diversified companies and finds that the sharp price discount of diversification
found in the 1960s is not so prominent in the 1970s. In addition to the above direct
empirical evidence, someresearch indirectly analysestheinfluence of diversification
on firm performance. Based on a large sample of listed companies in NYSE and
ASE from 1978 to 1989, Comment and Jarrell (1995) investigate the relationship
between corporate focus and stock returns, and discover that stock returnsincrease
by 5 per cent in two years when one businessis closed down. Desai and Jain (1999)
find similar evidence that during the three years after asset spinoffs, the abnormal
returns brought by business-focused spinoffs are significantly higher than those
brought by other spinoffs. John and Ofek (1995) take a closer look at the perfor-
mance effects of diversification, and the result shows that corporate performance
improves during the three years after the sale of assets, which makes the firm's
operations more focused.

As more and more papers document the discount of diversification, researchers
begin to explore the reasons for the discount. Existing literature mainly explains
the discount from the perspectives of agency costs and inefficient internal capital
market. The agency theory-based literature includes the work of Deniset al. (1997),
who consider that management are responsible for the discount; Anderson et al.
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(2000) find that the CEOs of diversified firms have relatively smaller stakes in the
company but higher levels of salaries, which are loosely related to corporate per-
formance. Thisis confirmed by Palia (1999), who finds that the diversification dis-
count is lower when diversified companies adopt pay packages that are closely
linked to performance and when the board of directorsis smaller in size. The inef-
ficient internal capital market-based literature includes Shin and Stulz (1998), who
find that investments by a division of a diversified firm depend on the cash flows
of the firm's other divisions, but are significantly less dependent on its own cash
flows. Scharfstein (1998) finds that divisions of diversified conglomerates engaging
in manufacturing industries with high Tobin's Q ratios tend to invest less than their
single-business industry peers, while divisions of diversified conglomerates engag-
ing in manufacturing industries with low Tobin's Q ratios tend to invest more than
their single-business industry peers. Scharfstein and Stein (2000) develop a model
that shows how information asymmetry between division managers and headquarters
subverts the workings of an internal capital market.

There is substantial evidence to suggest that the market places a lower value on
diversified firms than on specialised firms, yet many firms still implement diversi-
fication. Therefore, some recent research begins to doubt that stock price discounts
truly result from diversification. Hyland (1999) tests a sample of specialised firms
that announced a diversification event from 1978 to 1992, and finds that specialised
firms have strong incentives to diversify to gain growth opportunities when they
meet business difficulties. Diversification can thus be seen as an endogenous solu-
tion to bad performance. Graham et al. (1999) find that the value of asingle-business
firmisalready discounted by 15 per cent before it is acquired by a corporate group.
Lamont and Polk (2001) think that diversified firms have different values due to
differences in market expectations for either future cash flows or future returns.
Diversification discounts indicate higher expected returns by investors® Mansi and
Reeb (2002) find that shareholder value declineswith diversification whereas debtors
gain value. The overall results indicate that diversification is insignificantly related
to changesin firm value. Campaand Kedia (2002) use three alternative econometric
techniques to control for the endogeneity of diversification decision. They find that
the diversification discount always drops and sometimes turns into a premium.

Some recent research turnsto the subject of diversification in emerging economies.
Khanna and Palepu (2000) find anon-linear correlation between diversification and
firm performance, which suggests that a higher degree of diversification in a cor-
porate group will first lead to a decrease and then an increase in the divisional
performance. Fauver et al. (2003) find that the value of corporate diversification is
negatively correlated with the level of development and internationalisation of the
capital market, because diversification can improve firm performance in a devel op-
ing capital market with a low level of globalisation. However, Lins and Servaes
(2002) use a sample of over 1000 firms from seven emerging markets in 1995, and

8 According to the discounted dividends model, high expected returns mean high discount
rates, and other things being equal, the firm value is thus lower.
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find that diversified firms trade at a discount of approximately 7 per cent when
compared with single-business firms.

1. INSTITUTIONAL CONTEXT, THEORETICAL ANALYSIS, AND
HYPOTHESIS

Diversification is in nature an internal price mechanism that organises production
activities which are originally coordinated by the market or other organisations; in
other words, it takes into account the firm's boundaries. The theory of firm bound-
aries first appears in Coase's The Nature of the Firm (1937). Coase thinks that the
market and the firm are two types of production coordination mechanisms. Whether
we choose the market or the firm to realise the production is determined by whether
market transaction costs are higher or lower than the costs of internal organisational
transfers. A firm exists because the firm organisation of production can save the
costs otherwise incurred by using a price mechanism—the most obvious costs are
those for finding out what the relevant prices are and for negotiating separate con-
tracts for each transaction. To add to the firm theory, Klein, Crawford, and Alchian
(1978) explore one particular cost of the market system—jpost-contractual oppor-
tunistic behaviour, and they discuss the influence of specific assets on a vertical
integration of the firm. Williamson (1979) describes the effects of opportunistic
behaviour on contractual relations (including market transactions and the vertical
integration) from three dimensions, namely uncertainty, transaction frequency, and
asset specificity; he points out that contracts endogenously originate from transac-
tions. Asthelargest transitional economy in the world, Chinaislearning to develop
its market system. In thisinstitutional context, we refer to the theoretical framework
of ingtitutional economics established by North (1981, 1990) for our transaction-
cost-based discussions about the institutions and valuation effects of diversification.
According to the institutional change theory (North, 1990), an institutional context
has a significant influence on the organisational structure, including the firm, the
market, and government. Any organisational structure is the compromised choice
of every related party to the organisation under ingtitutional constraints with the
aim of realising cost minimisation.

Diversification can save transaction costs in transitional economies. First, atran-
sitional economy has the particular shortcoming that all market mechanisms are
underdeveloped, including the product market, the capital market, and the manag-
ers market. Diversification can overcome this weakness by internalising the market
mechanism. In an inefficient product market, a single-business firm hasto struggle
hard to gain consumer recognition because of information asymmetry; however,
once a “brand” has been established, the firm can enter into other industries and
other business, taking advantage of its brand name. Diversification can therefore
reduce recognition costs. As for the capital market, the internal capital market
originating from adiversification strategy can be considered as akind of cost-saving
mechanism to reduce the huge financing expenditure resulting from information
asymmetry (Khanna and Palepu, 1997). Second, another prominent feature of a
transitional economy is government intervention in resource allocation (Chen and
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Huang, 2006). The advantages of diversification for firmsthat wish to avoid govern-
ment i ntervention can be easily explained asfollows: on the one hand, diversification
can mitigate the high risk of uncertainties brought about by rapidly changing gov-
ernment behaviour so that transaction costs are reduced (Fan et al., 2006); on the
other hand, when the government has monopolistic claims over scarce resources,
diversified firms that are closely connected to the government can harvest more
rents than specialised firms, because firm value is directly determined by whoever
possesses the scarce resources, but not by who owns more advanced technology.®
In general, diversification is more suitable than specialisation in a transitional
economy.

As with firmsin other countries, excluding the US and the UK (La Portaet al.,
1999), China-listed companies have a highly concentrated ownership structure.
Listed companies cannot act independently of their mother corporations because
these companies are usually absolutely or relatively controlled by one largest share-
holder. It is not clear whether diversification can create more value for listed com-
panies taking the concentrated ownership structure into account. On the one hand,
although the external price mechanism is underdevel oped, listed companies do not
have to diversify since they can cheaply borrow resources from their mother cor-
porations; on the other hand, if the largest shareholder controls or can impose sig-
nificant influence on the listed company’s operating activities, the company has to
submit itself to serving the overall interests of the mgjor shareholders rather than
to optimising decision-making and maximising self-benefit. Particularly, if thelegal
system cannot protect the investors interests, controlling shareholders are very
likely to tunnel valuefrom listed companiesthrough related-party transactions (Bae,
Kang, and Kim, 2002; Bertrand, Mehta, and Mullaninathan, 2002; Li, Sun, and
Wang, 2004; Li, Yu, and Wang, 2005). Therefore, listed companies have no choice
but to diversify in emerging markets by imitating the functions of several institu-
tions that are only present in advanced economies. However, the diversification
strategy of China-listed companiesis driven by far more complicated reasons than
the above. One example is that when the controlling shareholder is state-owned,
meaning that the shares held are not freely tradable, the government may instead
directly collect rentsfrom listed companies, which are forced to bear policy burdens,
to mitigate the constraints of an insufficient local budget that results from the
financial decentralisation between the central and local governments (Fan, \Wong,
and Zhang, 2007). Listed firms therefore have no alternative but to diversify.
Another example is that, since the state-owned controlling shareholder does not
have its representative in the listed company, the company may bein fact controlled
by insiders under local government intervention. Those insiders may decide on a

°® To help local firms maintain their listing qualifications, the local government will grant
beneficial loans or other allowances to firms (Chen and Li, 2000; Li, Yu and Wang, 2005).
Diversification turns out to be a political choice of subsidies.

© For example, if the investment returns of a business are poor, firms are expected to size
down or even retrieve the investment. However, because of the policy burden of guarantee-
ing employment for workers, firms may still have to go on operating that business.
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diversification strategy for their own sakein the form of anincreasein either salaries
or powers, in which case the diversification might actually destroy firm value.
Overall, diversification in theory can compensate for theimperfect market mecha-
nism in atransitional economy and meet rent-seeking needs. But since listed com-
panies (divisions or subsidiaries of groups) are absolutely or relatively controlled
by asingle mgjor shareholder, they can take advantage of theinternal transfer within
the group to save transaction costs. Meanwhile, this internal transfer provides a
convenient channel for tunnelling by the major shareholder. Diversification can thus
be explained by more complex factors, such as the firm's rent-seeking behaviour,
government subsidies, the tunnelling of the controlling shareholder, and policy
burdens. The first two driving forces can lead to a positive correlation between
diversification and firm value, while the latter two can be concluded with a negative
one. Through the above analysis, we have reasons to believe that the discussion of
the valuation effects of diversification on China-listed companies is an empirical
topic which depends on the ownership structure and market system development.

IV. EMPIRICAL DESIGN

1. Research Design

i) Sample Selection

Our sample consists of China-listed companies from the years 2002 to 2003. After
excluding financial companies, delisted companies, and companies with missing
data, atotal of 1,897 firm-year observations are obtained, of which 916 are for 2002
and 981 for 2003. Financial data are sourced from the China Stock Market and
Accounting Research (CSMAR) database system and the Multi-dimensional Sta-
tistical Analysis System SA2000. The basicinformation of listed companiesistaken
from the Southern Securities Analysis and Trading System (V4.12).

ii) Diversification Measurement

Present research all uses divisional reports to measure diversification, which calls
for complete disclosure. But in China the divisional information disclosure is not
standardised; some companiesjust itemisetheir products, and some roughly catego-
rise divisions into agriculture, industrial, and service. Furthermore, divisional
information disclosure is based on sales; if the division does not have any net
income, that part of divisonal information will not be disclosed. Annual reports
disclose detailed information on group subsidiaries, such as operation attributes,
core products or services, registered capital, issued capital, the ownership structure,
and whether the report is incorporated into the consolidated annual report.** There-

" In accordance with the “ Tentative Provisions of Consolidated Financial Statements’ and
the “Reply to the Query about the Contents of Consolidated Financial Statements’ promul-
gated by the Ministry of Finance, if the total assets, sales income, or net income of the
subsidiary accounts for 10 per cent or above of the corresponding item of the group, the
financial statements of the organisation should be consolidated.
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fore, we use both the divisional reports and subsidiary information in annual reports
to measure diversification, which is realised either in the form of group divisions
or in the form of business subsidiaries, and to allow for below-zero net income
disclosure. The problem of diversification measurement in China-listed companies
can therefore be solved. We then design that special measurement as below:

Firgt, lines of businessin which the firms engage are ascertained from divisional
reports,

Second, operationsof subsidiariesare classified into different industries according
to the operational and product information disclosed in annual reports;

Finally, classified industry information in divisional reports and subsidiary infor-
mation is summarised, and the number of operating industries of thelisted company
(NUM) is calculated.

iii) Model
We use the following model to investigate the valuation effect of diversification.

PER = op + ouNUM; + 0INT + 0L SN + o,GROUP + 059 ZE;
+ oLEV: + oL SH; + 0sGROWTH + 00AGE; + & @)

PER measures firm performance—Tobin's Q ratio. It is equal to the sum of the
market value of the equity and the book value of debts, both divided by total assets;
the market value of the equity is defined as the average closing stock price for the
last month of the year times the stock volume? In the regressions run below, we
use Tobin's Q ratios adjusted and unadjusted by industry median. The industry-
adjusted Tobin's Q is calculated by subtracting the median Tobin's Q ratio for the
firm's largest operating industry from the Tobin's Q of the firm. In the robustness
test, we also report the analysis results of performance measurement based on
accounting indicators.

NUM, INT, LSN, and GROUP are our focal variables. NUM is the variable for
diversification. INT measures the degree of government intervention, which istaken
from the NERI Index of Marketisation of Provinces in China by Fan and Wang
(2003); a higher value of INT means less government intervention in the region.
LSN isthe proxy for the type of ultimate ownership, and takes the value of 1 if the
ultimate owner is the state, and 0 otherwise. GROUP measures whether the firm
is an independent company or belongs to a group, and takes the value of 1 if the
largest shareholder is a government agency, an administration of state assets, a
scientific research ingtitute or non-operating natural person, and O otherwise.

Following the literature (Xu and Wang, 1998; Xu and Chen, 2003), we control
for firm size (S ZE), debt ratios (LEV), size of the largest shareholding (LSH), and

2 Since in the Chinese capital market there are non-tradable shares, we construct another
Tobin's Q measure, which is equal to the sum of market value of tradable shares, book
value of non-tradable shares and book value of debts, all divided by total assets. Theregres-
sion results are similar.
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firm growth (GROWTH). SIZE, LEV, and LSH use ending values of the year, and
GROWTH represents the annual sales growth of the main operations. Moreover, it
is found that earnings management is prevalent when a Chinese firm launches its
initial public offering (Aharony et al., 2000). The reversal of accruals will lower
firm profits in the following years, so we include the period of listing (AGE) in the
model.

2. Empirical Results and Analysis

i) Diversification in China-listed Companies

Table 1 reports the descriptive statistics of diversification for the sample firms. We
find that listed companies on average engage in 3.4017 industries, and the maximum
number reaches 14. Furthermore, there is an upward trend in diversification among
listed companies, as seen from the fact that the average number of operating indus-
tries for 2003 is higher than that for 2002.

Figure 1 shows the distribution of the number of industries in which the firms
engage. As indicated in the figure, specialised companies account for only 21.30
per cent in the sample, and the number of industries in which diversified companies
engage mainly lies between 2 and 5. Most of the companies engage in two industries,
representing 23.04 per cent of the total sample.

To investigate the effect of diversification on firm performance, we calculate the
mean performance value of firms with different numbers of operating industries.
The results are presented in Figure 2, which shows that whether firm performance

Table 1 Descriptive Statistics of Diversification for Sample Firms

Year Obs. Mean Median Std. Dev. Min. Q1 Q3 Max.

2002 916 3.2467 3.00 2.1939 1.00 200 4.00 14.00
2003 981 3.5464 3.00 2.3455 1.00 200 5.00 13.00
Total 1897 3.4017 3.00 2.2779 1.00 200 5.00 14.00

Figure 1 Distribution of the number of industries
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Figure 2 Relationship between firm performance and diversification
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is measured by market value (Tobin's Q) or accounting indicators (CROA and
CFROA), firm performance goes down as the number of industries increases. This
means that diversification decreases firm performance.

ii) Empirical Results

Table 2 presents the regression results of model (1). We find that the coefficient of
government intervention (INT) is significantly positive. This means that firms
perform better in the regions where government intervention is weak. Group affili-
ation (GROUP) issignificantly and negatively related to the Tobin's Q ratio, meaning
that affiliation to a group improves firm performance. The coefficient of firm size
(SIZE) is negative and significant at the 1 per cent level. This reflects the price
manipulation of small-cap stocks on the Chinese capital market—the stock prices
of small companies are vulnerable to manipulation, and thus generating a higher
market value. We also find that the coefficient of debt ratio (LEV) is significantly
positive, suggesting that the market values firms with more debts at a higher
level.

Most importantly, after controlling for the above variables, we find a negative
relationship between diversification and firm value regardless of whether or not the
results are adjusted by industry performance or whether regressions are run with
the total or yearly observations. This gives evidence that diversification discounts
firm value. To test our conclusion, we also employ afixed-effect model, which gives
similar regression results.

iii) Incremental Effect of Diversification
We further investigate the incremental effect of diversification, that is, the marginal
influence of the jth industry over firm performance. The mode is as follows:
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PER =S, + Y, 3, x NUM (j)+ Controlling variables+ ¢, @)
j

where j = 2, 3, and 4. NUM(j) is a dummy variable, which equals to 1 when the
number of industries in which the firm engages is not less than j, and O otherwise.
Using model (2), we can investigate the effect of the jth industry on firm value
when the firm diversifies. f; captures the marginal contribution of the jth industry
to firm performance. The definitions of other variables are the same as mentioned
above.

Regression results are reported in Table 3. The coefficients of NUM4 are signifi-
cantly negative for the total sample or yearly regressions, which provides evidence
that with the addition of the 4th industry, firm performance significantly decreases.
The regression results adjusted or unadjusted by industry median are both
similar.

iv) Influence of Government Intervention, Ownership Nature, and
Group Affiliation

To investigate the effects of government intervention on the relationship
between diversification and firm value, we divide our sample into two groups at the
median of INT: the weak intervention group and the strong intervention group,
and run regressions on them respectively. The regression results are presented in
Columns (1) and (2) of Table 4. We find that firm value-related variables are not
influenced by government intervention except for diversification, and the influence
on diversification is remarkable. The results show that in regions where government
intervention is weak, diversification undermines firm value, whereas in regions
where government intervention is strong, diversification has no significant valuation
effects.

Similarly, we study diversification and firm performance based on different
ownerships. The sampleis subdivided into two: one group where the ultimate con-
trolling shareholder is state-owned, and another where the ultimate controlling
shareholder is non-state-owned. The regression outcomes are listed in Columns (3)
and (4) of Table 4. For the state-owned companies, diversification is significantly
and negatively related to firm performance. But there is no striking evidence to
prove this negative relationship in non-state-owned companies.

Columns (5) and (6) of Table 4 show the regression results based on group affili-
ation. For firms belonging to a group, diversification has negative effects upon firm
performance—it undermines firm value of the subsidiary. However, this negative
relationship does not exist among firms not affiliated to any group.

We re-test the above three influences using a fixed-effect dynamic model and
industry-adjusted performance measures. Regression results are shown in Table 5.
Again, for companies under weak government intervention and owned by the state
or group entities, diversification can undermine firm value.
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V. SENSITIVITY TEST

1. Measurement

i) Performance Measurement

Considering the split share structure in China, the Tobin's Q ratio is not a complete
proxy to measure performance of listed firms. We also employ accounting measures
toinvestigate the relationship between diversification and firm performance. Accord-
ing to Chen and Yuan (2004), earnings management isvery common in China-listed
companies, and it is usually realised through non-core operations. We therefore use
CROA and CFROA to measure firm performance. CROA is defined as operating
earnings divided by total assets, and CFROA equalsto operating cash flows divided
by total assets. The regression results are presented in Table 6. The coefficients of

Table 6 Sensitivity Test Results for Firm Performance Measurement

Variable Unadjusted by industry Adjusted by industry
performance performance
CROA CFROA CROA CFROA
NUM —0.003*** —0.006*** —0.003*** —0.004***
(-4.83) (-5.30) (3.93) (3.89)
INT 0.001** 0.001 0.001*** 0.001*
(2.07) (1.03) (3.24) (1.82)
LSN 0.003 0.012*** 0.002 0.004
(0.63) (2.74) (0.40) (1.12)
GROUP —-0.003 —0.008 —0.004 —-0.012*
(-0.55) (-1.26) (1.00) (1.99)
SZE 0.012%** 0.019*** 0.013*** 0.015%**
(4.34) (8.31) (4.92) (7.19)
LEV —0.044x** —0.069** —0.041%** —0.067**
(-3.53) (-2.47) (3.38) (2.34)
LH —0.001* —0.002%** —0.001*** —0.003***
(-1.95) (-2.84) (3.33) (3.56)
GROWTH 0.002 0.001 0.002 0.001
(1.41) (0.46) (1.66) (0.88)
AGE 0.000 0.002** 0.000 0.003***
(0.21) (2.48) (0.55) (3.46)
Constant —0.121** —0.328*** —0.252%** —0.302%**
(-2.00) (-6.76) (4.36) (6.76)
Obs. 1844 1844 1844 1844
Adj-R? 0.09 0.16 0.09 0.13

Notes: 1. *** denotes a significance level at 1 per cent, ** at 5 per cent, and * at 10 per
cent. T values are bracketed.

2. The number of observations is less because some listed companies have not disclosed
their ownership information.

3. The test results by year are similar (unreported).
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Table 7 Sensitivity Test Results for Diversification Measurement

Variable Unadjusted by industry Adjusted by industry
performance performance
D HER D HER
D/ HER —0.061*** 0.365*** —0.068*** 0.446***
(-3.80) (3.53) (4.62) (4.48)
INT 0.028** 0.027** 0.025*** 0.024***
(2.10) (2.08) (2.75) (2.76)
LSN 0.218*** 0.207*** 0.208*** 0.194**
(2.90) (2.74) (2.80) (2.60)
GROUP —0.373%** —0.378*** —0.373*** —0.379***
(-3.32) (-3.37) (3.50) (3.56)
SZE —0.715%** —0.725%** —0.672x** —0.684***
(-12.17) (-12.30) (11.33) (11.50)
LEV 2.110** 2.108** 2.100** 2.098**
(2.29) (2.29) (2.30) (2.30)
LH 0.034 0.034 0.031 0.030
(1.21) (1.22) (1.08) (1.08)
GROWTH -0.010 -0.011 —0.006 —0.008
(-0.86) (-0.99) (0.50) (0.66)
AGE 0.003 0.002 0.012 0.011
(0.11) (0.07) (0.54) (0.50)
Constant 16.007*** 15.807*** 13.212%** 12.976***
(13.38) (13.33) (10.91) (10.84)
Obs. 1844 1844 1844 1844
Adj-R? 0.47 0.47 0.47 0.47

Notes: 1. *** denotes a significance level at 1 per cent, ** at 5 per cent, and * at 10 per
cent. T values are bracketed.

2. The number of observations is less because some listed companies have not disclosed
their ownership information.

3. The test results by year are similar (unreported).

diversification are significantly negative no matter whether we use CROA or CFROA
asthemeasurefor performance. Theindustry-adjusted measurement for performance
gives the same results. Both sets of evidence prove that our conclusion is not sensi-
tive to firm performance measurement.

ii) Diversification Measurement

We use proxies, such as the number of divisions and the Herfindahl index, taken
from divisional reports to test the senditivity of diversification measurement. The
signs for the number of divisions (D) and the Herfindahl index (HER) are both
consistent with expectations and both significant at the 1 per cent. This shows that
our conclusion does not depend on the diversification measurement.
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2. Endogeneity Problem

Lang and Stulz (1994) find that diversified firms perform worse than single-business
firms before diversification. Campaand Kedia (2002) also discover that diversifica-
tion is negatively motivated by firm performance; in other words, diversification is
a sdlf-selection of firms. Therefore, we cannot assert that diversification weakens
firm performance. Firms may choose to diversify because of poor performance,
which is observed and concluded by researchers as a negative relationship between
diversification and firm performance. To address the endogeneity problem, we
attempt the two-stage least squares regression (2SLS).

First, we run the following regression and derive the residual e:

PER = op + ouNUM; + I NT + 0L SN + 0,GROUP + 03 ZE;
+ 06LEV; + 0LSH; + 0GROWTH + a,AGE; + ¢ (3

Then, we run another regression for diversification measurement with g and other
control variables to estimate the effect of firm performance on diversification.

NUM = '}/0 + yle + ’J/zl_s\l + '}/3GROUP + ')/4SZE| + '}/5LEV|
+ 7sGROWTH + y,AGE + ¢ 4

NUM measures firm diversification. LSN is a proxy for firm ownership attributes,
such as whether it is state-owned. GROUP measures whether a firm belongs to a
corporate group. If afirmis part of a group, it has no need to diversify because of
the existence of an internal market. We control for firm size because large firms
have a greater potential to diversify. LEV is the debt ratio; highly leveraged firms
are less likely to diversify due to capital deficiency. Hyland (1999) believes that
distressed firms have stronger incentives to diversify to earn growth opportunities.
Firm growth (GROWTH) is accordingly introduced into the model. Finally, we
control for the effect of listing period (AGE) on firm diversification.

The regression results are presented as follows, and t-statistics are in
parentheses:

NUM = -9.3573 + 0.0001e — 0.4915L SN + 0.0243GROUP + 0.56829ZE

(0.00) (=391 (0.13) (9.74)
+ 0.1802LEV + 0.0042GROWTH + 0.1665AGE
(1.42) (0.20) (8.84)

F value = 27.05 Adj R? = 0.0900

Since the residual g is not significant in the regression as shown, our conclusion
is not biased by endogeneity. Interestingly, we find that private, big, and old firms
are more diversified.

VI. CONCLUSION

We observe and analyse diversification in China-listed companies within the frame-
work of Western diversification theories. This paper makes a contribution to diver-
sification literature by creating an effective proxy to measure diversification based
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upon divisional reports and subsidiary information. We use a sample of all listed
companies between the years 2002 and 2003 in China to test the relationship
between diversification and firm value. The statistical results show that most of
China-listed companies diversify into on average 3.4017 industries per company up
to 14 industries. Regression results show that diversification devalues firm perfor-
mance to a large extent. A further test shows that if alisted company engagesin 4
industries or more, firm value begins to fall. More importantly, we find that this
negative correlation between diversification and firm value is mainly affected by
government intervention, the controlling shareholder’s nature, and group affiliation;
in other words, this negative effect can mainly be observed in sample firms which
are weakly intervened by the government and are owned by state-owned operating
entities. No exact evidence shows that this negative correlation exists in companies
under strong government intervention, and of which largest shareholders are non-
state-owned or non-operating entities. A sensitivity test shows that even if diversi-
fication is endogenoudly correlated with firm value, the above findings can be still
observed by whatever performance and diversification measures.

For firms running in emerging markets, since the product, capital, and labour
markets are underdevel oped, the transaction costs are relatively high. Diversification
provides ameansto reduce these costs by establishing an internal market. Compared
with specialised operations, diversification isan easier route to rent-seeking between
firms and government. However, when the ownership structure is so highly con-
centrated that the largest shareholders can directly control the company or dominate
all significant strategies, tunnelling possibilities (including the policy burdens
imposed by state-owned controlling shareholders upon listed companies) and the
attributes of the group to which the listed company belongs will substantially com-
plicate the diversification of operations. Taking into consideration the incomplete
information disclosure of annual reports, we design a new measure to observe
diversification and firm value. We analyse the factors that influence firm diversifica-
tion, including government intervention, ownership structure and group affiliation.
The conclusions drawn will broaden our knowledge about corporate diversification
in emerging markets.
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