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ABSTRACT 

With the progressing of the national macroscopic regulation and the fluctuation in market 

demand, the real estate enterprises must abandon the singular mode of development and seek 

to diversify the operation types and modes to achieve scaled development. In the theoretic 

circle, people are mostly oriented to study the relations between the diversification strategy 

and enterprise performance in a broad sense, while the author of this dissertation chooses one 

perspective of the diversification strategy, i.e., the related diversification, and tries to build the 

correlation model between real estate related diversification and enterprise performance. The 

research made in this dissertation covers the following aspects. 

Firstly, through literature review, this dissertation defines real estate related diversification, 

and makes initial investigation in the antecedents that affect real estate related diversification 

through questionnaire and in-depth interviews. After rearranging and analyzing the data, this 

dissertation identifies six dimensions as the antecedent influencing factors, including 

customer demand, technological innovation, policy support, competitive intensity, 

management and organizational structure, capital strength and human resources. Through a 

detailed discussion of the related concepts and components, this dissertation develops the 

measurement scale for the antecedents of real estate related diversification, and then verifies 

its reliability and validity. 

Secondly, through literature study, this dissertation discusses in detail the concepts of real 

estate related diversification and enterprise performance, and classifies real estate related 

diversification into three dimensions, namely, product expansion, district expansion and 

functional expansion, and enterprise performance into two dimensions, namely, financial 

performance and growth performance. Based on this classification, this dissertation presents 

the hypotheses between real estate related performance, its antecedents and enterprise 

performance, and then verifies the theoretical model built by using empirical analysis. In 

addition, the study also deals with the interactive relationship among the three dimensions of 

real estate related diversification, i.e., product expansion and functional expansion affecting 

the performance of district expansion significantly. 

Finally, this dissertation studies the regulating effect of dynamic capability on the relations 

between real estate related diversification and enterprise performance. Based on the analysis 

of the components of dynamic capability, this dissertation builds the correlation model 

between real estate related diversification and enterprise performance under the regulation of 

dynamic capability, and carries out the empirical tests. The results of the study indicate that 

the capability to integrate resources affects significantly the relations between real estate 

related diversification and enterprise performance, while the capability to sense opportunities 

affects insignificantly the relations between functional expansion and financial performance 

as well as between district expansion and growth performance, and the capability to 

reconfigure the organization affects insignificantly the relations between expansion dimension 

and financial performance. Therefore, the capability to integrate resources regulates in an all-
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round way the relations between real estate related diversification and enterprise performance, 

while the capabilities to sense opportunities and to reconfigure the organization regulate only 

partially the relations between real estate related diversification and enterprise performance. 

The main contributions of this study lies in the following: 

1. It defines the concept of real estate related diversification, and then after investigation, 

identifies the antecedents of real estate related diversification. It also develops the 

measurement scale for those antecedents, which are then empirically tested and result in 

positive reliability and validity. 

2. It builds the theoretical model about the antecedents’ effect on real estate related 

diversification and enterprise performance, and makes empirical test on the model. 

3. It analyzes the regulating effects of dynamic capability on the relations between real estate 

related diversification and enterprise performance, builds the relevant model, and makes 

empirical test on the model and its hypotheses. 

 

 

Key words:  the related diversification; enterprise performance; antecedents; dynamic 

capability 
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Chapter I: Introduction 

1.1 Research background and significance 

1.1.1 Research background 

Since the housing system reform starting in 1998, the real estate industry in China has entered 

a new stage of rapid development, during which the profit pattern of the enterprises were 

based on the continual rapid appreciation of the lands, and featuring long-time loose credit 

environment, low capital costs and high financial leverage for the real estate developers, it is 

called a Golden Age of the real estate industry. Since the implementation of new market-

regulating policies by the Chinese Government in 2014, it has become increasingly difficult 

for the real estate developers to just “enjoy” the benefits from land reservation and 

appreciation, and the investment returns has been relying more and more on real estate 

management and development. Currently, there are more than 60 thousand real estate 

enterprises in China, but they are generally in small scales, leading to low industrial 

concentration ratio. In many of Chinese cities (especially eastern coastal cities), where there 

are numerous real estate enterprises, with low market concentration, the market competition is 

becoming more and more intense. Besides, as real estate development is a kind of highly local 

economic activity, the market demand of real estate in each area is mainly subject to the local 

economic development level, the citizen’s income, the national and local administrative 

policies and the local consumption culture, so that it is limited in general; similarly, in a 

certain area and period, the supply of land is also limited, which requires the real estate 

enterprises to seek new development objects and find new market opportunities. Therefore, 

the increasing project costs and the decreasing profits have become one of the major 

characteristics of the market.  

With increasingly standardized and market-oriented regulation on real estate, the transparency 

in land supply and the gradual elimination of local barriers, the real estate enterprises began to 

develop rapidly; and their sizes expanded continuously, which provided the real estate 

enterprises with the conditions for cross-regional development. In November 2015, President 

Xi Jinping first proposed “supply-side structural reforms” in the 11th meeting of the Leading 

Group for Financial and Economic Affairs, in which he pointed out that “Supply-side 

structural reforms” mean to first of all improve supply quality, and then promote structural 

adjustment with reform measures, expand effective supply, enhance the flexibility of supply 

structure in adapting to the changes in demand, and to boost total factor productivity. The 

fundamental objectives of supply-side structural reforms are to moderately expand the 

aggregate demand, and in the mean time reduce the inventory, lower the costs and remedy 

defects, decrease the ineffective supply and expand the effective supply in the production 

field, improve the flexibility of the supply structure in adapting to the changes in demand, so 

that the supply system can better adapt to the changes in demand structure. As for Chinese 

real estate market, the essence of supply-side structural reforms is to firstly regulate the power 
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of government according to market orientation. It requires the government to reduce in 

diverse aspects its supply constraints on Chinese economy when formulating and 

implementing public policies, so that the natural vitality of industries and enterprises are not 

subject to the restraints of the government, which is the supply-side of public policies. 

Secondly, enterprises should be oriented to the market, understand the profound implication 

of “side”, and open up a road towards related diversification rather than the single commercial 

and residential buildings development. 

According to the market survey report released by Rand Corporate Governance Research 

Institute on October 10, 2013, in the randomly selected 300 typical real estate developers of 

various types, 84% were developing several projects at the same time; and 15% were 

developing 5 or more projects; all of the 73 listed real estate enterprises and 90% of the Level 

I and II
①
 real estate enterprises were making multi-project developments. That is to say, to 

maximize the added value and profit rate by making multi-project development has become 

an inevitable choice for the real estate developers. Consequently, many well-established 

capable large real estate enterprises have gone on the road of cross-regional cross-industry 

development, deviating from their familiar areas and realms and entering many other 

domestic economic hotspots.  

However, not every enterprise has benefited from diversification. As the real estate industry 

has obvious regional differentiation, the local differences in economic fundamental, culture 

and customs will affect the enterprises’ performance in cross-regional development; in the 

mean time, the capital advantage, the brand strength and the management capability of the 

real estate enterprises, their credibility as recorded by the governments, their management 

resources, the banks and the society will all together determines the success or failure in 

cross-regional development. Besides, the unbalanced regional economic development in 

China leads to unbalanced regional real estate market development, and thus to noticeably 

different market demand, policy environment, specific risks and applicable operational 

models in different regions. In entering a new market, the enterprise must come to understand 

the new and unfamiliar market environment, establish good relationship with the local 

government and build its brand awareness on local market, all of which represent immense 

increase in transaction and operational costs, which may offset or even exceed the gains there 

from. Therefore, the cross-regional development has both its advantages and disadvantages. 

During the diversification, the real estate enterprises show different performances: there are 

on the one hand some model enterprises like Vanke and Greenland etc., who realized 

nationwide expansion with their strength, brands and management skills, and on the other 

hand many other enterprises like Sunco etc., who withdrew from the market shortly after their 

quick expansion. Even for a single enterprise, its performance may differ due to different 

expansion speeds and methods adopted in different stages. For instance, Vanke expanded and 

entered swiftly 13 cities during 1990-1995, which increased its management radius and 

intensified its capital chain, and then Vanke adopted a timely and appropriate “minus” 

                                                 
① In China, the real estate enterprises are classified into levels I, II and III according to their registered capital and number of 

technical staff etc., so as to determine the appropriate amount of real estate development for respective enterprises.  



 

3 
 

strategy and shortened its frontline, evading itself successfully from the disastrous results of 

blind expansion.  

Therefore, in implementing the diversification strategy, the enterprises will inevitably 

encounter various internal and external risks, so that naturally the relations between 

diversification and enterprise performance have long been a hot subject of research in the 

academic circle. According to the research results, there are three schools of thought, namely, 

diversification discount, diversification premium and diversification neutrality. Taking 246 

companies as the sample, Rumelt (1974) carried out an empirical study on the relations 

between diversification and enterprise performance, and classified initially the diversification 

strategy into the related and the non-related diversification. The later researchers mostly agree 

that the related diversification is more desirable than the non-related diversification as 

demonstrated. Therefore, this dissertation chooses to deal with the related diversification, and 

tries to study the relations between the types of real estate related diversification and 

enterprise performance.  

1.1.2 Research significance 

1. Theoretical significance  

Historically, real estate industry is most visually in depression and plays an extremely 

important role in most of the world economic or financial crises. Now as the second largest 

economy, Chinese investment in real estate is 16% of its GDP, which is a situation quite 

similar to that before the Subprime Crisis in the US and the Bubble Crisis in Japan. To avoid 

the possible impact of Chinese overheated real estate industry on the world economy, the 

industry is to undergo a process of “advocating the superior and abandoning the inferior”, and 

eliminate the hidden risk factors for the enterprises. The related diversification has become an 

inevitable choice for the real estate enterprises to upgrade their core competence in the new 

situation.  

After analyzing and comparing the previous research results, this dissertation defines real 

estate related diversification, which paves the way for the subsequent research. In the studies 

on diversification, most researchers have focused on the risks and countermeasures for multi-

project expansion, while in this dissertation, through defining real estate related 

diversification, the author studies three issues respectively--the antecedents of real estate 

related diversification, the effects of the antecedents of the related diversification on 

enterprise performance and the regulating effect of dynamic capability on the relations 

between real estate related diversification and enterprise performance. Consequently they 

reveal the functioning mechanism of real estate related diversification on enterprise 

performance. The study is a supplementation and an optimization to the existing theoretical 

system of the relations between diversification strategy and enterprise performance, which has 

positive theoretical significance to the later study in the related diversification.  

2. Practical significance  
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The real estate developers will encounter lots of problems when implementing the related 

diversification. On the one hand, the related diversification will not necessarily lead to the 

expected results, which means that other factors may be involved in the relations between real 

estate related diversification and the improvement of current enterprise performance and 

competitive advantages; on the other hand, as the related diversification is a rather new 

concept, the current theoretical study on it is not deep enough, and few researches have dealt 

with the factors and functioning mechanism of real estate related diversification, not to 

mention the rarely seen empirical analyses, which leaves a blank in human knowledge about 

the relations between real estate related diversification and enterprise performance.  

This study intends to provide a useful guidance to the practice of real estate related 

diversification in China.  

First of all, the advantages of real estate related diversification lie in that it improves the real 

estate developers’ capabilities in adapting to the environment, developing differential 

products and upgrading their competence, which are effective ways for the enterprises to 

maintain their competitive edges.  

Secondly, during the related diversification process, real estate developers should pay close 

attention to the changes in major factors; and ensure the identification, utilization; 

maintenance and upgrade of their core resources and combine the strategic management with 

daily operational activities, so as to improve their performance level.  

Thirdly, following the requirements of supply-side structural reforms proposed by the Central 

Committee of the Communist Party of China, real estate developers should improve the 

diversity and quality of their products in the process of real estate related diversification 

according to the changes of market demand, so as to maintain remarkable progress in the 

context of the laws of market development. 

Finally, related diversification requires a dynamic management mechanism. According to 

Kang and Lee (2013), the dynamic capability is the guarantee business performance achieved, 

which real estate enterprises need to establish effective communicating mechanisms, flexible 

organizational structures and efficient external networks to achieve organizational 

coordination, collaboration features and value collaboration; and adjust timely the scale and 

rhythm of multi-project expansion, which could guarantee good enterprise performance.  

1.2 Research objectives and content 

1.2.1 Research objectives 

The theoretical objectives of this study are to explore the effects of real estate related 

diversification and its antecedents on enterprise performance, and analyze and verify the 

effects empirically. In particular, through literature review, it defines the concept of real estate 

related diversification, and based on that, studies the relations among real estate related 

diversification, the antecedents of the related diversification, enterprise performance and 

dynamic capability. Therefore, this research aims to solve the following problems.  
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1. The antecedents of real estate related diversification. Currently, the researchers are inclined 

to study the effects of diversification strategy on enterprise performance, and seldom explore 

the antecedents of diversification. For the sake of in-depth study on the effect of real estate 

related diversification and its antecedents on enterprise performance, it is necessary to clarify 

the components of the antecedents of real estate related diversification, and develop the 

measurement scale for the antecedents, so as to lay a solid foundation for later studies.  

2. The effect of real estate related diversification and its antecedents on enterprise 

performance. What are the effects of the antecedents of real estate related diversification? 

What are the effects of real estate related diversification on enterprise performance? This 

research will clarify them through empirical study.  

3. The regulating effect of dynamic capability on the relations between real estate related 

diversification and enterprise performance. Does real estate related diversification function 

directly on enterprise performance or in conjunction with other variables? This dissertation 

will give the answers through empirical analysis.  

1.2.2 Research content 

I. Defining the concept of real estate related diversification. Since Rumelt (1974) put forward 

the concept of the related diversification for the first time, the researchers have given their 

different definitions of the related diversification from their perspectives and research 

interests. However, there is no uniform standard till now as to the definition description and 

the conceptualization, which makes further study almost impractical. This research will 

review the definitions of the related diversification as given by the worldwide researchers; 

and give the definition of real estate related diversification from the perspective of a real 

estate developer, which would lay a foundation for the coming research.  

II. Identifying the antecedents of real estate related diversification and developing the 

measurement scale. In view of the fact that there are few researches in academic circles on the 

antecedents of the related diversification, this dissertation identifies the components of the 

antecedents of real estate related diversification through an open-ended questionnaire, 

classifies the dimensions of the antecedents, develops the measurement scale for the 

antecedents based on the existing research results, and tests its validity.  

III. Studying the relations between real estate related diversification and enterprise 

performance. This research puts forward the theoretical model and hypotheses concerning 

“the antecedents of real estate related diversification--real estate related diversification--

enterprise performance”, breaks through the current research thought focusing on “real estate 

related diversification--enterprise performance”, develops a complete and systemic model on 

the relations between real estate related diversification and enterprise performance, and then 

makes empirical analyses on the model.  

IV. Studying the regulating effect of dynamic capability on the relations between real estate 

related diversification and enterprise performance. Few researches have been done on whether 

the relations between real estate related diversification and enterprise performance are 
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affected by other variables. Therefore, this dissertation builds the correlation model--a model 

demonstrating the regulating effect of dynamic capability on the relations between real estate 

related diversification and enterprise performance, and tests it through empirical methods.  

V. Studying the risk factors of real estate related diversification and their control. The 

dissertation analyzes the risk factors of related diversification internal and external to real 

estate enterprises, suggesting different countermeasures for the situations in different stages of 

the diversification.  

1.3 Research methods and technical routes 

1.3.1 Research methods 

This dissertation centers its study on the relations between real estate related diversification 

and enterprise performance and adopts the combination of qualitative and quantitative 

researches.  

Qualitative research mainly refers to literature study and theoretical exploration. Based on the 

review on the domestic and overseas literature regarding diversification strategy, this 

dissertation identifies the components of the antecedents of real estate related diversification, 

studies the effects of real estate related diversification and its antecedents on enterprise 

performance as well as the regulating effects of dynamic capability on the relations between 

real estate related diversification and enterprise performance and then presents the hypotheses 

and builds the theoretical model.  

Quantitative research refers to questionnaire design, investigation and statistical analysis. 

Based on the research hypotheses presented above, this dissertation designs and optimizes the 

measurement scale for real estate related diversification and its variables, makes empirical 

correlation and regression analysis of the data, establishes the structural equation, develops 

the measurement scales for various concepts and tests the research hypotheses involved in the 

research model. The tools used in this research mainly include the statistical software 

LISREL8.7 and SPSSl 1.5.  

1.3.2 Technical routes 

The research process in this dissertation consists of four stages, with the technical routes as 

follows:  
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Stage I: Carrying out qualitative research on real estate related diversification, which includes 

making literature study and theoretical design, reviewing the existing studies on 

diversification strategy, defining the real estate related diversification, and identifying the 

components of the antecedents of real estate related diversification.  

Stage II: Building the research model, which includes studying the concepts of real estate 

related diversification, the antecedents of the related diversification, enterprise performance 

and dynamic capability, designing the initials of various variables, and determining the basic 

structure of measurement scale. Besides, this dissertation presents the research hypotheses on 

the relations between real estate related diversification, its antecedents and enterprise 

performance, the hypotheses on the regulating effect of dynamic capability on the relations 

between the related diversification and enterprise performance and builds the relevant 

research model.  

Stage III: Making preliminary test on the research model. To test the reliability and validity of 

the measurement scale developed as a tool, a small-range preliminary test is carried out and 
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items in the scale are refined according to the test results, so that the validity of the scale is 

guaranteed.  

Stage IV: Carrying out formal investigation. According to theoretical requirements, a large-

sample questionnaire investigation is carried out, the data collected is rearranged and analyzed 

through relevant statistical methods and also the reasonableness of the hypotheses is ensured 

through repeated fitting and modification of the research model.  

1.4 Structure of this dissertation 

This dissertation is divided into seven chapters as follows.  

In Chapter I, the background and significance of the subject and the objectives, content and 

methods of the research are introduced.  

Chapter II is the literature review, which, through rearranging and analyzing the existing 

literature, describes in detail the diversification strategy, the factors affecting the 

diversification and the relations between diversification and enterprise performance, and ends 

by discussing the problems in the research of the related diversification and defining the real 

estate related diversification.  

Chapter III is to identify the antecedents of real estate related diversification and develop the 

measurement scale. First, it discusses the factors affecting real estate related diversification 

based on questionnaire investigation and expert interview, defines various components of the 

antecedents of the related diversification. Then it determines the measurement of various 

concepts through literature study and develops the preliminary questionnaire on the 

antecedents of real estate related diversification. Secondly, through the test on the preliminary 

questionnaire, it refines the related measurement items and generates the formal questionnaire. 

Finally, through formal investigation, it carries out exploratory and confirmatory factor 

analysis on the sample data, testing the reliability and validity of the measurement scale to 

ensure the effectiveness of the measurement scale for the antecedents of real estate related 

diversification.  

Chapter IV is a study on the relations between the antecedents of real estate related 

diversification and enterprise performance. It presents the hypotheses on the effect of the 

antecedents of real estate related diversification on the relations between the related 

diversification and enterprise performance, building the theoretical model on the relations 

among real estate related diversification, the antecedents and enterprise performance. Based 

on the operational defining of various concepts, this chapter will test the reliability and 

validity of the measurement scales for real estate related diversification and enterprise 

performance; and test empirically the theoretical model and hypotheses through correlation 

analysis and structural equation.  

Chapter V studies the regulating effect of dynamic capability on the relations between real 

estate related diversification and enterprise performance. First of all, it analyzes the concept of 

dynamic capability and its action relations with real estate related diversification. Based on 

that, it presents the theoretical hypotheses on the regulating effect of dynamic capability on 
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the relations between the related diversification and enterprise performance, building the 

theoretical model. In the empirical analysis, it first establishes the measurement scale of 

dynamic capability, tests its effectiveness; then through hierarchical regression, verifies the 

regulating effect of the three dimensions of dynamic capability on the relations between real 

estate related diversification and enterprise performance.  

Chapter VI studies the risk factors of real estate related diversification and their control. First, 

the risk factors of the related diversification internal and external to the enterprises are 

presented. Then the recommended measures are given for different stages of the enterprises, 

trying to increase the enterprises’ capacities and mitigating the potential risks in each stage.  

Chapter VII discusses the contributions and limitations of this dissertation. Based on the study 

and analysis in the above six chapters, it gives the main conclusions and the innovative points 

of the study as well as the management implications of the conclusions. At last it points out 

the shortcomings of the study and the suggestions for future research.  
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Chapter II: Theoretical Basis and Literature Review 

2.1 Motive theories of multi-project diversification 

2.1.1 Resource surplus theory 

The resource surplus theory was first proposed by Penrose of Johns Hopkins University in 

1959 in her book The Theory of the Growth of the Firm. In her view, the firm is not just a 

management unit, but an aggregate of the productive resources of different uses determined 

by the management decisions over time. Therefore, making full use of the surplus resources 

of the firm becomes the basic motive for the firms to adopt diversification strategy.  

After World War II, with much intensified competition among enterprises, the highly 

specialized enterprises would face serious survival challenges. Penrose thought that to carry 

out diversification, the enterprises must meet two preconditions--the external competitive 

pressure and the internal under-used resources. Normally, the enterprises will continuously 

accumulate and possess some under-used resources in their daily operation, which provides 

the continual and strong motive for their expansion. That is, the effective use of such surplus 

resources will be an incentive to the diversification; and the enterprises will generate new 

surplus resources all the time during their diversification, which provides new space for the 

later diversification. During that process, the diversification and the surplus resources support 

and facilitate each other, and work together to enable smooth development of the enterprises.  

Afterwards, the researchers from various countries, as represented by Teece, Miller and 

Mahoney&Pandian, contributed to supplement and optimize Penrose’s theory.  

Teece (1980, 1982) supplemented Penrose’s theory from the perspective of transaction cost. 

Teece (1980) thought the enterprises would only sell or lease their surplus resources on an 

efficient market. In the initial stage, diversification just means utilizing the existing technical 

equipments and the management and marketing resources. Teece (1982) added: the existence 

of surplus and redundant universal resources is the essential condition for the enterprises to 

carry out diversification. Due to the difficulty in imitation and transference, professional 

resources, protected and utilized to create higher value, often become the core resources of the 

enterprises, which would usually go deeper and become more elaborate in certain professional 

fields and seldom make diversification. On the contrary, as universal resources are easy to 

obtain and are featured with high acceptability and low transaction costs, the enterprises can 

expand their business scopes and activities and improve the enterprise value through 

transferring the surplus universal resources. Therefore, the universal surplus resources tend to 

have higher extent of diversification. Regarding the types of resource utilization, Miller (2006) 

thought that the higher the proportion of intangible resource input, the more value the 

diversification would create. Mahoney and Pandian (1992) also demonstrated that the 

prerequisite of diversification is that there are already resources in use rather than the 

resources and surplus capacity that are never exploited. The diversification is to improve the 

http://wiki.mbalib.com/wiki/Johns_Hopkins_University


 

11 
 

potentiality of the existing resources, thus establishing new production and operation units in 

the enterprises. 

2.1.2 Market power theory 

In 1955, Edwards pointed in his book Conglomerate Bigness as a Source of Market that “The 

power possessed by the enterprises on a certain market relies on their businesses on other 

markets, so that in planning its overall strategies, the enterprises should consider their 

comprehensive strengths on multiple markets and products, rather than just seeking the 

maximum profits on a certain market.” 

Market power theory shows that the diversification derives from three kinds of forces. Firstly, 

cross subsidization, or Deep Pocket Theory. Supported by the profit from other markets, the 

enterprise may impose predatory pricing on a certain market. Secondly, mutual tolerance. 

Through diversification, the enterprises may develop certain dependence among them, and 

thus such enterprises will usually adopt a strategy of peaceful coexistence to reduce the 

intensity of competition. Thirdly, reciprocal buying. Large enterprises would establish their 

own power circle and domain through reciprocal buying, so as to exclude the entry of small 

firms.  

2.1.3 Transaction cost theory 

Transaction cost theory is a theory which studies the economic organization system through 

the way of comparative system analysis. It is proposed by Coase, a British economist, in his 

important thesis The Nature of the Firm as published in 1937. Transaction cost refers to the 

expenditure required for obtaining accurate market information and on negotiation and regular 

contracts. Theoretically, the firm is essentially one of the alternatives on the market. Whether 

the transactions are carried out on the market or within the firm is dependent on the relative 

efficiency when the two parties carry out the transaction, which is judged through the 

transaction cost. If a firm finds its internal organizational resources exchange is more efficient 

than the market exchange, it may break away from the existing boundary and adopt enterprise 

expansion.  

The transaction cost theory demonstrates essentially not the diversification, but the expansion 

mechanism of the enterprise. Enterprise expansion includes quantitative expansion, district 

expansion, vertical integration and diversification, of which diversification is a development 

strategy that enables the enterprises to have more efficient internal transaction at a certain 

state of development.  

Stluz (1990) thought the diversification strategy that enterprises adopt can activate the 

exchanges in capital, products and talents among its different businesses, which constitutes an 

internal market that offsets the frequency and uncertainty of the external transaction. The 

internal capital market created by diversification provides the conditions for low-cost 

financing, solves effectively the problem of under-investment and facilitates the enterprises in 

seizing more investment opportunities of positive net present value, thus increasing value for 

the enterprise.  
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2.1.4 Enterprise core competence theory 

Core competence is a unique capability long embodied in the nature of the firm and is able to 

maintain its competitive advantages. It supports not just the current and the past but the future 

competitive advantages of the enterprise. Also it is a self-organizing ability consisting of the 

external market competitive ability, the internal assets, skills and operational mechanism of 

the enterprise (Teece, 2003). The core competence of an enterprise is not only the 

fundamental to its survival and development, but also the source of sustainable competitive 

advantages.  

Quine and Pact (1990) indicated that the development of core products and skills in an 

enterprise is closely related to its accumulation of core competence. The technologies and 

products possessed by an enterprise is a platform established through continuous 

accumulation and learning; therefore, core competence shall also be regarded as the specialty 

of an enterprise accumulated in the previous learning and investment (Williamson, 1990). 

Patton (2003) showed that core competence is a knowledge system that yields uniqueness and 

competitive advantages to the enterprise, which is dependent on the frequent interaction 

among four dimensions, namely, skills and knowledge, technical system, management system 

and values system. Therefore, core competence is an important factor influencing the business 

boundary of an enterprise and determining how far the enterprise can go on the road of 

business expansion or diversification and to what degree and depth the expansion can go.  

2.2 Benefit theory relating to multi-project diversification 

2.2.1 Scale economies effect 

In Principles of Economics, Marshall (1938) proposed specifically and for the first time the 

concept of “economies of scale”. He used the “economies of scale” to describe the 

phenomenon of increasing returns; and thought that the increasing returns are because 

enterprises has obtained some new economies of large-scale production by expanding their 

real estates, thus increasing their production with relatively low costs. Later, from the 

perspective of an organization, Brock (1902) proposed to “replace the increasing returns with 

the organizing economies”. Coase, Williamson and Klein thought the economies of scale in 

the enterprises are due to the saving in transaction cost. Coase was the first one who studied 

the existence reasonableness of enterprises and the causes of the economies of scale following 

the method of transaction cost under market pricing mechanism. He thought that an enterprise 

tends to “expand until the extra cost of a transaction within the enterprise is equal to the cost 

of the same transaction on the open market or in another enterprise”. Williamson and Klein 

(1990) demonstrated that the occurrence or existence of the economies of scale in the 

enterprises is due to the fact that when the contracts fail to work, the vertical integration could 

eliminate or at least reduce the problem of opportunism caused by asset specificity. 

Through the combined efforts of above-mentioned researchers, the theory of the economies of 

scale is being optimized constantly. The so-called Scale Economies Effect refers to a situation 

in which the enterprises increase the input of various elements to expand their scales and 

http://wiki.mbalib.com/zh-tw/R?��H?��Coa
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consequently reduce their unit product cost, with the technical conditions remain unchanged. 

The economy of scale is reflected from the increased scale proceeds; that is, after the 

expansion in production scale, the increase in profit exceeds the speed of expansion.  

The economies of scale can be divided into the external and internal economies of scale. The 

external economies of scale refer to the effective and reasonable work division, cooperation 

and market layout between different enterprises or the different departments within an 

enterprise, aiming at sharing the risks and strengthening the competitiveness. The internal 

economies of scale refer to full utilization of the existing resources within an enterprise to 

increase the operational efficiency and reduce the production cost. Nowadays, the economies 

of scale have a new connotation referring to a situation when large enterprise groups, 

centering on the same technologies and also provides various products or services at 

appropriate times to meet the varied demands of customers on several market segments in 

order to gain relatively stable scale returns.  

2.2.2 Theory of economies of scope 

The economies of scope as a term of economics was first put forward by Teece (1980), a US 

economist, when he discussed the basic theory of efficiency in multi-product companies. 

Bailey and Panzar (1982) further demonstrated the hypothesis of the economies of scope; and 

their major contribution was analyzing the corporate economies of scope from the perspective 

of production. Rosabet (1989) thought it costs less if the company centers on the operation of 

two or more businesses than just one business, which is called the economies of scope. Robert 

(2000), also a US economist, concluded in his Micro-economics that in case the two 

enterprises are allocated the same quantity of input, the economies of scope shall exist when 

the combined output of the two enterprises exceeds the output either of them could achieve 

when they produce the same product separately. 

The economies of scope refer to the synergistic effect when several financial services are 

provided by a single institution. If with the expansion of an economic organization in its 

production and business scope, the average costs decrease and the economic benefits 

increases, then the economies of scope occur; otherwise if the average costs remain the same 

or even increase, then the diseconomies of scope occur. In multi-product production, product 

variety is limited, not the more the better. There shall always be a reasonable scope, but 

limited in integration and diversification of an enterprise. Theoretically there is always an 

optimum combination of businesses. In multi-product production, the enterprises have their 

options in product configuration. One product may not show the economies of scope to one 

enterprise, but may show it to another, or in case one product shows the economies of scope 

to both enterprises, the degree of the economies of scope may be higher in one enterprise than 

in the other.   

The economies of scope are the economies brought by the scope rather than the scale of the 

manufacturer. They can be measured by the relative total cost, which refers to the relative 

ratio between the total cost when the enterprise is engaged in several businesses and that 

when it is divided into several enterprises to be engaged in such businesses separately. The 
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reason why economies of scope exist is that the multiple businesses of the enterprise can 

share their surplus resources.  

2.2.3 Theory of coinsurance 

The enterprise diversification can spread the risks, as we have the sayings like “never put your 

eggs in the same basket” or “East outshines the west”. 

In 1952, the Nobel Prize winner Markowitz put forward the investment portfolio theory for 

the first time; and he suggested reducing the fluctuation in asset portfolio returns through 

configuring a group of assets effectively, without affecting the expected return rate. The 

operation of an enterprise may face systemic risks and non-systemic risks, with the former 

referring to the market risks caused by the general political, economic and social factors, 

which cannot be eliminated through investment diversification, and the latter referring to the 

industry-specific risks, in which situation, due to different life cycles of products and different 

elasticity of market demand, the enterprise may configure appropriately the investment 

portfolios of different products to diversify the relevant risks of the products or projects, and 

thus factually ensure and improve the overall performance of the enterprises. Based on the 

security portfolio theory of Markowitz, Caves and Stevens thought of outward direct 

investment (ODI) as a form of risk diversification, so that the basis of security portfolio 

theory can also be regarded as the basis of their theory. In Caves’ view, the “horizontal 

investment” in ODI reduces the market uncertainties through product diversification, and 

avoids the risks of simple product structure; while the “vertical investment” aims at avoiding 

the uncertainties and risks in upstream products and raw material suppliers. In Stevens’ view, 

the principle of the enterprises in risk diversification is the same as that of the individuals; that 

is, they both seek to minimize the risks under certain expected returns, although the situations 

of investment are different: the individuals mainly invest in financial assets, while the 

enterprises mainly invest in real estates and in factories and equipments located in different 

countries and regions.  

2.2.4 Synergistic effect 

As pointed out by Kanter, a Harvard University professor, the only reason for the existence of 

diversified companies is obtaining synergistic effect. The conception of synergy was first 

introduced by Ansoff, a US management strategist, to the realm of enterprise management in 

the 1960s. Synergy means that through the collaboration among business units, the enterprise 

adopting business diversification strategy realizes the overall value that exceeds the sum of 

the value created by the units separately. In Ansoff’s view, synergy means that the enterprise 

expands to a new field by matching its own capabilities with the opportunities. He also 

pointed that synergy strategy could connect the diversified businesses of the company like a 

belt. That is, by balancing appropriately the sales, operation, investment and management 

strategy, the enterprise can reconfigure its production factors, business units and 

environmental conditions efficiently. Afterwards it realizes a synergistic effect similar to 

increased returns, so that the company is able to make better use of its existing advantages 

and open new development horizons. In Corporate Strategy, Ansoff refers to synergy as one 

http://www.baidu.com/link?url=5j8kB3q4IlX1lmdWfCJVBeqOvmRDYGeq6mFxHv5FVSVdLHWeJ1Q0qt1J0n4g7J6ceVwqfYE36qRWTeB0EDTpgX413_mEelSHBUL44kNQioC7IskTk4CWiS7odI_0ygHA
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of the four elements of enterprise strategy that would link the multiple businesses like a belt, 

make the resources utilized efficiently and enable the enterprise to enter new development 

space with its advantages. 

The case studies on the diversification strategy of foreign companies have shown that 

synergistic effect shall be based on the establishment of shared brands and the utilization of 

the intangible resources of an enterprise, as the synergistic effect based on intangible 

resources like knowledge, brand and culture is not imitable for the opponents in a short period 

of time. In the diversification process, synergistic effect is mainly demonstrated by that the 

costs are reduced, the market risks scattered and the scale benefits realized through sharing of 

resources, such as labor, equipment, funds, knowledge, skills, friendship and brands. 

Compared with the non-related diversification, the enterprises adopting the strategy of the 

related diversification have more chances to achieve the synergistic effect.  

2.3 Relations between diversification strategy and enterprise performance 

Diversification strategy is a choice made by the enterprise spontaneously as guided by 

internal motivations and other external factors. The expansion targets at more sustainable 

development, with the already acquired interests of the enterprise maintained, i.e., to increase 

both the scale and the benefits. The relations between diversification strategy and enterprise 

performance has long been a topic discussed enthusiastically in the academic circle, with the 

research results directing to three different trends or theories, namely, diversification premium, 

diversification discount and diversification neutrality. The researches dealt mainly with the 

relations between diversification (the extent, types and ways) and enterprise performance.  

2.3.1 Relation between the extent of diversification and enterprise performance 

To demonstrate their relations, the researchers have used various measuring indicators of 

diversification degree and performance. 

Gort (1962) was the first who demonstrated the uncorrelation between diversification and 

enterprise performance. In his Diversification and Integration in American Industry, he took 

111 US corporations, during 1947-1957, as the research samples to measure the extent of 

diversification via the number of industries that the companies were involved in and the 

specialization ratio. Finally, it concluded that there is no significant correlation between 

diversification and profit rate. Thereby he became the pioneer in studying the enterprise 

diversification on the basis of mathematical statistic analysis.  

Rhoades (1973) found in his study that there is positive correlation between specialization 

ratio and gross profit margin. More empirical studies showed that the increase in the extent of 

diversification may reduce the enterprise performance.  

Berger and Ofek (1995) made the necessity study on the should-be total value of the business 

units and the actual corporate value of the sample enterprises during 1986-1991, and the 

results showed that diversification caused 13-15% loss on average to those companies, based 

on which they pointed out that the main reasons were the two problems existing in the 

enterprises, i.e., over-investment and cross-subsidization. 
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Khanna and Palepu (2000) studied the financial performance of Indian enterprises, and found 

that with the increase in the extent of diversification, the accounting performance of the 

enterprises and the responses on stock markets decreased, while when the diversification 

reached a high degree, the results were the other way around.  

2.3.2 Relations between the types of diversification and enterprise performance 

Regarding the types of diversification strategy, Rumelt (1974) carried out an empirical study 

on 246 companies and concluded after analysis that the related diversification is superior to 

the non-related diversification. 

However, some other studies have totally different conclusions. For instance, Michel  and  

Shaked (1984) studied the stock prices of 51 companies ranking the Fortune Global 500 

during 1975～1981, and found the companies adopting the non-related diversification had 

better performance than those basically adopting the related diversification.  

K.PalePu (1985) used Entropy Value method to study the relations between diversification 

and enterprise performance. Before him, due to the merit of Entropy Value that it can divide 

the general diversification into the related diversification and the non-related diversification, it 

had already been popular in the academic circle.
 

2.3.3 Relations between the ways of diversification and enterprise performance 

The ways of diversification mainly include the internal diversification and the external 

diversification. The study made by Weston and Mansinghka (1971) showed that in 

diversification the internal market of an enterprise is able to allocate the resources more 

efficiently and when the efficiency of the external market decreases and the enterprise 

managers possess more information, the allocation on the internal market reduces the 

transaction costs of resource configuration substantially.  

Bigadike (1979) found after study that when the diversification to a new industry is realized 

through internal development, the enterprises will suffer losses in the first 4 years, but will 

gain net inflow in the 8
th

 year on average.  

Lamont  and  Anderson (1985) found after study that the enterprises of diversification realized 

through internal development have higher ROA (return on assets) than the enterprises of 

diversification through mergers and acquisitions, while there is no significant difference on 

ROE (return on equity) and ROI (return on investment).  

Hubbard and Paua (1999) studied 392 mergers occurring in 1961-1970 adopting the critical 

incident method, finding that the enterprises of merger obtained excess earnings, and that the 

problem of information asymmetry can be solved effectively on internal capital market.  

2.4 Researches on real estate related diversification 

2.4.1 The related diversification 

Wrigley (1970) suggested using the ratio between the annual sales revenue from the dominant 

category of the products and the total annual sales revenue of the enterprise to measure the 
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extent of diversification; and classified the enterprise diversification into four types, namely 

the enterprises of a single product, of dominant products, of the related diversification and of 

the non-related diversification. The related diversification strategy means that the enterprise in 

question is correlated to the product domain it enters either on technology, marketing, 

management or consumer. The non-related diversification means that the diversification 

carried out by the enterprise is not correlated to its technologies and capabilities, except in 

finance. 

In the 1990s, Chinese enterprises often adopted the non-related diversification as a strategy to 

reduce the operational risks, entering the current market fields blindly. With the entry of a 

number of companies, product competition was fierce and the marketplace became saturated 

in a short while. Many enterprises had to withdraw from the marketplace, so that the 

seemingly profitable diversification at the beginning failed in the end, the reason of which lies 

in that the enterprises took market opportunities as the strategic starting point and adopted the 

non-related diversification by neglecting the related diversification.  

The strategy of the related diversification at the company level is a strategy taken 

intentionally to strengthen or stretch the existing resources, capabilities and core competence, 

so as to seek continual competitive advantages. The “related” in the related diversification 

refers to the similarity in technologies, customer characteristics, sales channels, management 

skills or products. There are two kinds of criteria. One is the objective ones, such as SIC 

(standard industrial code), which assumes that if two assets have the same SIC, they should 

have the same resource investment and similar production mechanism. The other is the 

subjective ones, which recognizes the correlation only when there are the same skills, 

resources, markets or objectives among the businesses.  

Rumelt (1974) divided the related diversification into intensive diversification and extensive 

diversification, differentiating them into two parts. Intensive diversification means that most 

of the enterprise businesses share the same certain skills (such as the abilities in research, 

operation or marketing), while in extensive diversification, there is a superposition relation 

among the businesses, which means that although the new businesses are based on the 

previous business activities, the business activities in the end actually lack relevant correlation 

to the previous ones.  

To summarize, the related diversification is an extension of the enterprise’s core competence. 

Core competence refers to the cumulative knowledge of an organization, especially the 

knowledge concerning coordinating different production skills and linking multiple technical 

flows. Core competence has four characteristics, namely, system conformity, value, 

uniqueness and dynamism. Generally speaking, related diversification is closely attached to 

core competence. In most people’s view, diversified operation can scatter the risks and bring 

the economies of scope, but there must be some preconditions; that is, only the related 

diversification based on core competence can truly demonstrate the overflow effect of core 

competence, and benefit the enterprise by risk scattering and the economies of scope. Most 

researchers agree that the core competence of an enterprise functions as the tool for opening 
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the potential markets for various products and exploiting new industrial fields. During the 

related diversification, the enterprise uses its existing technologies and skills to expand from 

its core competence into new product domain. It is able to have strong competitive advantages 

in the new market, based on which the enterprise acquires its market share. In this way, not 

only the business scope of the enterprise is expanded, but the original industrial added value 

increased.  

Facing the increasingly fierce market competition, to ensure steady development and strong 

foothold, the Chinese private enterprises must adopt the related diversification as the strategy, 

which is because of the following:  

(1) The current situation requires the private enterprises to enlarge their development space 

continuously. In this globe of fierce competition, none of the industries can guarantee its long-

time high profit. To develop itself, an enterprise must find new profitable fields now and then; 

and the related diversification gives the opportunities. There is much space for the enterprise 

to develop in the fields relating to its major business.   

(2) The current situation of Chinese private enterprises is adaptable to the related 

diversification. Chinese private enterprises mostly started from small businesses and have 

acquired neither the superior core abilities nor the quality human resources to implement the 

strategy of the related diversification. However, the current market competition requires them 

to develop and increase their economic strength; therefore, the private enterprises shall seek 

further development in the related industrial fields after their major businesses grow strong 

and stabilized.   

(3) The related diversification may have synergistic effect. After the enterprise enters the 

fields relating to its major business, the gap between the knowledge and experiences needed 

and those already acquired is rather small, so that the enterprise will soon grasp them. 

Moreover, the financial and human resources of the enterprise will have the economies of 

scale. The capital and manpower can also be made use of more efficiently in the major 

businesses as well as in the related industrial fields, which thus leads to the effect of 1+1>2. 

After entering the related product domain, the enterprise may further use the synergistic effect 

to establish its competitive edge.  

(4) The adoption of the related diversification has brought tremendous results. Both the 

Disneyland of the US and the Midea and Vatti of China has successfully adopted the related 

diversification. As a saying goes, “the counterpart’s good example can be used to remedy 

one’s own defects”; therefore, the successful experiences of such enterprises will be helpful to 

Chinese start-up private enterprises.  

2.4.2 Real estate related diversification 

1. Theoretical connotation 

In the theory of the related diversification, “correlation” means the enterprise’s expanding the 

existing products and markets in a certain scope. The technical correlation means that 

although the enterprises make the products of various uses, there is some technical connection 
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among them regarding R&D or manufacturing; the marketing correlation means that the 

products of the enterprise are closely related in the course of marketing. 

As one of the pillars of the national economy, real estate industry involves a number of 

related industries and widespread stakeholders. The rather long industrial chain leads to its 

strong market interdependence, so that the industrial sectors like material supply, design & 

construction, advertising, decoration and property management and relevant technologies 

become the indispensable and unique core resources of real estate enterprises. Therefore, the 

most crucial product or technology of real estate enterprises shall be the development of real 

estate. Based on this core technology and function, the real estate enterprises can carry out a 

series of related diversification. For instance: 1) Hotel industry. With the existing resources, 

real estate enterprise may build and decorate the hotels, introduce the hotel management 

techniques in the operation, and develop property hotels; 2) Tourism. The enterprise may 

scheme, design and establish tourist resorts based on its existing scheming and designing 

resources, build up the supporting facilities like the visitor center using its architectural 

resources, and develop tourism real estate; 3) Education industry. With its ready techniques 

and conditions, real estate enterprise is in a good position to build a good campus, fulfill the 

related formalities required for a school, recruit the management team to do the teaching, then 

developing educational real estate after the campus and educational resources are established.  

To summarize, real estate related diversification in this dissertation refers to the expansion 

activities carried out by the real estate enterprises to develop in other related industries with 

their existing resources or technologies, aiming at seeking strategic competitive advantages.  

2. Necessity  

(1) Serious challenges faced on the traditional housing market 

About 20 years after the nominal establishment of Chinese real estate market in 1998, the real 

estate industry has now entered a new stage. As a researcher once said, with the change in 

population structure, Chinese housing prices will cease to grow rapidly after 2015, and the 

overall housing prices will tend to decrease. There are also researchers pointing out that with 

the transformation of Chinese economic development pattern, especially in the major hub 

cities in Eastern China, urbanization will become a driving force in economic development 

and real estate industry will play a major part of the process.  

In 2014, the sold area of houses nationwide was 1.206 billion square meters, decreasing by 

7.6% than the year before, which was the first time since 2009. In the mean time, the area of 

houses to be sold has been at record highs. From 2005 to 2009, the area of houses to be sold 

nationwide was below 0.2 billion square meters; while since 2011, the number has been 

soaring, with an annual growth rate beyond 25%; in 2014, the area of houses to be sold 

nationwide exceeded 0.6 billion square meters; reaching 0.622 billion square meters (see 

Figure 1). In fact, in the first half of 2015, the sold area of houses nationwide was 0.503 

billion square meters, increasing by 3.9% than the corresponding period of 2014. The sale of 

commercial houses nationwide was 3.43 trillion Yuan, increasing by 10.0% than the 
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corresponding period of 2014. In contrast, in the first half of 2015, the area of houses to be 

sold nationwide increased by 20.8% (35.69 million square meters) than the corresponding 

period of 2014, reaching 0.657 billion square meters in total. In the mean time, from 2010 to 

2014, the newly started construction of government-subsidized housing in cities accumulated 

to 38.20 million houses, and the already finished government-subsidized housing accumulated 

to 24.58 million sets, which solves the housing problems for a great number of urban middle 

and low income population. Based on the average area of 70 square meters per set for 

government-subsidized urban housing,
②
 from 2010 to 2014, the newly started construction of 

such housing accumulated to 2.674 billion square meters, equals to 29.3% of the newly 

started housing construction in China in the corresponding period. After the construction of a 

great amount of government-subsidized housing, some of such housing has remained 

unoccupied or unused in some areas, which are partly due to that the construction of the 

settlement housing for relocation households has exceeded the demand, so that there is a 

surplus housing supply in the local areas with dense distribution of relocation households. 

Therefore, both the commercial housing and the government-subsidized housing are facing 

the serious problem of high inventory, and the sale of traditional housing property targeting at 

the so-called rigid demand will be confronted with unprecedented difficulties.  

Moreover, with the flooding-in of foreign and private capital and the high-profile entering of 

foreign, Taiwan and Hong Kong real estate developers, the development of Chinese real 

estate industry has been accelerated and the competition in the whole sector intensified. Real 

estate project is featured with huge investment, long cycle, high risks, heavy financing 

pressure and the difficulty in finding the balance between demand and supply. In recent years, 

some changes have occurred to Chinese real estate industry, such as the issuance of No.121 

document
③
 by the central bank, the increase in interest rates, the issuance of the so-called “six 

governmental suggestions” and “eight governmental suggestions”,
④
 and also the banks’ 

tightened financial policies on real estate loans, which further added to the financing pressure 

of real estate enterprises. Although the introduction of new financial products, such as real 

estate trust, housing financial bonds and mortgage-backed securitization (MBS), has made 

useful exploration in the development of real estate financial market, due to the national 

macroscopic regulation and the tightened bank credit in real estate, the real estate industry is 

currently facing a lack of capital, impeded capital-raising channels and low-quality overall 

capital operation. In a word, the real estate enterprises are now having few financing channels 

and facing increased financing pressure.   

(2) Opportunities to real estate industry brought by related industrial convergence 

○1  Tourism estate. Researches show that when the per capita GDP of a country or region 

reaches USD 3000, it means that the society has entered the stage featuring rapid 

development of leisure and vacation market. According to its per capita GDP in 2010 (USD 

                                                 
② The low-rent housing provided by the government to the urban low-income families. 

③ No. [2003] 121 document--Notice on Further Strengthening the Real Estate Credit Control as issued by the People’s Bank 

of China. 

④ The policies on regulating the real estate market as released by the nine ministries and commissions under the State 

Council in 2006 and 2011 respectively.  
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4461), China has entered such a stage. In 2008, the National Tourism Administration 

publicized the Citizen’s Leisure Planning, pushing leisure tourism to a new development level; 

on the other hand, with the social development, the improvement of living standard, the 

increase in people’s free time and the optimization of social security system, people now have 

increasing demand on leisure tourism, and the tourist consumption has been developing 

toward a higher level. At present, the number of Chinese outbound and inbound tourists ranks 

No.4 and the foreign currency earnings from tourism rank No.5 of the world, and as estimated, 

till 2020 China will become the No.1 tourism destination country. Therefore, Chinese tourism 

has a promising future and is becoming an increasingly important sector in the national 

economy.   

Tourism and real estate are industries of high added value and are highly correlated and 

tourism property is a new type of business combining tourism and real estate. On the one 

hand, with the thriving of tourism, the tourist consumption is transiting from the traditional 

sight-seeing to leisure-oriented vacation and many tourist cities and the large and medium-

sized coastal cities need to activate the assets on the vicinity vacant houses and improve the 

proceeds. On the other hand, as the traditional real estate market is becoming saturated, its 

incorporation with tourism will be helpful to increasing the product added value and the 

profits, reduce the risks and improve the enterprise’s core competence. With the inter-city 

shuttling flights and the mass-transit inter-city speed railway, the distance between cities is 

shortened or even roughly disappears and the convenient traffic provides an important 

infrastructure for the rise of tourism estate. Facing such a situation, the real estate enterprises 

entered the tourism industrial projects, which helped to form the tide of tourism-related real 

estate projects centering on the themes of leisure and healthcare and has become a growth 

point in the new round of economic development in China and a new realm for real estate 

investment.  

○2  Endowment estate. According to the international criteria for an aged society (the number 

of the elderly aging beyond 60 years exceeds 10% or the number of the elderly aging beyond 

65 years exceeds 7% in the whole population), China has already become an aged society 

since 1999. Till the end of 2013, the elderly people aging beyond 60 years in China reached 

0.202 billion, in 14.8% of the whole population. According to the forecast in Table 1.1, China 

is to enter the stage of severe aging in 2050.  

Table 2. 1Chinese Aging Population (1953-2050) 

Year Gross population 

(billion)) 

Above 60 

years old (%) 

Above 65 

years old (%) 

Above 80 

years old (%) 

Average life 

expectancy  

Median age 

1953 0.567 7.3 4.4 0.3 55.0 22.7 

1964 0.696 6.1 3.6 0.3 61.8 20.2 

1982 1.004 7.4 4.9 0.5 67.9 22.9 
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1990 1.131 8.6 5.6 0.7 69.2 25.3 

2000 1.266 10.3 7.0 0.9 71.2 30.1 

2010 1.361 12.7 8.5 1.5 73.0 34.5 

2020 1.433 17.0 12.0 1.9 75.0 37.0 

2030 1.444 24.1 16.3 2.7 77.0 40.5 

2040 1.429 27.6 22.0 4.1 78.0 43.0 

2050 1.373 31.3 23.2 6.6 80.0 43.5 

Different from the aging situation in the developed countries, the family planning policy of 

China shall be the main cause for the early arrival of an aging population and apparently the 

society tends to become aged before it becomes economically self-sufficient, which brings 

much pressure to Chinese social and economic development and social security system. As 

data indicates, China now has 3.50 million beds in the nursing homes, while according to the 

Guo Fa [2013] No.35 State Council document, till 2020 the nationwide beds in the nursing 

homes must reach 35-40 per each 1000 elderly people, totaling 8.50-9.72 million beds, which 

indicates a great gap. Besides, due to the ill-structured age distribution, the proportion of the 

elderly in the whole population has been increasing yearly and the family structure of 

“4+2+1”is now normally seen,
⑤
 representing a large number of nest-empty elderly, which has 

led to unbalanced regional aging, serious inversion between urban and rural areas and the lack 

of modernization to support an aged society.  

 

 

 

 

 

 

 

 

Figure 2. 1Growth trend of Chinese aging population (Statistics source: State Statistics 

Bureau) 

The increase in the number of aging population will demand the services for people, such as 

the endowment services in health care, leisure & fitting, nursing, mental consolation, daily 

care, housekeeping, entertainment, elderly housing, palliative care and burial. The endowment 

                                                 
⑤ The family pattern consisting of “4 elderly, 2 parents and 1 child”.  

Left axis: Population over 65 years old 

 (ten thousand) 

Right axis: Percentage of total population (%) 
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industry is a new type of industry with the endowment estates as the vehicle and expanding to 

the endowment services catering to the elderly, consisting of the industrial aspects of finance, 

healthcare, nursing, insurance and real estate. Currently, home-based care, community 

support and institution support for the elderly are the basic forms of endowment service in 

China and the endowment estate shall be an effective way of integrating these three. The 

endowment estate centers on the elderly-oriented buildings and adopts all-round operation, 

integrating real estate development, business management and nursing services; and 

incorporating the functions of residence, catering, fitting, leisure and healthcare. Compared to 

other real estate products, endowment estate has the advantages in adapting to the life of the 

elderly, meeting their socializing needs and conforming to their emotional and physical 

characteristics. Facing the increasingly serious problem of an aging population, the arising 

and development of endowment estate will provide infrastructure guarantee for the life of the 

elderly and supply new options and methods for effective solution to the social retirement 

issues. 

Besides, there are also newly emerging forms like education estate, farm estate and sports 

estate, which integrate the real estate and other related industries, supplementing and 

supporting each other, through which the enterprises will make the best of the immense 

market potential and achieve further development.  

(3) The related diversification benefiting the further development of core competence.  

○1 Being helpful to reducing the operational costs and the barrier of a new product domain. 

The related diversification enables the project departments under the real estate enterprise to 

act together, such as the unified tender and procurement, the sharing of R&D resources, the 

sharing of engineering construction resources, the joint marketing scheme and management 

information system, the coordination in operational process and the cross selling, so as to 

reduce the operational costs and enlarge the brand influence of the enterprise. Moreover, as J. 

Carlos Jarillo says in his Strategic Logic, “For an industry without the protection of entry 

barrier, there is no such thing as long-run profit”. We can also conclude that for an industry 

maintaining its profitability in a long-term equilibrium, there must be some entry barriers, 

which may include the demand in price, scale and technology that can prevent the entry of 

newcomers. If the industry the enterprise expands to is not related to itself, the existing 

competitive advantage of the enterprise will not be transplanted to the new field and the 

expansion may disperse the enterprise’ resources, increasing the operational length and costs 

and add to the business risks. In this sense, to adopt the strategy of the related diversification, 

the enterprise shall make full use of its existing competitive advantages, such as in 

technologies, capital, human resources and management information system, which will help 

to reduce the entry barrier, guarantee the operating profits and realize successful 

diversification.  

○2 Realizing strategic cooperation through joint efforts. The sources of strategic cooperation 

are many, such as the technical sharing among departments, common labor skills, common 

supplier and raw material source, possibility in joint production of parts or components, 

https://www.baidu.com/link?url=dy0RrbDTCGER14atW4_wu66UHyKLJTQ9plqAIBqBBEk4xvYmuVEp9XqIpA9zXWFm4jAMrTVjPO42PYrwQ6BTixn-owp-6ccDUEUIYyUF97M-mCerWHjy0BmtvPv3m14bJYRLHj9zk7-U5wIZu5h4kQ6zuGEyPZV478SPp_jeCfJgoL6yWD4ctzuBOYktxNj6&wd=&eqid=83150afd000156dc00000005561e0368
https://www.baidu.com/link?url=dy0RrbDTCGER14atW4_wu66UHyKLJTQ9plqAIBqBBEk4xvYmuVEp9XqIpA9zXWFm4jAMrTVjPO42PYrwQ6BTixn-owp-6ccDUEUIYyUF97M-mCerWHjy0BmtvPv3m14bJYRLHj9zk7-U5wIZu5h4kQ6zuGEyPZV478SPp_jeCfJgoL6yWD4ctzuBOYktxNj6&wd=&eqid=83150afd000156dc00000005561e0368
https://www.baidu.com/link?url=dy0RrbDTCGER14atW4_wu66UHyKLJTQ9plqAIBqBBEk4xvYmuVEp9XqIpA9zXWFm4jAMrTVjPO42PYrwQ6BTixn-owp-6ccDUEUIYyUF97M-mCerWHjy0BmtvPv3m14bJYRLHj9zk7-U5wIZu5h4kQ6zuGEyPZV478SPp_jeCfJgoL6yWD4ctzuBOYktxNj6&wd=&eqid=83150afd000156dc00000005561e0368
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similar industrial process or management knowhow, dependence on the same markets or 

transaction skills, shared sales force, adoption of the same group of wholesalers or retailers 

and shared after-sale services, all of which mean cost savings, efficiency and transfer of 

technologies and skills, which are the major ways of obtaining competitive advantages. The 

implementation of the related diversification strategy may result in the following strategic 

cooperation: 1) Market-related cooperation, which means to promote different products to the 

same group of consumers, adopt the same suppliers or retailers and possess similar markets or 

incentives, through which the cost chains of different activities are combined, and thus the 

effects of market-related strategic cooperation demonstrated. Besides, the reputation, 

trademarks and advertising skills of a company can move from one product (business) to 

another product (business). 2) Operational or technical cooperation. There is operational 

cooperation among different businesses, such as: the economy brought by combined large-

scale operation of different businesses (economies of scale), and the economy brought by the 

joint operation of different tasks (economies of scope); the “technology tree” adopted by 

Borther (a Japanese company) in the related diversification, meaning to apply the technology 

(small motor technology) developed in one industry to another industry (small electric 

appliance and electric typewriter), which realizes the cooperation in operation and technology. 

3) Management cooperation. Business units are basically the same at the management and 

operation levels, such as the management information system shared in a company.  

The related diversification is a relatively simple and safe diversification, and was once 

popular with many world renowned enterprises in the Western Countries during the 1950s 

and the 1960s. Researches show that the related diversifications have been generally 

successful, while the non-related diversifications have mostly failed. In particular, the Walt 

Disney Company is a successful example. Following Walt Disney’s success in the animated 

cartoon Mickey Mouse and Donald Duck, he adopted the related diversification successfully 

by introducing the cartoon book series and children’s clothing to the market, and established 

the famous Disneyland. Through this way, his company gained the synergistic effect with the 

input from its core competence and the sharing of resources, which consequently resulted in 

further development of the company.  

It can be seen from the above analysis that it is sensible for real estate enterprises to adopt the 

related diversification strategy at the present stage.  

3. Case Study  

Chongqing South Group Co., Ltd. was established in 1989 as one of the earliest companies 

involved in real estate development in Chongqing and has ranked the top 500 for many 

successive years in Chinese private enterprises.  

In 1993, South Group began to enter the real estate industry and built ten South Garden 

communities, which became a well-known residential area for the middle class population of 

Chongqing at that time. Then, South Group developed the residential estates including eight 

South Sun-green communities, seven South Newtown communities and South Cambridge 

Europe-style garden houses.  
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Together with South Garden residence communities, South Garden Hotel (3-star) and later 

South Carlton Hotel (5-star) were also built, with the latter becoming the then landmark 

building of Jiulongpo District of Chongqing, receiving many domestic and overseas 

superstars and hosting a number of domestic and international grand activities, such as the 

global sourcing fair, the Asian Cup and the Asian-Pacific City Summit, and thus establishing 

its status as a well-known brand in Chongqing’s hotel industry. The South Lakeside Hotel, 

South Carlton 7-Star Hotel and Carlton Huanglian Hotel, which are now in construction, will 

carry on the brilliance of South Group’s hotel family.  

In 2001, South Group invested 0.7 billion Yuan to establish Chongqing Nanfang Translators 

College (CNTC) of SISU. The campus is located at Huixing, Yubei District, the core of 

Liangjiang New Area of Chongqing, which is a national-level development zone. The college 

has a constructed building area of more than 420 thousand square meters. Devoted to 

cultivating the application-oriented versatile talents featuring “proficiency in foreign 

languages, excellence in professional fields and focus on practice”, it offers about 40 majors 

and orientations and enrolls more than 13,000 students from 31 provinces (autonomous 

regions, municipalities) in China. The college has also been authenticated by the Ministry of 

Education as an independent undergraduate college, with the qualification of conferring 

bachelor’s degrees. Based on this perfect educational resource, in 2010, South Group built the 

1.6 million square meter elite whole-education urban community complex--South Rose City, 

which aggregates Sanse Kindergarten, Singapore Buzan Montessori International 

Kindergarten, Yubei Rose City Experimental Primary School, Chongqing Zhongjia 

International Middle School and CNTC to establish the educational bodies from kindergarten 

to primary school, middle school and college, so that South Rose City has opened an era of 

whole-education real estate in Chongqing.  

In the new period, South Group is promoting vigorously the “Going-out” strategy and the 

transformation and upgrading, trying to improve the architectural quality and the people’s 

living standard. Currently, South Group is building the tourism estates in Wenchang of 

Hainan Province, Kunming of Yunnan Province and Tongzi of Guizhou Province, and the 

real estate complex integrating tourism and commerce in Qijiang of Chongqing.  

In particular, in Tongzi County of Guizhou Province, South Group invested 6 billion Yuan to 

build a Yellowstone Park according to AAAAA tourist resort standard, which will be a high-

profile leisure & vacation complex integrating a 5-star hotel, a Yellowstone Happy Cave, a 

primeval forest, a 1000-mu grassland, the Silver River drifting, a health center, recreational 

facilities and Huanglian Temple. The project was included in the 100 key tourism projects of 

Guizhou in 2013. Compared to other projects adjacent to Chongqing, Guizhou Yellowstone 

Park has the inherent resource advantages: firstly, it is located at the north of Tongzi County 

of Guizhou Province, known as the “Door of North Guizhou” and the “Gateway from 

Chongqing to Guizhou”, and it is adjacent to Nanchuan District and Qijiang District of 

Chongqing to the north, and Zunyi and Guiyang cities to the south, so that it will be a tourist 

resort closest to Chongqing and with most unique natural resources; secondly, it has an 

average elevation of 1600m, with cool, moderate summer adaptable to summer vacation and 
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with abundant snow for skiing in winter .  

In 2010, South Group signed an Investment Agreement with Tongzi County government, 

planning to complete the construction in three stages:  

Stage I: 2013-2016 

Start the tourism projects of Yellowstone Park Happy Cave, primeval forest exploration, 

Silver River valley drifting and Houshen Stream ecological tourism, start the cultural projects 

of 5-star Carlton Huanglian Hotel and Huanglian Town, and build the Happy Cave into an 

AAAA tourist attraction, with the expected yearly reception of 0.5 million visitors.  

Stage II: 2017-2020 

Start the natural attraction projects of valley travel (Moon River, Xiangji River), Happy Cave, 

Sports Park and 60,000 mu bamboo forest for leisure travel; build the 9 cultural attractions 

including Revolutionary Red Tourism; besides, participate actively in developing local 

characteristic ecological green industry, and for the needs of Socialism New Countryside 

construction, establish star farmhouses, so as to increase the employment of local farmers. As 

expected, the yearly reception after construction will reach 2.5 million visitors, and the tourist 

resort will meet the AAAAA standard till 2018.  

Stage III: 2021-2023 

Optimize the product structure, and exploit new natural and cultural attractions. With the 

expected yearly reception of 4 million visitors, the project will be built into an AAAAA 

tourist resort till 2020.  

To sum up, South Group started from residence real estate development, and then turned to 

build hotels, schools and tourist attractions, representing commercial estates, educational 

estates and tourism estates respectively. Although the company’s real estate products are 

abundant and varied and is continuously stretching, its operation has always focused on a 

mainline--real estate development, which has been backed by its technologies, knowledge and 

human resources, and the related diversification of the company is based on the market 

situation, which best explains the real meaning of real estate related diversification.  

2.4.3 Analyzing the influencing factors of real estate related diversification 

1. Institutional factor 

The characteristics of real estate industry determine that real estate enterprises are much 

affected by the external factors. The importance the governments of various levels attach to 

the real estate industry, the change in the consumers’ habits and the tightening or loosening of 

financial policies will all have effects on the diversification strategies of real estate enterprises 

at the institutional level.  

The theoretical circle generally admits the uniqueness of the emerging economies’ 

environment. North (1971) and Harold Demsetz (1988) focused their attention on analyzing 

the enterprise expansion from the institutional perspective. They thought that only the 
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technical innovation driven by institutional innovation can be the source of enterprise 

expansion. Aulakh (2000) expounded that the emerging economies have the tradition of 

protecting themselves, while the state-owned enterprises control the national economic 

lifeline. Through the study on the emerging economies companies (EEC), Luo (2011) 

outlined the features of the emerging economies’ environment faced by the enterprises from 

the perspectives of society, technology, organization, institution and market. He pointed out 

that in the emerging economies, there is a lack of protection on intellectual properties, 

technical norms and the legal sanction on brand copycats, meaning some kind of 

entrepreneurial orientation and herd effect.  

2. Internal governance factor of enterprise 

Internal factor is the primary reason for the evolution of things. In the related diversification, 

the competitiveness of real estate enterprise determines the extent and success of the 

expansion.   

Hambrick and Mason (1984) discussed the bounded rationality of the top management and 

the complexity of strategic decision making and thought that the top management will make 

strategic choices based on their knowledge and values. Chen Zhijun and Wang Bendong 

(2008) inherited this view, indicating that the owner and the top management are often the 

same one and the entrepreneurs have never exited from the top management, so that the 

entrepreneurs are the decision makers for strategic choices and the company strategies are to a 

great degree a reflection of the entrepreneurs’ values and knowledge.  

Cooper (1989) thought the related experiences and resources of expansion are an important 

guarantee to the strategic expansion of the enterprises; and the scale of the enterprises will 

affect their capacity in expansion.  

Shleifer and Vishny (1990) pointed out that the investment requiring special abilities, such as 

personal emolument and power and reputation, can guarantee the status of the management in 

the enterprise, thus influencing the enterprise’s decision in diversification. Therefore, the 

equity structure is one of the key factors influencing the diversification.  

Kotte (1992) pointed out in Corporate Culture and Performance that the corporate culture has 

significant effect on the long-term performance of the enterprises and in the future the 

corporate culture is likely to become a key factor determining the prosperity of the enterprises.  

Li Yuanxu (1999) selected and analyzed 20 indices covering the capabilities of the enterprises 

in expansion adaptation, expansion activity, strategic expansion and expansion potential and 

established the evaluation system for enterprise expansion capability.  

Meng Xianchang (2001) regarded management & organization, entrepreneur human resources, 

technology & technical advancement, enterprise system and capital & its accumulation as the 

influencing factors for the enterprise strategic expansion. He concluded after analysis that 

capital and its accumulation are the leading factors affecting the expansion activities and the 

implementation and continuity of enterprise expansion are dependent on the supply of capital 

and the breakaway from capital constraint.  
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Chapter III: Identifying the Antecedents of Real Estate Related 

Diversification and Developing the Measurement Scale 

3.1 Identifying the antecedents of real estate related diversification 

3.1.1 Research methods 

As real estate related diversification is a complex synthetic system, it requires systematic 

analysis and study to explore and identify real estate related diversification. To find out the 

influencing factors of real estate related diversification in a comprehensive and objective 

manner, this research intends to adopt the ways of questionnaire and field interview. In view 

of the research content and objectives, this dissertation will try to obtain the preliminary ideas 

of the enterprises on real estate related diversification through questionnaire survey; on that 

basis, carry out an in-depth study supplemented by expert interviews.  

3.1.2 Research process 

The questionnaire in this research will be done as follows. First, the definition of real estate 

related diversification is given in the first part of the questionnaire, so as to enable the 

respondents to understand the meaning of real estate related diversification. In the second part, 

an open-ended questionnaire is delivered to the enterprises for them to understand the 

influencing factors of real estate related diversification. During the process, considering the 

objectives and the actual situation of the author, this research takes 30 real estate enterprises 

located in Chongqing, Chengdu and Guiyang as the objects of investigation. It distributes 89 

sets of questionnaire during September-October 2014, with 64 valid sets (82.1%) in the 78 

sets returned. In the questionnaire, the respondents are required to list at least 3 “major 

influencing factors of real estate related diversification” in the sequence of importance, as is 

detailed in Appendix A.  

Another way of investigation in this research is interview. The author conducts in-depth 

interviews on 4 real estate enterprises in Chongqing and Guiyang. First, in the initial stage, 

the top management of two real estate enterprises is selected to receive an interview, with the 

theme of investigating the influencing factors of real estate related diversification, and the 

interviews cover two questions: 1) What factors will influence real estate related 

diversification? 2) To what degree will such factors influence real estate related 

diversification? The interviews are based on the saturation principle; that is, the investigator 

may end the interview as long as he or she judges there will be no new information to come.  

After the end of open-ended questionnaire and in-depth interviews, the collected 182 results 

relating to the antecedents of real estate related diversification are analyzed, statistics on the 

internal and external influencing factors are made and the components of the antecedents of 

real estate related diversification are identified, as indicated in Table 3.1.  

Table 3. 1Investigation results on antecedents of real estate related diversification 
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External factors Frequency Internal factors Frequency 

Customer demand 59 management and 

organizational structure 

60 

Policy support 52 Capital strength 58 

Competitive intensity 46 Human resources 55 

Financial guarantee 24 Corporate culture 15 

Market positioning 7 Strategic planning 10 

Cultural difference 7 Coordination 8 

Others 5 Others 3 

To increase the appropriateness in determining the components of antecedents, the research 

group also carries out the qualitative test. First, the above-mentioned items are read and 

comprehended independently by three doctoral students of the research group specializing in 

corporate strategic management, the items of vague expression deleted, the items of 

overlapping connotation combined and finally consensus reached on all the categories and 

classifications. Besides, three strategic management experts are invited to be the judges and 

the specific connotation of real estate related diversification and the dimensions of the 

antecedents of real estate related diversification are explained to them, so that they are left to 

judge the appropriateness of dimension classification independently, and make corrections 

accordingly.  

To facilitate the study, this research takes the elements of the statistical frequency exceeding 

50% as the objects, namely the six factors including customer demand, policy support, 

competitive intensity, management & organizational structure, capital strength and human 

resources. According to the statistical results, these elements are within 80% of the whole 

investigation results, so that they represent the major components of the antecedents of real 

estate related diversification.  

3.2 Constitution and connotation of the antecedents of real estate related diversification 

3.2.1 Theoretical analysis of the antecedents of real estate related diversification 

According to the field theory regarding the expansion of real estate enterprises, if government 

activity field, consumers or time changes, the strength, directions and functioning points of 

the vectors in the enterprise field will also change; the activities of various vectors in real 

estate enterprise field, including capabilities (organizational capability, management 

capability, aggression capacity, job skills), resources (capital, human resources) and culture 

(organizational culture), constitute the value vectors of the enterprises, which will in the end 

determine the positions and capacities of real estate enterprises in the whole enterprise field.  

In the antecedents of real estate related diversification as chosen by this dissertation, customer 

demand, policy support and competitive intensity will affect the capacity of the enterprises 
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through off-field activities; while the internal factors, including management & organizational 

structure, capital strength and human resources, are the value vector capacity functioning 

directly on the capacity field of the enterprises. The internal and external factors jointly affect 

the change of enterprise field, cause the increase or decline of profits and finally determine 

the performance of real estate related diversification.  

 

 

 

 

 

 

 

 

 

 

 

 
 

 

3.2.2 Connotation of the antecedents of real estate related diversification 

1. Customer demand 

Customer demand refers to the customers’ needs, wishes and expectations on the products and 

services provided in certain conditions. From the initial project feasibility analysis to project 

construction, marketing scheming and property management, the complete production chain 

of real estate development cannot go without the understanding on target customers’ demands. 

In short, the value of real estate development activities is to a great extent dependent on 

whether they meet the customer demand. Customer demand is an overall reflection of the 

customers’ consumption conceptions and habits and will change with the external 

environment and the self-value, i.e., the variety, hierarchy and dynamics of the demands.  

(1) Variety of customer demand. Morris (1994) thought that customers not only expect the 

products to have good quality, but also be in low prices. Parasuraman (2000) added the 

demand in service quality and thought that customer demand has multiple dimensions, 

including product quality, service quality and price. The studies indicate that with the 

transcending in customer values, customer demand has transformed from the previous 

singular demand to compound demand, which means a greater challenge to real estate 

diversification. 

① Government 

capacity field 

① Consumer or 

time 

① Capabilities 

② Resources 

③ Culture 

 

Capacity field of real estate 

enterprise 

Value vector 

capacity 

Off-field 

movement 

Change in enterprise field 
 

Profit 

Figure 3. 1Field theory of real estate enterprise expansion 
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(2) Hierarchy of customer demand. The “hierarchy of needs”, proposed by Maslow (1943), 

classifies hierarchical human needs into five types, namely physical needs, safety needs, 

social communication needs, esteem needs and self actualization needs. Normally, when the 

needs in a lower level are met, people will expect the needs of a higher level, so that it 

becomes a process of continuous satisfaction and pursuance. Later, Woodruff (2003) 

established the hierarchical model of customer demand based on cognitive logic, which 

thought of the priority considerations in customer demand as the concrete attributes and 

efficacy of the products; during the purchase and use of products, the customers will have 

their views on the potential in realizing the expected results. In the end, the customers will 

consider how such results will be able to meet their targets. 

(3) Dynamics of customer demand. The demands of customers will change with the time, thus 

Zeithaml (1988) concluded that customer demand takes subjective expectations as the 

reference; therefore, customers will have different demands on the same products or services 

in different periods and different customers in the same period will have different 

expectations and demands on the products or services. Ravald (1996) found in his study that 

through influencing the customers’ values, needs, preferences and income, the external 

environment will influence the customer demand. Parasueaman (1997) thought that “With the 

customer transform from a first-time buyer to short-term customer and then long-term 

customer, his or her demand criteria may be more and more comprehensive and abstract”. In 

the first-time purchase, the customers’ major concern might be at the attribute level, while the 

short-term and long-term customers may be more interested in the criteria at the result or 

comprehensive level.  

2. Policy support 

The enterprise development cannot go without the support of government policies; and the 

transformation and upgrading of the enterprises is subject even more to the guidance of 

administrative regulations. In real estate related diversification, policy support mainly refers 

to the support by the state macro adjustment and control policies, including political, financial 

policies and administrative activities.  

The government adjustment on market economy mainly includes the correction of “market 

failures” and the prevention of “government failures”. As a pillar and pioneer industry in the 

national economy, real estate industry is much influenced by the policies in land, taxation and 

finance. In 1993, the macro adjustment and control of the government caused severe effects 

on real estate enterprises; in 2004, the government constrained the investment in fixed assets, 

which to some extent suppressed the real estate craze and stabilized the too quick growth of 

real estate market; in 2013, through rigid financial policies, the government controlled strictly 

the bank loans in real estate development, increased the capital ratio of real estate projects and 

the required reserve ratio, which put a lot of real estate enterprises into a risky situation with 

tight budgets .  

Besides, the government is also an authoritative body responsible social public administration, 

undertaking not only to promote the economic development but also to maintain the social 
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stability. When the real estate enterprises enter a new area or industry, they are usually faced 

with various resistances from local people and the construction-related difficulties. If the local 

governments try to guide the public correctly and coordinate enthusiastically to solve the 

problems, it will be helpful to the real estate development activities. In the mean time, real 

estate enterprises shall also coordinate their government relationships in a timely and honest 

manner, and enhance the communication and exchange, so as to provide the political 

guarantee to the related diversification.  

Therefore, real estate enterprises shall keep a close eye on the government’s political and 

financial policies, so as to eliminate the external barriers in the related diversification.  

3. Competitive intensity 

The competitive intensity refers to the degree of market competition, which reflects the 

overall competition in the industry of the enterprise. The entering of competitors, the 

availability of substitute products and the diverting of target customers will affect to some 

extent the existing advantages of the enterprise, making it shrink in diversification value and 

lose the competitive edges. As indicated by Michael Porter’s Five Forces Model, the state of 

industrial internal competition is dependent on five forces including the threat of potential 

entrants, the threat of substitute products, the bargaining power of purchaser, the bargaining 

power of supplier and the strength of competition among the existing enterprises. They jointly 

determine the competitive intensity of an industry. The growth of any such force will affect 

the final profit potential of the enterprise.
 

(1) Threat from potential entrants. This is mainly reflected from entry barriers, such as the 

economies of scale, product differentiation, capital requirement and reselling cost. In the 

mean time, the potential entrant’s expectation on the response of the existing competitors will 

also have a deterring effect. If the existing competitors are expected to react strongly so that 

the stay of the entrant in the industry becomes irritating, the entrant may well be prevented 

from entering.  

(2) Threat from substitute products. In a broad sense, all the manufacturers of a certain 

industry are competing with another industry producing the substitute products. The substitute 

products limit the potential earnings of that certain industry through stipulating the maximum 

profitable prices of the manufacturers. The more attractive the price options provided by the 

substitute products, the stricter the limit on industrial profits is.  

(3) The bargaining power of purchaser. Purchasers compete with the industry through pushing 

the prices down, expecting to gain better quality or more services and manipulate the 

competitors to fight with each other, which actually damages the industrial profitability. The 

bargaining power of the main buyer groups in any industry is dependent on various market 

characteristics and the relative importance of purchasing from a certain industry compared to 

their general business activities.  

(4) The bargaining power of the supplier. Suppliers impose their bargaining power on the 

participants of a certain industry through increasing the prices or reducing the goods or 
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service quality. Therefore, powerful suppliers are able to squeeze profits from the industry 

that fails to adjust the prices to make up for the increasing costs. For instance, a chemical 

company can hurt the profitability of the aerosol packaging manufacturers through increasing 

the product prices, due to those packaging manufacturers are facing fierce competition from 

the packaging products manufactured by the chemical company itself, and thus their freedom 

in increasing the packaging prices are constrained.  

(5) The competition intensity among the existing enterprises. It mainly includes: large amount 

competitors and even in equal strength, high fixed costs, lacking of product differentiation, 

reselling cost, rapid increasing of production capacity and etc.. All above factors cause inner 

counterbalance at competitive structure aspect.  

4. Management and organizational structure 

Organizational structure refers to the structural right and obligation arrangement and 

personnel arrangement based on certain rules and common goals, aiming at ensuring the 

efficient fulfillment of the organizational objectives. The operation of an organization 

inevitably produces the demand for management, which means a process of realizing the 

organizational objectives through the configuration of people and resources. During the 

expansion of the enterprise, management and organization depend on and stimulate each other. 

The organizational measures can integrate the element resources like capital, technology, 

natural resources and human resources, while the management measures can control and 

adjust the whole enterprise flexibly, maintain the dynamic balance between stability and 

flexibility and improve the efficiency of the enterprise.  

Bertrand Moingeon (1998) demonstrated that the organizational structure of real estate 

enterprise will be affected by various factors like industrial characteristics and regional 

distribution, which requires the real estate enterprises to have the due characteristics of a 

responsive organization in the related diversification--appropriate scale, quick information 

response and good customer demand sensitivity. Besides, real estate enterprises should handle 

two relationships appropriately in adopting the organizational structure, namely the 

relationship between management center and project teams and between the external 

cooperation and the internal collaboration.  Regarding the attributes and characteristics of 

organizational structure, Hage (1999) initially suggested four dimensions, i.e., complication, 

standardization, centralization and hierarchy. Miller and Drage (1999) and other researchers 

later optimized his theory and modified the four dimensions as centralization, hierarchical 

structure, standardization and specialization, which were widely adopted in afterward 

researches. 

5. Capital strength 

As to the relations between capital and enterprise, capital shall be the prerequisite but never 

the aim for the existence of enterprise. The aim of an enterprise shall be to expand the 

operation continuously; and through the accumulation of original capital, expand the 

enterprise itself in the flow of capital. The accumulation in the sense of social production 
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refers to accumulating social surplus products and investing them into social production; 

therefore continuous accumulation is the prerequisite and guarantee for social reproduction 

and sustainable economic development. The accumulation in enterprise is capital 

accumulation and reinvestment according to profits, also a supporting power for enterprise 

expansion. The implementation and continuity of enterprise expansion are dependent on the 

supply of capital and the breakaway from capital constraint.  

For the capital-intensive real estate enterprises, capital is the lifeline. Without capital, the 

diversification has no basis. During the related diversification, real estate enterprises shall 

attach importance to capital management: 1) Establish a scientific mechanism of capital 

operation to improve capital utilization efficiency and accelerate money velocity; 2) Maintain 

an appropriate asset-liability ratio; 3) Keep the cash flow under control; 4) Acquire more 

financing channels.  

6. Human resources 

According to Thomas J. Watson (IBM’s founder), the construction of a skyscraper cannot go 

without the capital, while the operation of an enterprise needs talents. Human resources are 

the most decisive elements and dynamic power in enterprise operation and expansion. 

Without the participation of human, there will be no enterprise, even its expansion. Human 

resource management develops, exploits and controls the staff as an important management 

resource. It is vital to focus on unlocking people’s potential and activating their vitality, so 

that the staff can work enthusiastically and creatively. Enterprise management must 

demonstrate its role as a connection between managers and staffs, helping the enterprise to 

handle and coordinate various relations. First of all, it shall arrange and configure the 

personnel and tasks appropriately; secondly, it shall handle the relationship among the staff 

skillfully to enable their harmonious collaboration; thirdly, it shall fully arouse the enthusiasm 

and creativity of the staff to ensure their devotion to the enterprise; fourthly, it shall train the 

staff duly to improve their overall quality, so as to guarantee the optimum benefits to the 

enterprise.  

Real estate enterprises involve a wide range of industrial fields and parties, requiring not only 

the professional talents in engineering, design and finance, but also the comprehensive 

coordination-oriented talents in formalities and marketing scheming. During the related 

diversification, real estate enterprises will face complicated challenges in the emerging fields, 

which requires the human resources to improve their capabilities of learning and innovating to 

adapt to the expansion steps besides maintaining their own professional qualities, so as to 

provide the knowledge guarantee for the diversification. Meanwhile, real estate enterprises 

must strengthen human resources management, improve the capacity in human resource 

configuration, fortify the psychological contract, and establish an appropriate talent team 

adaptable to the enterprise diversification.  

3.3 Development of measurement scale 

3.3.1 Generation of measurement items 
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To ensure the reliability and validity of the measuring tools, in reference to the measurement 

scales in use in the existing domestic and foreign literature, this dissertation will make 

appropriate modifications to them according to the research objectives. As to the design of 

questionnaire, except for the basic data, the Likert scale is adopted on all the variables.  

1. Scale for customer demand 

As there are few measurement scales dealing with customer demand in the existing researches, 

according to the above definition on the attributes of customer demand, i.e., the variety, 

dynamics and hierarchy, and based on the results of questionnaire and interview, 4 measuring 

items were designed, including “the variation in market demand”, “the degree of 

individualization in market demand”, “the change of customer value on market” and “the 

degree of increment in the demand for market service quality”.  

2. Scale for policy support 

During real estate related diversifications, the policy support includes both the enterprises’ 

understanding and utilization of the policies and the governments’ active support to the 

enterprises. Therefore, this dissertation sets up the following three items: “the matching 

between expansion action and policy tendency”, “the strengthening of financial support” and 

“the coordination effort of government and its functional departments”.  

3. Scale of competitive intensity 

Many researchers used questionnaires to study the measurement of competitive intensity. For 

instance, the measurement scales developed by the Mia, Clarke (1998), Khandwall (1972) and 

Hoque (2001) are as follows:  

Table 3. 2Studies on measurement of competitive intensity 

Researchers Hoque（2001） 
James(1993), 

Khandwall(1972) 
Mia,Clarke(1998) 

Description 

of problems 

Number of 

manufacturers of the 

existing products 

Competitive intensity in 

raw materials 

Number of major 

competitors 

Competitive intensity 

in prices 

Competitive intensity in 

prices 

Frequency of 

technological updating 

Competitive intensity 

among distributors 

Degree of scarcity in 

technical labor 

Speed of new product 

development 

Strength of 

competitors 

Competitive intensity in 

product quality and variety 

Degree of price 

management 

Competitive intensity 

in new product 

 

Competitive intensity in 

Smoothness of 

distribution channels 
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development sales market 

In reference to the existing research results and based on the preliminary investigation, this 

research designs the measuring items for competitive intensity, including “competitive 

intensity of product/service homogeneity on market”, “number of competitors on market”, 

“competitive intensity in new product development” and “competitive intensity in prices”.  

4. Scale for management and organizational structure 

The foreign researchers, including D.S. Pugh, Massimo (1998), W. Jack Duncan (1998) and 

Peter M.Ginter (1998), studied the measurement scales for organizational structure from the 

perspectives of regularization, centralization and complexity. Khandwalla (1977) adopted 8 

items in measuring the organizational structure, involving the questions on the respondent’s 

communication channels and the channels of obtaining important operational information, the 

degree of management style diversification, the degree of acceptance to the decisions, the 

degree of adjustment to the changes in circumstance and the employee’s attachment to formal 

job description. 

Based on the measuring items of D.S.Pugh (1998, et.al), QI Xugao (2013) 
[44]

 and 

Khandwalla (1977), this research adapts them appropriately to be the measuring items for 

organizational structure, including “the degree of efficiency orientation in internal processes”, 

“the reaction speed of the enterprise (group) to project problems”, “the feedback speed of the 

enterprise to customer requirements” and “the degree of collaboration among the 

departments”.  

5. Scale for capital strength 

According to the indices measuring enterprise capital management status and capital strength 

as described in the above section, i.e., enterprise capital operation mechanism, asset-liability 

ratio, cash flow and financing channels, this dissertation designs 4 items--“the capital 

operation sensitivity and risk diversification capability”, “the asset-liability ratio”, “the status 

of cash flow” and “the diversification of financing channels”.  

6. Scale for human resources 

The human resource index refers to an index system for analyzing the actual situation of 

enterprise human resources. Schuler (1995) designed 15 indices for human resources. Based 

on that, Zhao Shuming (2001) designed a new set of human resource management and 

assessment system adaptable to the conditions in China, consisting of 15 factors dealt by 75 

questions, which has become the enterprise human resource assessment criteria now popular 

in China.  

In reference to the concept of human resource index and in view of the research objectives, 

this research sets up 6 items, including “the individual work efficiency within organization”, 

“the consistence degree between organizational goals and personal jobs and goals”, “the 

psychological contract between organization and its employees”, “the market adaptability of 
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the enterprise’s employment mechanism”, “the management capability and trustworthiness of 

executive group” and “the individual’s work motivation and organizational pride”.  

After preliminary design, the measuring items for the 6 dimensions of the antecedents of real 

estate related diversification are as Table 3.3. On that basis, the pre-test questionnaire is 

developed, covering 25 items, including 4 items for customer demand, 3 for policy support, 4 

for competitive intensity, 4 for management and organizational structure, 4 for capital 

strength and 6 for human resources.  

Table 3. 3 Measurement table for the antecedents of real estate related diversification 

Code Measuring item Source 

Customer 

demand 

(CD) 

The market demand is becoming more and more 

diversified 

The market demand is more and more 

individualized 

The change cycle of customer value on market is 

becoming shorter and shorter 

The service quality demand on market is 

becoming higher and higher 

Design in this 

dissertation 

Policy support 

(PS) 

The expansion action is adapted to the current 

policy tendency 

The current financial policies strongly support 

the expansion 

The government and its departments coordinate 

the project forcefully and frequently 

Design in this 

dissertation 

Competitive 

intensity (CI) 

The degree of product/service homogeneity 

competition is high on market 

The competitive intensity in new product 

development is high 

The number of competitors on market is large 

The competitive intensity on prices is high 

Jaworki & 

Kohli(1993)Mia, 

Clarke(1998) 

Design in this 

dissertation 

Management 

and 

organizational 

structure 

(MOS) 

The enterprise has high internal process 

efficiency 

The group company reacts quickly to the 

problems of the expansion projects 

The enterprise feeds back quickly to customer 

requirements 

The departments work closely 

D.S.Pugh et al (1998), 

QI Xugao (2013) and 

Khandwalla (1977) 
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Capital 

strength (CS) 

The capital operation sensitivity and risk 

diversification capability are high 

The asset-liability ratio is low 

The status of cash flow is favorable 

The financing channels are diversified 

Design in this 

dissertation 

Human 

resources (HR) 

The individual work efficiency within the 

organization is high 

The organizational objectives are consistent with 

the individual work and goals 

The psychological contract between the 

organization and the employees is tight 

The enterprise employment mechanism is 

adapted to the expansion 

The executive group has strong management 

capability and high trustworthiness 

The individuals have strong work motivation and 

organizational pride 

ZHAO Suming (2001) 

3.3.2 Pre-test of the scales 

The purpose of the pre-test of the scale is to refine the preliminary items, so as to obtain the 

measurement scale for formal investigation. In the reliability analysis of the pre-test 

questionnaire, the efficiency of Corrected Item Total Correlation (CITC) is used to refine the 

measuring items；and the coefficient Cronbach ɑ is used to evaluate the content reliability of 

the scale. As to validity analysis, the exploratory factor analysis is used to test the 

reasonableness and accuracy of the dimensions of the scale. 

1. Descriptive analysis of the samples 

According to the geographical location of the investigation team, the pre-test of the scale 

takes 23 local Chongqing real estate enterprises with the experience in diversification as the 

target. Based on the sizes and strengths of the enterprises, 3-5 questionnaires are distributed to 

each of them. To ensure the accuracy and constructiveness of the replies to the questions, 

85% of the respondents are ensured to be from the executive groups. In the pre-test, 104 

questionnaires are distributed in total, with 93 of them returned. After screening 11 of them 

are discarded due to the missing of information or being invalid, resulting in 82 valid ones, 

with the validity rate of 91.1%, which meets the requirements for the measurement of small-

sample pre-test on reliability and validity of questionnaire. The statistical data are as Table 3.4.  

Table 3. 4 Descriptive statistics of sample 

Descriptive index Proportion Descriptive index Proportion 
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of people 

number 

of people 

number 

Gender 
Male 

Female 

54.8% 

45.2% 

Educational 

background 

Below 

undergraduate 

Undergraduate 

Graduate and 

beyond 

32.9% 

52.4% 

14.7% 

Age 

30 years old 

and below 

31-40 

41-50 

51 years old 

and beyond 

14.7% 

34.1% 

30.4% 

20.8% 

Service 

length 

3 years and below 

4-6 years 

7-9 years 

10 years and 

beyond 

43.9% 

35.3% 

14.6% 

6.2% 

Enterprise 

nature 

State-owned 

enterprise 

Private 

enterprise 

Foreign 

invested 

enterprise 

Joint venture 

Joint-stock 

company 

31.7% 

25.6% 

18.3% 

12.2% 

12.2% 

Job title 

Board chairman 

Project general 

manager 

Department 

manager 

Department chief 

Others 

12.1% 

14.6% 

31.7% 

34.1% 

7.5% 

2. Descriptive analysis on the investigation items 

The various data of the items of the antecedents of real estate related diversification as 

indicated in Table 3.4 are summarized and analyzed, resulting in the mean, the standard 

deviation, the skewness and the kurtosis, which are used to verify whether the investigation 

data obey normal distribution. Kline (1998) indicated when the absolute value of skewness is 

less than 3 and the absolute value of kurtosis is less than 10, which means that the sample 

basically obeys normal distribution. The statistical results of the table indicates the means of 

the items are between 3.47-4.22; and the standard deviations are between 0.492-1.122, so that 

the antecedents of real estate related diversification obey normal distribution and it is practical 

to carry out the analysis of reliability and validity on them.  

Table 3. 5  Description analysis on the item data 

Dimension Item 
Mean Standard deviation 

Statistics Statistics 
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CD 

CD1 

CD2 

CD3 

CD4 

3.71 

3.59 

3.66 

3.62 

0.971 

0.859 

1.072 

1.021 

PS 

PS1 

PS2 

PS3 

3.60 

3.74 

3.51 

1.101 

0.843 

1.024 

CI 

CI1 

CI2 

CI3 

CI4 

3.79 

4.00 

3.59 

3.67 

0.658 

0.717 

0.492 

0.471 

AOS 

AOS1 

AOS2 

AOS3 

AOS4 

3.78 

3.68 

3.58 

3.78 

0.915 

0.703 

0.680 

0.902 

CS 

CS1 

CS2 

CS3 

CS4 

3.62 

3.79 

3.68 

3.83 

1.122 

1.029 

0.944 

1.072 

HR 

HR1 

HR2 

HR3 

HR4 

HR5 

HR6 

3.71 

3.47 

3.83 

3.68 

4.22 

3.83 

0.971 

0.990 

1.072 

0.842 

0.953 

1.066 

 

3. Internal consistency analysis 

To test whether the measurement scale is consistent and stable in measuring the related 

variables, this research uses the coefficients CITC and Cronbach ɑ, of which the Cronbach ɑ 

reflects the degree of correlation among different items under the same variable in the 

questionnaire, with the coefficient value between 0-1 as required. The larger the coefficient is, 
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the higher the degree of correlation among the measuring items and the internal consistency 

reliability are; and the value exceeding 0.6 means a good reliability. 

Table 3. 6 Internal consistency analysis results 

Dimension Item CITC Alpha if Item Deleted Cronbach ɑ 

CD 

CD1 

CD2 

CD3 

CD4 

0.851 

0.893 

0.824 

0.828 

0.911 

0.903 

0.872 

0.889 

0.923 

PS 

PS1 

PS2 

PS3 

0.978 

0.838 

0.909 

0.901 

0.934 

0.928 

0.942 

CI 

CI1 

CI2 

CI3 

CI4 

0.725 

0.280 

0.539 

0.577 

0.684 

0.724 

0.677 

0.708 

0.712 

AOS 

AOS1 

AOS2 

AOS3 

AOS4 

0.706 

0.573 

0.405 

0.859 

0.845 

0.821 

0.880 

0.799 

0.871 

CS 

CS1 

CS2 

CS3 

CS4 

0.784 

0.889 

0.842 

0.856 

0.821 

0.919 

0.935 

0.929 

0.943 

HR 

HR1 

HR2 

HR3 

HR4 

HR5 

HR6 

0.920 

0.830 

0.825 

0.877 

0.797 

0.797 

0.932 

0.916 

0.880 

0.906 

0.834 

0.853 

0.941 

As indicated in Table 3.6, the Cronbach ɑ values of the measuring items of the 6 dimensions 

of real estate related diversification all exceed the 0.60 decision value, which means that the 

reliability of the measurement scale in the 6 dimensions is good. As to CITC values, the 

results in several items exceed the 0.5 decision value; however, the CI2, i.e., “the competitive 

intensity in new product development is high”, is 0.280; AOS3, i.e., “the enterprise feeds back 

quickly to customer requirements”, is 0.405, which is lower than the required 0.5. Therefore, 
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CI2 and AOS3 are deleted, thus the measurement scale for the antecedents of the business 

model shows favorable internal consistency.  

4. Exploratory factor analysis 

The exploratory factor analysis can test whether the conceptual dimensions and the empirical 

dimensions are consistent. This research first adopts the results of KMO (Kaiser-Meyer-

Olykin) sample measurement and Bartlett test of sphericity as the basis. When KMO 

value>0.9, it means that factor analysis is much practicable, while when the KMO value<0.5, 

the exploratory factor analysis is impracticable. Table 3.7 indicates the results of KMO 

sample measurement and Bartlett test on the remaining 23 items after CI2 and AOS3 are 

deleted.  

Table 3. 7 KMO and Bartlett test 

Kaiser-Meyer-olkin 
Measure of sampling 

adequacy 
0.723 

Bartlett’s test of sphericity 

Approximate chi-

squaredistribution 

Degree of freedom 

Significance 

1145.543 

431 

0.000 

Then, the varimax rotation method is adopted to capture the data according to the criteria in 

Eigenvalue 1, resulting in the statistics as indicated in Table 3.8.  

Table 3. 8 Exploratory factor analysis on the antecedents of real estate related 

diversification 

Item Factor1 Factor2 Factor3 Factor4 Factor5 Factor6 

CD1 

CD2 

CD3 

CD4 

0.786 

0.754 

0.682 

0.674 

0.210 

0.258 

0.195 

0.288 

0.089 

0.127 

0.047 

0.126 

0.112 

0.187 

0.166 

0.125 

0.232 

0.214 

0.325 

0.115 

0.201 

0.245 

0.329 

0.212 

PS1 

PS2 

PS3 

0.021 

0.078 

0.105 

0.111 

0.138 

0.145 

0.025 

0.065 

0.102 

0.145 

0.253 

0.113 

0.307 

0.121 

0.164 

0.645 

0.732 

0.535 

CI1 

CI3 

CI4 

0.115 

0.187 

0.068 

0.312 

0.156 

0.107 

0.612 

0.605 

0.732 

0.410 

0.352 

0.152 

0.323 

0.215 

0.268 

0.121 

0.232 

0.137 

AOS1 0.132 0.258 0.025 0.202 0.613 0.132 
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AOS3 

AOS4 

0.130 

0.161 

0.263 

0.205 

0.014 

0.011 

0.276 

0.132 

0.604 

0.560 

0.352 

0.166 

CS1 

CS2 

CS3 

CS4 

0.445 

0.258 

0.335 

0.302 

0.693 

0.607 

0.598 

0.661 

0.034 

0.317 

0.308 

0.278 

0.088 

0.102 

0.147 

0.058 

0.025 

0.105 

0.188 

0.210 

0.125 

0.085 

0.242 

0.266 

HR1 

HR2 

HR3 

HR4 

HR5 

HR6 

0.212 

0.126 

0.089 

0.147 

0.201 

0.262 

0.024 

0.302 

0.232 

0.165 

0.189 

0.147 

0.268 

0.242 

0.202 

0.269 

0.198 

0.301 

0.697 

0.805 

0.654 

0.733 

0.634 

0.553 

0.115 

0.141 

0.058 

0.055 

0.105 

0.241 

0.223 

0.123 

0.212 

0.015 

0.077 

0.132 

As shown in Table 3.8, in the 6 factors adopted in this research, the single factor loadings 

under each item are higher than 0.5, which means that the measurement scale has favorable 

convergent validity and dimension singularity; and there is no cross-factor loading, indicating 

good discriminatory validity.  

Through the reliability and validity analysis on the measurement scale, the questionnaire of 

antecedents’ measurement covering 23 items of 6 dimensions is obtained after deleting 

inconsistent items. Based on that, with the related items of enterprise statistical variables 

attached, the final questionnaire used for large-scale formal investigation in this research is 

developed.  

3.3.3 Test of formal measurement scale 

1. Data collection and sample profile 

The objective of this research is to discuss the effects of real estate related diversification on 

enterprise performance; therefore, the respondents are defined as the real estate enterprises. 

According to the actual situation of the investigation team in manpower, financial resources 

and time, this dissertation chooses to study the real estate enterprises located in Chongqing, 

Chengdu and Guiyang, which have made or are making real estate development in multiple 

models. To enable the results of questionnaire investigation to reflect accurately the situations 

in the enterprises and reduce the influences of factors like individual’s work scope, the 

number of questionnaire distributed to each enterprise is limited to 3-5 pieces. The related 

department chiefs or top management of the enterprises are required to give their answers. 

The investigation lasts for two months from September 15, 2014 to November 20, 2014, 

during which 410 questionnaires are distributed to 120 enterprises in Chongqing, Chengdu 

and Guiyang, with 372 sets returned (in a rate of 90.73%). After screening the failure 

questionnaires (including the questionnaires of missing answers, unclear answers, lack of 
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sample characteristics and the same handwriting), the final number of valid questionnaires is 

344, with the effective return rate of 83.9%, as detailed in Table 3.9.  

Table 3. 9 Descriptive statistics of sample 

Description indices Percentage Description indices Percentage 

Gender 
Male 

Female 

61.3% 

38.7% 

Number of 

employees 

Below 50 

50-100 

101-200 

201-300 

301 and 

beyond 

 

27.8% 

22.1% 

40.3% 

17.4% 

11.6% 

Age 

30 years old and 

below 

31-40 

41-50 

51 years old and 

beyond 

23.5% 

24.8% 

18.9% 

32.8% 

Job title 

Board chairman 

Project general 

manager 

Department 

manager 

Department chief 

12.9% 

27.8% 

39.3% 

20.0% 

Types of 

development 

in the 

enterprise 

2 

3 

4 

5 types and 

more 

27.2% 

40.3% 

19.8% 

12.7% 

Years of 

existenc

e 

Below 2 years 

3-5 years 

6-10 years 

11-15 years 

16 years and 

beyond 

17.4% 

14.8% 

31.5% 

22.4% 

13.9% 

Enterprise 

nature 

State-owned 

enterprise 

Private 

enterprise 

Foreign-

owned 

enterprise 

Joint venture 

Joint-stock 

enterprise 

32.8% 

35.2% 

22.2% 

15.3% 

13.7% 

Statistical analysis is based on the data of various items of antecedents of real estate related 

diversification (including the mean, the standard deviation, the skewness and the kurtosis) to 

test if the data obtained obey normal distribution.  

Table 3. 10 Descriptive statistical analysis on the items of antecedents of real estate related 

diversification 

Code 
Sample 

size 
Mean 

Standard 

deviation 

Skewness Kurtosis 

Statistics 
Standard 

deviation 
Statistics 

Standard 

deviation 



 

46 
 

CD1 

CD2 

CD3 

CD4 

344 

344 

344 

344 

3.94 

3.84 

3.93 

3.92 

0.898 

0.897 

0.828 

0.859 

-0.119 

-0.131 

-0.233 

0.092 

0.119 

0.119 

0.119 

0.119 

-0.104 

-0.606 

-1.338 

-1.270 

0.237 

0.237 

0.237 

0.237 

PS1 

PS2 

PS3 

344 

344 

344 

3.30 

3.59 

3.51 

0.655 

1.101 

0.770 

-0.411 

-0.167 

-0.352 

0.119 

0.119 

0.119 

-0.497 

-0.739 

-0.281 

0.237 

0.237 

0.237 

CI1 

CI3 

CI4 

344 

344 

344 

3.79 

3.86 

3.87 

0.858 

0.888 

0.814 

0.255 

0.003 

-0.725 

0.119 

0.119 

0.119 

-1.338 

-0.747 

-1.874 

0.237 

0.237 

0.237 

AOS1 

AOS2 

AOS4 

344 

344 

344 

3.68 

3.77 

3.57 

0.841 

0.915 

0.679 

-0.449 

-0.403 

-1.326 

0.119 

0.119 

0.119 

-1.338 

-0.309 

-0.864 

0.237 

0.237 

0.237 

CS1 

CS2 

CS3 

CS4 

344 

344 

344 

344 

3.62 

3.73 

3.61 

3.83 

0.916 

0.927 

0.929 

0.876 

-0.177 

-0.171 

-0.102 

-0.231 

0.119 

0.119 

0.119 

0.119 

-1.339 

-1.239 

-1.239 

-0.938 

0.237 

0.237 

0.237 

0.237 

HR1 

HR2 

HR3 

HR4 

HR5 

HR6 

344 

344 

344 

344 

344 

344 

3.72 

3.61 

3.73 

3.47 

3.83 

3.83 

0.845 

0.921 

1.116 

0.990 

1.072 

1.072 

-0.765 

-0.017 

-0.113 

-0.119 

-0.231 

-0.231 

0.119 

0.119 

0.119 

0.119 

0.119 

0.119 

-1.480 

-1.421 

-1.546 

-1.041 

-1.052 

-1.052 

0.237 

0.237 

0.237 

0.237 

0.237 

0.237 

The statistical results indicate that the means of various items of antecedents of real estate 

related diversification are between 3.47-4.22, with the standard deviation of 0.492-1.122, 

which means in the formal investigation, the data on the antecedents of real estate related 

diversification obey normal distribution, thus it is now appropriate to make the reliability and 

validity analysis.  

2. Internal consistency test 

Keeping using the CITC indices and coefficient Cronbach ɑ, the research have tested the 

internal consistency reliability of the related dimensions of real estate related diversification 

antecedents, as detailed in Table 3.11. In the 23 items, CITC indices are all beyond 0.5and the 

coefficients Cronbach ɑ are all beyond 0.7.The deletion of any item will lead to the decrease 
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of coefficients Cronbach ɑ, which indicates the favorable internal consistency of the 

measurement scale.  

Table 3. 11 Internal consistency reliability analysis results 

Dimension Item CITC 
Alpha if Item 

Deleted 
Cronbach ɑ 

CD 

CD1 

CD2 

CD3 

CD4 

0.5678 

0.6120 

0.5745 

0.6242 

0.6963 

0.7234 

0.7133 

0.7343 

0.7343 

PS 

PS1 

PS2 

PS3 

0.6235 

0.5771 

0.5343 

0.6692 

0.8067 

0.6453 

0.8747 

CI 

CI1 

CI3 

CI4 

0.5534 

0.6290 

0.5565 

0.7212 

0.7354 

0.7543 

0.8092 

AOS 

AOS1 

AOS2 

AOS4 

0.6123 

0.5728 

0.5743 

0.7132 

0.7323 

0.7637 

0.7734 

CS 

CS1 

CS2 

CS3 

CS4 

0.6123 

0.6045 

0.5903 

0.6045 

0.6998 

0.7036 

0.6959 

0.6737 

0.7789 

HR 

HR1 

HR2 

HR3 

HR4 

HR5 

HR6 

0.5545 

0.5980 

0.5545 

0.5907 

0.6078 

0.5741 

0.7456 

0.6937 

0.8214 

0.7645 

0.7545 

0.7423 

0.8341 

To verify whether the conceptual dimensions as proposed in this dissertation are in 

consistency with the empirical dimensions obtained from the exploratory factor analysis, it is 

necessary to carry out KMO and Bartlett tests. The results in Table 3.15 indicate the KMO 

value is 0.734 and the sphericity value of Bartlett's test is 947.548, with P<0.000, which has 

reached a significance level and represents the existence of common factors among the 

correlation matrix of parent population, thus it is now appropriate to make factor analysis.  
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Table 3. 12 KMO and Bartlett’s tests 

Kaiser-Meyer-olkin 
Measure of sampling 

adequacy 
0.734 

Bartlett’s test of sphericity 

Approximate Chi square 

distribution 

Degree of freedom 

Significance 

947.548 

374 

0.000 

3. Exploratory factor analysis 

After the internal consistency reliability has been demonstrated, the validity of the scale is 

tested. The results in Table 3.13 indicate that after varimax rotation, the 6 factors with the 

eigen value beyond 1 as extracted explain cumulatively 67.021% of the change in variance. 

The factor loadings of all the items are beyond 0.5 in a single dimension and there is no cross-

factor loading. Therefore, the results indicate that the measurement scale has favorable 

dimension singularity and convergent validity; and that the classification of 6 dimensions for 

the antecedents of real estate related diversification in this dissertation is reasonable.  

Table 3. 13 Exploratory factor analysis on the antecedents of real estate related 

diversification 

Item Factor 1 Factor 2 Factor 3 Factor 4 Factor 5 Factor 6 

CD1 

CD2 

CD3 

CD4 

0.696 

0.732 

0.691 

0.714 

0.121 

0.156 

0.141 

0.089 

0.185 

0.021 

0.241 

0.231 

0.236 

0.301 

0.187 

0.154 

0.235 

0.182 

0.101 

0.258 

0.121 

0.066 

0.026 

0.123 

PS1 

PS2 

PS3 

0.325 

0.261 

0.256 

0.025 

0.087 

0.102 

0.321 

0.310 

0.298 

0.311 

0.023 

0.212 

0.255 

0.198 

0.250 

0.704 

0.700 

0.625 

CI1 

CI3 

CI4 

0.021 

0.125 

0.165 

0.121 

0.156 

0.185 

0.712 

0.645 

0.723 

0.354 

0.421 

0.253 

0.254 

0.268 

0.222 

0.299 

0.302 

0.245 

AOS1 

AOS3 

AOS4 

0.214 

0.401 

0.224 

0.115 

0.168 

0.121 

0.215 

0.267 

0.224 

0.112 

0.252 

0.221 

0.659 

0.645 

0.610 

0.265 

0.325 

0.265 

CS1 

CS2 

0.421 

0.302 

0.703 

0.684 

0.257 

0.295 

0.025 

0.102 

0.102 

0.088 

0.233 

0.310 
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CS3 

CS4 

0.112 

0.255 

0.568 

0.663 

0.202 

0.189 

0.088 

0.065 

0.056 

0.102 

0.247 

0.202 

HR1 

HR2 

HR3 

HR4 

HR5 

HR6 

0.325 

0.269 

0.247 

0.222 

0.358 

0.391 

0.224 

0.269 

0.245 

0.221 

0.198 

0.206 

0.147 

0.123 

0.159 

0.165 

0.132 

0.185 

0.687 

0.832 

0.654 

0.713 

0.754 

0.743 

0.351 

0.263 

0.014 

0.323 

0.214 

0.201 

0.115 

0.198 

0.132 

0.158 

0.101 

0.089 

 

5. Analysis of the reliability and convergent validity of the measurement scale 

The reliability reflects the consistency or steadiness of the measuring tools, while the 

convergent validity measures the correlation of the result values among the items. This 

dissertation uses Composite Reliability (CR) and Average Variance Extracted from the 

Subseales (AVE) to test the internal consistency and reliability of the latent variables. The 

measuring formula of CR is as follows, in which it is better to have CR beyond 0.6 as 

generally admitted:  

 

 

 

 

 

The measuring formula for the Average Variance Extracted from the Subseales (AVE) is as 

the above. The AVE evaluates the total variance revealed by the latent variables with respect 

to the measurement error. It is used to calculate the average explanatory capability of the 

measuring items on the latent variables. The AVE values fluctuate within 0-1; and if the 

AVE>0.5, the whole measurement scale and its single variables all have favorable credibility.  

The measuring results of CR and AVE for the measuring items are as Table 3.14. The 

composite reliability (CR) values of the dimensions in the 23 measuring items of the 

questionnaire on the influencing factors of real estate related diversification have all exceeded 

0.80, the AVE values exceeded 0.60. The standardized loading coefficients of the relevant 

latent variables of each measuring item are within 0.71-0.85, which are higher than the 

minimum critical value 0.70 and there is obvious statistical significance when P<0.001as 

recommended in the studies of Hair (1995, et. al) and Barclay et al (1995, et. al) All of them 

indicate that the measurement scale for the antecedents in this research has favorable 

reliability and convergent validity.  
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Table 3. 14 Analysis on the reliability and convergent validity of the measurement scale for 

the antecedents of real estate related diversification 

Name of latent 

variable 

Observed 

variable code 

Standard 

factor 

loading 

Standard error T value 

Composite 

reliability

（CR） 

AVE index 

Customer 

demand 

CD1 

CD2 

CD3 

CD4 

0.78 

0.71 

0.77 

0.82 

0.23 

0.32 

0.30 

0.28 

8.47 

8.54 

8.21 

8.45 

0.84 0.66 

Policy support 

 

PS1 

PS2 

PS3 

0.78 

0.78 

0.76 

0.31 

0.43 

0.34 

11.97 

11.12 

12.04 

0.84 0.69 

Competitive 

intensity 

 

CI1 

CI3 

CI4 

0.73 

0.83 

0.81 

0.33 

0.26 

0.29 

11.92 

12.09 

11.34 

0.84 0.60 

Management and 

organizational 

structure 

AOS1 

AOS3 

AOS4 

0.84 

0.80 

0.82 

0.41 

0.33 

0.37 

10.34 

12.09 

10.89 

0.82 0.63 

Capitalstrength 

CS1 

CS2 

CS3 

CS4 

0.73 

0.85 

0.73 

0.67 

0.31 

0.32 

0.37 

0.29 

10.79 

10.09 

10.21 

10.30 

0.80 0.63 

Human 

resources 

HR1 

HR2 

HR3 

HR4 

HR5 

HR6 

0.78 

0.80 

0.82 

0.76 

0.82 

0.77 

0.34 

0.37 

0.23 

0.38 

0.23 

0.38 

12.09 

12.34 

10.11 

12.04 

10.11 

12.04 

0.88 0.67 

To evaluate the fit index between the hypothetical model and the theoretical model, this 

research tests the indicators of absolute and comparative fit indices of the measurement model. 

In the indicators of absolute fit index, x
2
 means the degree of closeness between the estimated 

covariance matrix E and the unlimited sample covariance matrix S. Generally speaking, the 

lower the value of x
2
 is, the higher the degree of closeness between the hypothetical model 

and the perfect model. The degree of freedom (df) reflects the complexity of model. The 

simpler the model, the higher the degree of freedom is; the more complicated the model, the 

lower the degree of freedom is. The absolute fit indices also include GFI, AGFI, RMSEA and 

RMR. AFI and AGFI are the adjusted fit indices. When their values are close to or reach 0.9, 



 

51 
 

it means that the model has favorable fit index; RMSEA is the mean square error of 

approximation; and when RMSEA is less than 0.08, the model’s fit index is acceptable. RMR 

is the root mean square residual; and it is generally regarded as favorable fit index when the 

RMR value is less than 0.05. The indices of comparative fit index include x
2
/df, NFI and CFI, 

of which x
2
/df is used to measure the relative efficiency of the fit index among different 

models. The researchers recommend considering the x
2
/df at 2.0-5.0 as indicating appropriate 

fit index of the model.  

In this research, the results of fit index regarding the model of antecedents of real estate 

related diversification are as Figure 3.2 and Table 3.15. 

Table 3. 15 Fit indices resulted from factor analysis 

x
2
 df x

2
/df GFI AGFI NFI CFI 

RMSE

A 
RMR 

1080.86 374 2.89 0.96 0.92 0.97 0.91 0.068 0.031 

 Figure 3. 2 Confirmatory factor analysis on the antecedents of real estate related 

diversification 

According to the results of confirmatory factor analysis, the x2 of the measurement model is 

1080.86, the df is 374, so that the x2
/df equals 2.89, lying between 2.0-5.0; the absolute fit 

indices GFI and AGFI are 0.96 and 0.92 respectively, exceeding the required standard value 

0.90; the relative fit indices NFI and CFI are 0.97 and 0.91 respectively, also exceeding the 

required standard value 0.90; the RMSEA is 0.068, meeting the optimum standard value of 

less than 0.08 as proposed by Gundersen, and the RMR is 0.031, also meeting the optimum 

standard value of less than 0.05 as proposed by Reisinger. All the above parameters 

demonstrate that the simulation of research variables and the data have favorable fit index.  

6. Discriminatory validity analysis 
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Discriminatory validity refers to the degree of natural difference between a certain 

measurement dimension and other dimensions. Fomell and Larcker (1981) measured the 

degree of difference through examining the average variance extraction (AVE) of each 

dimension, or the so-called AVE method.
[52]

 To be specific, if the AVE value is more than the 

square of the correlation coefficient between the two dimensions, or if the square root of AVE 

value is more than the correlation coefficient between the two dimensions, it means that there 

is discriminatory validity between them.  

This dissertation summarizes the square roots of the AVE value of each dimension in the 

measurement scale for the antecedents of real estate related diversification and the correlation 

coefficients between the dimension and other dimensions, as indicated in Table 3.16, of which 

the number on diagonal line is the square root of each AVE value.  

The square root of AVE value of each dimension in the antecedents of real estate related 

diversification is within 0.74-0.84, and the correlation coefficient of between the dimensions 

is within 0.16-0.54, so that the square root of AVE value of each dimension is noticeably 

higher than the correlation coefficient between one dimension and other dimensions, which 

indicates that there is favorable discriminatory validity among the dimensions in the 

measurement scale for the antecedents of real estate related diversification.  

Table 3. 16 Results of discriminatory validity analysis (AVE) 

 CD PS CI MOS CS HR 

CD 0.75      

PS 0.45 0.74     

CI 0.54 0.48 0.84    

MOS 0.44 0.56 0.45 0.79   

CS 0.49 0.48 0.54 0.43 0.81  

HR 0.42 0.16 0.26 0.47 0.30 0.75 

7. Cross validity analysis 

According to the principles of cross validity test, to ensure the invariance of the validity and 

multiple dimensions of the measurement scale in alternating test, the samples are divided into 

two groups, and the measurement model is tested in the two subsamples respectively. If the 

results of the two tests are highly consistent, it means that the measurement scale has high 

cross validity.  

In this dissertation, the sample data is divided randomly into calibration sample and validation 

sample, and the two subsamples are put under test through the measurement model of the 

antecedents of real estate related diversification. In the test, the indices of ECVI, AIC and 

CAIC are chosen to analyze the cross validity of the measurement scale, and the indices of 

NFI and CFI are reported, with x2
/df indicating the fitting degree of the model. In the test, the 

index ECVI represents the expected value of the model fit obtained in testing different 
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subsamples with the same measurement model on condition that the same parent body 

observes the value of each item’s latent variable. The lower the ECVI, the better the cross 

validity of the model is. AIC represents the effective degree when the model parameter 

estimated on a certain sample is used for the estimation on another sample, and is used to sort 

the fitness value of different models when fitting the same sample data, so that it is also a 

cross validity index. The lower the AIC, the better the cross validity is. The CAIC index 

improves the shortcoming of the AIC index in that the latter may be at valley when the 

sample number is small, and thus is a correction to AIC index. Bozdogan (1987) found in his 

research that the CAIC index is more conservative than the AIC index when the model of less 

parameters are chosen; that is, the CAIC index is more inclined to adopt the simple models of 

less parameters. 

Table 3. 17 Results of cross validity test and analysis 

  ECVI AIC CAIC NFI CFI x
2
/df 

Validity 

sample 

（172） 

Sample 

model 

3.3 

(3.11-

3.77) 

4.4.30 635.73 0.93 0.96 2.13 

Saturation 

model 
3.19 430 689    

Control 

sample

（172） 

Sample 

model 

3.35 

(3.33-

4.04) 

465 765 0.83 0.88 2.16 

Saturation 

model 
3.34 438 794    

 

The data in Table 3.17 show that the x2
/df results of the validity sample and control sample 

obtained randomly are 2.13 and 2.16 respectively, both meeting the criteria of between 2 and 

5, which means that the overall fit of the measurement model is ideal on both samples. 

Meanwhile, the ECVI value is 3.3 when the validity sample is used as the base model, which 

is within the 90% confidence interval of ECVI; the ECVI value is 3.35 when the control 

sample is used as the base model, which is also within the 90% confidence interval of ECVI. 

Besides, the verification made in this dissertation on the cross validity of the measurement 

scale with the AIC index and the CAIC index shows further that the test results of both AIC 

and CAIC index are lower than the values on the saturation model, which conforms to the 

theoretical model presented by Cudeck and Browne (1983, et. al); that is, the AIC and CAIC 

values must be less than the criteria on saturation model. 

The above analysis shows that both samples have favorable cross validity. It is sensible to 

conclude that the measurement scale on the antecedents of real estate related diversification 

has cross validity and invariance.  
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Chapter IV: Empirical Study on the Effects of Real Estate Related 

Diversification and Its Antecedents on the Performance of Real Estate 

Enterprises 

4.1 Theoretical basis of the model 

4.1.1 Correlation model of real estate related diversification and enterprise performance 

Regarding the relations between the related diversification and enterprise performance, the 

existing domestic and foreign studies mostly deal with how the diversification strategies 

affect directly the enterprise performance, which has been discussed in Chapter II. In short, 

they mostly analyze the relations to enterprise performance from the perspectives of the 

degree, types and ways of the related diversification. All indicate that the related 

diversification and enterprise performance are affected by the internal and external factors. 

Therefore, this dissertation intends to carry out the extension study on the relations between 

the related diversification and enterprise performance, introduce the regulating variables and 

build the correlation model of real estate related diversification and enterprise performance.  

 

 

 

 

 

Figure 4. 1Initial model of this study 

The model covers real estate related diversification, its antecedents, enterprise performance 

and the regulating variables. As real estate related diversification has been analyzed in 

Chapter III, this chapter (Chapter IV) will analyze the concepts of real estate related 

diversification and enterprise performance and study the interaction relations among “the 

antecedents of real estate related diversification--real estate related diversification--enterprise 

performance”. Chapter V will study the regulating effect of the regulating variable (i.e., the 

dynamic capability) on the relations between real estate related diversification and enterprise 

performance.  

4.1.2 Dimension of real estate related diversification 

Gort (1966) used the increasing number of heterogeneous markets to indicate the level of 

diversification, suggesting that diversification includes two dimensions--product 

diversification and market diversification.  
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Summarizing the related viewpoints of the predecessors, Ramanujam and Varadarajan 

defined the diversification as “a process that the enterprise or business unit enters a new 

activity field through internal development or acquisition, which will cause the changes in 

management structure, systems and other management processes of the enterprise”.  

Cassano J. studied the diversification of the US companies and divided it into two dimensions, 

i.e., product diversification and geographic diversification, of which the geographic 

diversification has the same meaning as market diversification.  

Mao Yunshi (2004) pointed out that the dimensions of diversification shall include business, 

space (region) and function. The difficulty of diversification shall be determined by the 

degree and combination of diversification in these three dimensions. Accordingly, he built a 

3D model of diversification (as the following figure):  

 

 

 

 

 

 

 

Figure 4. 23D model of diversification 

 

 

As shown in the figure, the first dimension (x-coordinate) of diversification is the industrial or 

business diversification, which can be measured through the related diversification or the non-

related diversification; the second dimension (y-coordinate) is the geographic dimension, 

which can be measured through the spatial scope division involved (such as province, city, 

country, region, continent or globe); the third dimension (oblique coordinate) indicates the 

degree of internal functional diversification of the enterprise, which can be measured by the 

number and combination of business activities in manufacturing, logistics, marketing and 

services.  

In this dissertation, real estate related diversification is defined as the expansion activities that 

the real estate enterprises are engaged as to the development of other related industries with 

the existing resources or technologies, aiming at seeking strategic competitive advantages. 

Based on the above-mentioned 3D model of diversification, this dissertation proposes the 

three dimensions of real estate related diversification, including product expansion, district 

expansion and functional expansion.  

1. Product expansion. It corresponds to the industrial diversification. It means that due to their 

development strategy or market demand, real estate enterprises seek the matching value 
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demand on its primary business, i.e., real estate development, which is reflected from the 

transformation and expansion on the development product models and types.  

2. District expansion. It corresponds to the geographic diversification, which refers to the 

expansion of real estate enterprises from one region to multiple regions during the related 

diversification, which is a transformation process based on market and location.  

3. Functional expansion. It corresponds to functional diversification and refers to the 

expansion of the internal functions of real estate enterprises from a single function to multiple 

functions, which is reflected not only from the expansion of a single functional department in 

business and knowledge scopes, but also from the close connections among different 

functional departments as well as the newly established functional business departments.  

4.1.3 Dimensions of enterprise performance 

Due to different research angles and the complexity in the constitution of enterprise 

performance, the researchers generally agree that it is more scientific if enterprise 

performance is reflected from multiple dimensions. Etzioni (1993) differentiated the 

enterprise goal efficacy and the organizational system efficacy, of which the latter mainly 

refers to the goals and objective performance indicators as set up by the organization, which 

often include net profit, sales growth rate, sales volume or market share, investment return 

rate and total assets return rate. Kaplan and Norton (1992) proposed the balanced scorecard 

approach to evaluate enterprise performance, which expands the traditional performance 

evaluation system and measures enterprise performance from four dimensions composed of 

finance, customer, internal process and learning & growth. Ravichand (2005) used the 

operational performance and market performance in recent 3 years to measure the level of 

enterprise performance, of which the operational performance covers profit rate, survival rate 

and final performance level of the enterprise in recent 3 years, while the market performance 

covers entry level, product competitive ability and the service level of new markets in recent 3 

years. 

The financial indicators of real estate enterprises can directly reflect their financial and 

operational status, which is an important part in the performance assessment. Furthermore, the 

comprehensive performance assessment will not only give attention to the internal financial 

status of enterprises, but also to management level, labor productivity and the external factors 

such as market share and customer satisfaction as well as the intangible assets like product 

R&D, technical innovation and employee satisfaction. All above factors are belong to the 

growth performance of enterprises, presenting a greater extent their intangible assets. It will 

be helpful for enterprises to timely summarize and review their own production and operation 

status, so as to achieve long-term survival and development. Therefore, the enterprise 

performance assessment in this research consists of two dimensions: financial performance 

and growth performance, of which the former deals with the present, the latter and the future 

issues. The combination of the two will reflect the overall performance level of real estate 

enterprises.  
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4.2 Research hypothesis derivation and model building 

4.2.1 Effects of the antecedents of real estate related diversification on enterprise performance 

1. The effects of customer demand on real estate related diversification 

According to the theory of microeconomics, demand and supply are the two aspects of the 

market. Whether the commodities supplied by the enterprises meet the customer demands is a 

prerequisite for the realization of commodity value and economic benefits of the enterprises. 

With the development of society and economy, customer demand is correspondingly 

escalating, showing the tendencies of diversification and individualization. Due to the 

changes in customer demand, new products will substitute for original ones, as well as 

original customer value being replaced by new value.  

The development of real estate is a reflection of the laws relating to customer, owner and 

consumer. Based on Maslow’s hierarchy of needs, the laws on psychological needs of human 

beings are positively correlated to the laws of real estate development: 1) Physiological needs: 

Its reflection on real estate is the rigid demand, which means that the need of housing is a 

satisfaction to basic living (necessities). 2) Safety needs:  The customers begin to have 

demands on the residential environment. 3) Love and belonging need: The customers need 

more public and communication space, more leisure space and elements, favorable 

neighborhoods and more intimate service systems, which have led to customer-oriented 

property management concepts like neighborhood community, pensioner customer and 

housekeeping services. 4) Esteem needs: The customers begin to give attention to life circle 

and quality, expecting the community to accommodate the same groups of high-status people. 

Besides, they are also the most buyers of tourism and leisure real estates. 5) Cognitive needs: 

It refers to the customer’s needs in knowledge, understanding and novelty. As for real estate, 

hi-tech residences and the housing or commercial buildings of particular themes and cultural 

elements will be more adapted to their demands. 6) Aesthetic needs: It refers to the 

requirements on the perfection of housing level, district, services, interior decoration, brand 

and architectural design.  

The above hierarchy of needs show that the real estate enterprises shall adapt themselves to 

customer demands in different time and stages and expand the development forms 

continuously, i.e., to adopt diversification. Therefore, this research suggests the following:  

H1: Customer demand has significant positive effect on real estate related diversification 

H1a: Customer demand has significant positive effect on product expansion;  

H1b: Customer demand has significant positive effect on district expansion;  

H1c: Customer demand has significant positive effect on functional expansion.  

2. The effects of policy support on real estate related diversification 

The national macroeconomics policies will affect the real estate market from the institutional 

level. 1) Financial policies. The financial revenue policies adjust the income distribution 

relations among the state, the enterprises and the individuals mainly through the adjustment of 



 

58 
 

tax rates. The financial expenditure policies are mainly to determine the total state budget 

expenditure and its structure. The financial policies will determine on the whole the degree of 

capital support to real estate industry. 2) Monetary policies. The government will regulate the 

real estate market through the interest rate instrument and control the credit preference to real 

estate industry and the scales of commercial banks. 3) Industrial policies. The government 

will influence the cyclical fluctuation of real estate through real estate product supply 

structure regulation, policy-related capital control and listing policy, the formation of plans 

and industrial investment directories as well as other administrative methods, which have 

critical effects in the initial stage of real estate industry. 4) Regional development policies. 

Under the same macroeconomic regulation in a country, the economic development and real 

estate consumption may not be the same in different regions. The government usually gives 

preferential economic policies to different regions, such as the policies for special economic 

zones and the coastal economic development strategies, so as to stimulate the advance and 

high-speed development of certain regions, which will inevitably cause great influences on 

the regional real estate development. 5) Land policies. The government usually implements 

the land transfer policies on the lands for commercial building development. At present, 

Chinese government adopts the unified land reserve and transfer system on urban land, which 

constitutes the monopoly of local governments on the first-level land market. To obtain the 

land, the real estate developers have only one channel. After the land enters the auction 

procedures, the only rule is the success of the highest-price offer, which pushes up the land 

prices naturally. The way of land auction is extremely likely to push the land prices too high, 

thus makes the land much more costly to the real estate developers. Except the national 

macroeconomics policies, real estate enterprises are normally involved in the development in 

different regions in their diversification. If the development projects are closely attended by 

local governments, the difficulties in project will be reduced substantially, which provides 

solid guarantee to real estate enterprises. Therefore, this research suggests the following: 

H2: Policy support has significant positive effect on real estate related diversification  

H2a: Policy support has significant positive effect on product expansion;  

H2b: Policy support has significant positive effect on district expansion;  

H2c: Policy support has significant positive effect on function expansion.  

3. The effects of competitive intensity on real estate related diversification 

The competitive intensity on market means the degree of market competition in the 

industry in question, compared to other industries. In his strategic management theory, 

Porter (1980) demonstrated the competitive state within the industry is dependent on the 

power and situation among the market suppliers and demanders; and will affect the 

bargaining power of the enterprises in market transactions. On the real estate market, 

the more the suppliers of the same type of products are, the more intense the market 

competition will be, in which case the enterprises must seek innovation and 

breakthrough on product development, enhance the heterogeneity of their products and 
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adopt diversification in product development. Besides, the increase in the number of 

real estate projects in the same region will lead to higher land purchase costs and higher 

selling pressure; and the enterprises have to choose to carry out their development in 

other regions. In turn, the district expansion will increase the popularity of real estate 

enterprises, and is helpful to the extension of brands. Li (1997) pointed out that the 

intensification of competition will make the enterprise faced with great pressure in 

reducing the costs, upgrading the quality and creating new customer demands. Under 

intense competition, the enterprise and the supply-chain enterprises are more likely to 

establish the cooperation alliance, which will urges the enterprises to upgrade and 

expand its original internal functions, so as to adapt to the needs in competition.  

Therefore, this research suggests the following:  

H3: Competitive intensity has significant positive effect on real estate related 

diversification 

H3a: Competitive intensity has significant positive effect on product expansion;  

H3b: Competitive intensity has significant positive effect on district expansion;  

H3c: Competitive intensity has significant positive effect on functional expansion.  

4. The effects of management and organizational structure on real estate related 

diversification 

According to WilHamson(1975), the reasonably designed efficient internal 

organizational structure can ensure the smooth progress of production process, inspire 

the creativity of the employees and ensure the enterprise to respond quickly to customer 

demand; furthermore, reasonable organizational structure is helpful to reducing the 

operational costs and promotes the enterprise performance. Armour and Aniina (2008) 

indicated the standardization and professionalization of organizational structure can 

guarantee the quality of the enterprise’s value creation process, which is also part of its 

core competence. The decentralization of management and organization can improve 

the decision-making efficiency of the organization, enable the organization to respond 

quickly to the requirements of project department and customers and inspire the 

innovation consciousness of the employees; and even provide motives to the value 

creation in the enterprise. In Vijay Kannan’s(2010) view, flexible organization shall be 

established through breaking the department boundaries, fixing the work teams and 

shifting the work, only through which can the organization respond in real time to the 

changes in environment and market demands, and enhance its flexibility and 

adaptability. 

Therefore, this research suggests the following:  

H4: Management and organizational structure has significant positive effect on real 

estate related diversification 
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H4a: Management and organizational structure has significant positive effect on 

product expansion;  

H4b: Management and organizational structure has significant positive effect on district 

expansion;  

H4c: Management and organizational structure has significant positive effect on 

functional expansion.  

5. The effects of capital strength on real estate related diversification 

The capital strength of real estate enterprise mainly consists of the scientific capital operation 

mechanism, reasonable asset-liability ratio, the control of cash flow and the widening of 

financial channels, which are the four factors that affect real estate related diversification. By 

establishing a scientific capital operation mechanism, formulating flexible corporate funds 

strategies. Implementing the portfolio real estate projects of different types in different 

regions, the enterprise can spread the risks of the related diversification and reduce them to 

the acceptable lowest level. Besides, financial leverage is often an accelerated way for real 

estate related diversification. Only by maintaining reasonable asset-liability rate and reducing 

the excessive debt repayment liability of the enterprises can they ensure the security of multi-

project real estate development that requires large investments and long cycles. The 

operational cash flow indicates the amount and composition of cash flow in the real estate 

development, sale, transfer, lease as well as the rendering of services, from which the asset 

liquidity and solvency of real estate enterprises is revealed. Due to the large amount of capital 

demand in the related diversification, besides utilizing the bank loans, real estate enterprises 

should widen the financing channels by introducing trusts and bonds, so as to strengthen the 

enterprises’ capability in resisting the financial risks and facilitate the smooth progress of the 

related diversification.  

Therefore, this research suggests the following:  

H5: Capital strength has significant positive effect on real estate related diversification 

H5a: Capital strength has significant positive effect on product expansion;  

H5b: Capital strength has significant positive effect on district expansion;  

H5c: Capital strength has significant positive effect on functional expansion.  

6. The effects of human resources on real estate related diversification 

If organizational structure is the skeleton of an enterprise, human resources must be its 

flowing blood. The number and quality of human resources constitute the whole connotation 

of human resources, which have the irreplaceable effects on the enterprise management and 

operation. Human is the basic unit in enterprise diversification. When carrying out such 

activities as the related diversification, real estate enterprises must first of all dispose enough 

number of talents for the new projects to ensure standardized accomplishment of the required 

work load. Besides, the multiple products and functions of real estate products also set up 

higher demands on the previous talent quality of the enterprise. The multiplication in the 
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business types requires employees to improve themselves and get familiar with the new 

professional knowledge, being eager for innovation and knowledge to face the difficulties and 

challenges in the related diversification.  

Therefore, this research suggests the following:  

H6: Human resources have significant positive effect on real estate related diversification 

H6a: Human resources have significant positive effect on product expansion;  

H6b: Human resources have significant positive effect on district expansion;  

H6c: Human resources have significant positive effect on functional expansion.  

4.2.2 Effect of real estate related diversification on enterprise performance 

The effect of real estate related diversification on enterprise performance has been discussed 

in detail in Chapter II, thus this dissertation now puts forward the following hypotheses:  

H7: Real estate related diversification has significant positive effect on enterprise 

performance 

H7a: Product expansion has significant positive effect on the enterprise financial performance;  

H7b: Product expansion has significant positive effect on the enterprise growth performance;  

H7c: District expansion has significant positive effect on the enterprise financial performance;  

H7d: District expansion has significant positive effect on the enterprise growth performance;  

H7e: Functional expansion has significant positive effect on the enterprise financial 

performance;  

H7f: Functional expansion has significant positive effect on the enterprise growth 

performance.  

4.2.3 Building of research model 

The internal and external factors of the antecedents of real estate related diversification 

function on different processes of value transformation. The effect on product expansion is 

mainly reflected from urging the real estate enterprises to optimize their strategic planning, 

upgrade the product value and build the core competence; the effect on district expansion is 

reflected by reducing the competitive intensity faced by the enterprises in certain time and 

place, urging the enterprises to seek new market opportunities and higher degree of 

recognition and to extend the enterprises’ brands; the effect on function expansion is mainly 

reflected by strengthening the talent team, enhancing the enterprises’ capabilities in acquiring 

new knowledge and improving their capability in the related diversification through efficient 

organizational structures. Besides, product expansion, district expansion and function 

expansion will affect the overall performance of the enterprises. According to the above 

analysis, the hypotheses in this dissertation are summarized as Table 4.1, supplemented by the 

research model as shown in Figure 4.3:  
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Table 4. 1Research hypotheses in this dissertation 

Code Hypothesis 

 

 

H1a 

H1b 

H1c 

 

 

H2a 

H2b 

H2c 

 

 

H3a 

H3b 

H3c 

 

 

H4a 

 

H4b 

 

H4c 

 

 

H5a 

H5b 

H5c 

 

 

H6a 

H6b 

H6c 

 

 

H7a 

H1: Customer demand has significant positive effect on real estate 

related diversification 

Customer demand has significant positive effect on product expansion; 

Customer demand has significant positive effect on district expansion; 

Customer demand has significant positive effect on functional expansion. 

H2: Policy support has significant positive effect on real estate related 

diversification 

Policy support has significant positive effect on product expansion; 

Policy support has significant positive effect on district expansion; 

Policy support has significant positive effect on functional expansion. 

H3: Competitive intensity has significant positive effect on real estate 

related diversification 

Competitive intensity has significant positive effect on product expansion; 

Competitive intensity has significant positive effect on district expansion; 

Competitive intensity has significant positive effect on functional expansion. 

H4: Management and organizational structure has significant positive 

effect on real estate related diversification 

Management and organizational structure has significant positive effect on 

product expansion; 

Management and organizational structure has significant positive effect on 

district expansion; 

Management and organizational structure has significant positive effect on 

functional expansion. 

H5: Capital strength has significant positive effect on real estate related 

diversification 

Capital strength has significant positive effect on product expansion; 

Capital strength has significant positive effect on district expansion; 

Capital strength has significant positive effect on functional expansion. 

H6: Human resources have significant positive effect on real estate 

related diversification 

Human resources have significant positive effect on product expansion; 

Human resources have significant positive effect on district expansion; 

Human resources have significant positive effect on functional expansion. 

H7: Real estate related diversification has significant positive effect on 

enterprise performance; 

Product expansion has significant positive effect on the enterprise financial 

performance; 
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H7b 

H7c 

 

H7d 

 

H7e 

 

H7f 

Product expansion has significant positive effect on the enterprise growth 

performance; 

District expansion has significant positive effect on the enterprise financial 

performance; 

District expansion has significant positive effect on the enterprise growth 

performance; 

Functional expansion has significant positive effect on the enterprise financial 

performance; 

Functional expansion has significant positive effect on the enterprise growth 

performance. 

 

Figure 4. 3 Research model 

4.3 Research design 

4.3.1 Related concepts measurement and definitions 

1. Real estate related diversification 

The measurement of the related diversification of the enterprises refers to the measurement of 

their extent of the related diversification. At present, there are a lot of measurements in the 

theoretical circle for the extent of the related diversification in three dimensions (see Table 

4.2).  
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Table 4. 2 Measurements of the extent of diversification by foreign researchers 

Diversification 

dimensions 
Measurements of diversification 

Diversificati

on indicators 
First author 

Business 

diversification 

Strategic 

measurement 

Wrigley 

classification 
SR,RR 

Grinyer(1980),Bettis(1982), 

Hitt(1986) 

Rumelt 

classification 
SR,RR,VR 

Rumelt(1974,1982),Christensen(1

981),Mayer(2003) 

 
Objective 

measurement 

Based on 

SIC 

PPSR Gort(1962),Arnoald(1969) 

Entropy 

index 

Palepu(1985),James(2003),Chakr

abart(2007) 

Concentric 

index 
Caves(1980) 

Product/busi

ness 

counting 

method 

Fan(2000),Protiti(2009) 

Generalized 

Herfindahl 

index 

Goranova(2007) 

Herfindahl 

index 
Lang(1994), Machum(2004) 

Based on IO 

Measurement 

of relevance 

at enterprise 

level 

Fan(2000) 

Regional 

diversification 

Proportion of sales from other regions in the total 

sales of the enterprise 
Grant(1957),Tallman(1996) 

Entropy method Michael, Stephan(2002) 

Number of overseas or affiliated subsidiary Hang(1989) 

Functional 

diversification 

Value-added index (VAS) Adelman(1955),Levy(1985) 

Vertical industry-related index (VIC) Maddigan(1981), Gaves(1988) 

Davies-Morries index Davies(1995) 

According to the indices of the above-mentioned methods, this dissertation designs the 

following measurement scale for real estate related diversification:  
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Table 4. 3 Measurement scale for real estate related diversification 

Dimension Item content 
Reference 

basis 

Product 

expansion (PE) 

Difference in the business type of new development 

projects 

Consistency of  the enterprise projects on technology and 

knowledge 

Bigger scope of  products/services of the enterprise 

compared with other enterprises of the industry 

Measurement 

scale for 

diversification 

degree 

District 

expansion  (DE) 

Difference of new development projects in regional 

distribution 

Increase in the number of projects in other regions or of 

subsidiaries 

Increase in the proportion of sales  from other regions in 

the total sales of the enterprise 

Functional 

expansion (FE) 

Increase in the number of functional departments in recent 

two years 

More complicated job content in the departments 

Need of always learning new knowledge to adapt to the 

enterprise demand 

2. Enterprise performance 

Enterprise performance in the model is the explained variable. From the perspectives of the 

enterprises’ difficulties in achieving absolute financial performance and the validity of 

relative performance measurement, Zott C and Amit (2007) tried to measure enterprise 

performance from the six indicators regarding growth, profitability and overall success. Lane, 

Salk and Lyles (2001) pointed out that the measurement of enterprise performance shall 

consist of qualitative and quantitative performance indicators. To sum up, based on the related 

concepts of real estate enterprise performance, this dissertation develops the following 

measurement scale (see Table 4.4):
 

Table 4. 4Enterprise performance measurement items 

Dimension Item content 
Reference 

basis 

Financial 

performance

（FP） 

 

High-speed growth of sales of the enterprise in recent two 

years, compared with other enterprises of the industry 

Increase in the investment return rate of the enterprise, 

compared with other enterprises of the industry 

Brush, Lane, 

Salk and 

Lyles 
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Higher profit rate of the enterprise, compared with other 

enterprises of the industry 

Growth 

performance 

（GP） 

Low staff turnover rate of the enterprise in recent years 

High internal efficiency and smooth coordination of the 

enterprise departments in recent two years 

High popularity of the enterprise brands, compared with 

other enterprises of the industry 

4.3.2 Pre-test and modification of the measurement scale 

This dissertation adopts 23 samples that enterprises located in Chongqing, Chengdu and 

Guiyang as the source of investigation data to test the validity of the measurement scale. 

Totally 104 questionnaires are distributed, with 93 of them returned and 11 invalid, resulting 

in a validity rate of 91.1%, which meets the requirements for the small-sample statistics and 

pre-test. As the test of the scale for the antecedents of real estate related diversification has 

been discussed above, this section will only provide the measurement results using the scales 

for real estate related diversification and enterprise performance.  

1. Reliability analysis 

Table 4. 5Internal consistency analysis of the scale of real estate related diversification 

Dimension Item CITC 
Alpha if Item 

Deleted 
Cronbach ɑ 

PE 

PE1 

PE2 

PE3 

0.596 

0.624 

0.678 

0.741 

0.753 

0.745 

0.851 

DE 

DE1 

DE2 

DE3 

0.738 

0.726 

0.709 

0.822 

0.819 

0.751 

0.913 

FE 

FE1 

FE2 

FE3 

0.723 

0.703 

0.764 

0.819 

0.790 

0.854 

0.922 

According to the table, the lowest coefficients Cronbach ɑ in the scale of real estate related 

diversification is 0.851, which is higher than the 0.70 minimum standard; the CITC value of 

each item far exceeds the 0.50 standard coefficient; the deletion of any item in the scale will 

cause the coefficients Cronbach ɑ to decrease. Therefore, the scale of real estate related 

diversification has good internal consistency reliability and all items shall be retained.  
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Table 4. 6Internal consistency analysis of the scale of enterprise performance 

Dimension Item CITC 
Alpha if Item 

Deleted 
Cronbach ɑ 

FP 

FP1 

FP2 

FP3 

0.751 

0.702 

0.688 

0.859 

0.765 

0.753 

0.876 

GP 

GP1 

GP2 

GP3 

0.723 

0.667 

0.732 

0.847 

0.717 

0.811 

0.902 

Table 4.6 is the results of internal consistency analysis of the scale of enterprise performance. 

According to the table, the lowest coefficients Cronbach ɑ is 0.876, which is higher than the 

0.70 minimum standard; the CITC value of each item far exceeds the 0.50 standard 

coefficient; the deletion of any item in the scale will cause the coefficients Cronbach ɑ to 

decrease. Therefore, the scale of enterprise performance has good internal consistency 

reliability, and all items shall be retained. 

2. Validity analysis 

The validity analysis includes the verification on content validity and structure validity of the 

pre-test items. Content validity refers to appropriateness of the scale content and its 

consistency with the research questions, which is normally analyzed through qualitative 

method. In this research, professionals are asked to review the content of the scale to ensure 

the content validity of the two scales for real estate related diversification and enterprise 

performance. The results of checking the professionalism and semantic expression of the 

scale show that the measurement scales in this research have high content validity. Besides, 

the exploratory factor analysis is used to test the structure validity of the scales.  

Table 4.7 indicates the results of exploratory factor analysis on the scale for real estate related 

diversification, which show that the three factors with the eigen value beyond 1 are extracted; 

that is, there are common factors among PE1-PE3, DE1-DE3 and FE1-FE3. There is no cross-

loading phenomenon on these three factors; therefore, the original items shall be retained.  

Table 4.8 indicates the results of exploratory factor analysis on the scale for enterprise 

performance, which show that in the scale the two factors with the eigen value beyond 1 are 

extracted; that is, there are common factors among FP1-FP3 and GP1-GP3; and no cross load 

on the two factors exists among the measurement items; therefore, the original items shall be 

retained. 

Table 4. 7Results of exploratory factor analysis of real estate related diversification 

Item Factor 1 Factor 2 Factor 3 
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PE1 

PE2 

PE3 

0.691 

0.715 

0.695 

0.132 

0.265 

0.223 

0.025 

0.157 

0.087 

DE1 

DE2 

DE3 

0.143 

0.230 

0.123 

0.779 

0.785 

0.682 

0.228 

0.258 

0.109 

FE1 

FE2 

FE3 

0.123 

0.176 

0.205 

0.212 

0.282 

0.154 

0.634 

0.711 

0.698 

Table 4. 8Results of exploratory factor analysis on enterprise performance 

Item Factor 1 Factor 2 

FP1 

FP2 

FP3 

0.693 

0.607 

0.713 

0.113 

0.165 

0.213 

GP1 

GP2 

GP3 

0.231 

0.125 

0.232 

0.598 

0.661 

0.609 

The above pre-test results show that the measurements scales on real estate related 

diversification and enterprise performance have favorable reliability and validity; therefore, 

all the items in the sales can be retained for the test of the structural model that follows.  

4.4 Functioning mechanism analysis and model validation 

4.4.1 Sample description 

 The investigation lasts for two months from September 15, 2014 till November 20, 2014. 

Totally 410 questionnaires are distributed to 120 enterprises in Chongqing, Sichuan and 

Guiyang through mail, email, telephone and the relatives or friends, with 344 valid 

questionnaires returned and with the effective return rate of 83.9%. The descriptive statistics 

of the investigation sample is the same as in Chapter III and the test of the scales for the 

antecedents in the model has also been discussed in Chapter III, so there is no need to 

describe them.  

Table 4. 9Descriptive analysis on the measurement items for real estate related 

diversification 

Code 
Sample 

size 
Mean 

Standard 

deviation 

Skewness Kurtosis 

Statistics Standard Statistics Standard 
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deviation deviation 

PE1 

PE2 

PE3 

344 

344 

344 

4.03 

3.85 

3.69 

0.918 

0.805 

0.957 

0.109 

0.131 

-0.233 

0.119 

0.119 

0.119 

-0.1041 

-0.606 

-1.338 

0.237 

0.237 

0.237 

DE1 

DE2 

DE3 

344 

344 

344 

3.95 

3.13 

3.53 

0.904 

0.864 

0.943 

0.092 

0.177 

-0.171 

0.119 

0.119 

0.119 

-1.270 

-1.339 

-1.239 

0.237 

0.237 

0.237 

FE1 

FE2 

FE3 

344 

344 

344 

3.64 

3.18 

3.68 

0.944 

0.943 

0.871 

0.102 

-0.231 

0.255 

0.119 

0.119 

0.119 

-1.239 

-0.938 

-1.338 

0.237 

0.237 

0.237 

The descriptive statistical analysis on the scale for real estate related diversification is showed 

in the above table(see Table 4.9), which shows the means of all the items are within 3.13-4.03, 

the standard deviation within 0.805-0.957, the absolute value of skewness less than 3and that 

of kurtosis less than 10. These figures indicate the data of all the items for real estate related 

diversification obeys normal distribution.  

Table 4.10 Descriptive analysis on the measurement items for enterprise performance 

Code 
Sample 

size 
Mean 

Standard 

deviation 
Skewness Kurtosis 

    Statistics 
Standard 

deviation 
Statistics 

Standard 

deviation 

FP1 

FP2 

FP3 

344 

344 

344 

3.04 

3.04 

3.69 

1.156 

1.156 

0.932 

0.003 

0.003 

-0.725 

0.119 

0.119 

0.119 

-0.747 

-0.747 

-1.874 

0.237 

0.237 

0.237 

GP1 

GP2 

GP3 

344 

344 

344 

3.73 

3.72 

3.64 

0.960 

0.834 

0.965 

-0.765 

-0.017 

-0.113 

0.119 

0.119 

0.119 

-1.480 

-1.421 

-1.546 

0.237 

0.237 

0.237 

The descriptive statistical analysis on the scale for enterprise performance (see Table. 4.10) 

shows the means of all the items are within 3.04-3.73, the standard deviation within 0.834-

1.156, the absolute value of skewness less than 3and that of kurtosis less than 10, which 

indicate the data of all the items for enterprise performance obeys normal distribution.  

4.4.2 Test of reliability and validity 

In testing the scales for real estate related diversification and enterprise performance, the 

coefficient Cronbach ɑ and the CITC are used to measure the internal consistency. According 

to the results in Table 4.11, the lowest CITC value of the items in the scale for real estate 

related diversification is 0.724, which exceeds the 0.5 minimum standard; the lowest 
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Cronbach ɑ under the dimensions is 0.905, which exceeds the 0.7 standard; and the deletion 

of any item will cause the Cronbach ɑ value to decrease, which means that the scale has 

favorable reliability.  

 

Table 4. 11 Internal consistency analysis on the scale for real estate related diversification 

Dimension Item code CITC 
Alpha if Item 

Deleted 
Cronbach ɑ 

PE 

PE1 

PE2 

PE3 

0.751 

0.793 

0.778 

0.841 

0.853 

0.845 

0.934 

DE 

DE1 

DE2 

DE3 

0.724 

0.828 

0.784 

0.822 

0.919 

0.851 

0.943 

FE 

FE1 

FE2 

FE3 

0.749 

0.856 

0.765 

0.819 

0.929 

0.854 

0.905 

Table 4. 12 Internal consistency analysis on the scale for enterprise performance 

Dimension Item CITC 
Alpha if Item 

Deleted 
Cronbach ɑ 

FP 

FP1 

FP2 

FP3 

0.772 

0.661 

0.632 

0.893 

0.755 

0.723 

0.912 

GP 

GP1 

GP2 

GP3 

0.780 

0.639 

0.784 

0.887 

0.777 

0.850 

0.914 

According to the results in Table 4.12, the lowest CITC value of the items in the scale for 

enterprise performance is 0.632, which exceeds the 0.5 minimum standard； the lowest 

Cronbach ɑ under the dimensions is 0.912, which exceeds the 0.7 standard；and the deletion 

of any item will cause the Cronbachɑ value to decrease, which means that the scale has 

favorable reliability. 
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According to the tests, the KMO values of the scales for real estate related diversification and 

enterprise performance are 0.927 (see Table 4.13) and 0.897 (see Table 4.14), which are 

appropriate for factor analysis.  

Table 4. 13 KMO and Bartlett tests on the scale for related diversification of real estate 

Kaiser-Meyer-olkin 
Measure of sampling 

adequacy 
0.927 

Bartlett’s test of sphericity 

Approximate Chi-square 

distribution 

Degree of freedom 

Significance 

2480.423 

78 

0.000 

Table 4. 14 KMO and Bartlett tests on the scale for enterprise performance 

Kaiser-Meyer-olkin 
Measure of sampling 

adequacy 
0.897 

Bartlett’s test of sphericity 

Approximate Chi-square 

distribution 

Degree of freedom 

Significance 

1145.543 

55 

0.000 

Table 4. 15 Results of exploratory factor analysis on real estate related diversification 

Item Factor 1 Factor 2 Factor 3 

PE1 

PE2 

PE3 

0.680 

0.658 

0.705 

0.252 

0.247 

0.132 

0.025 

0.157 

0.084 

DE1 

DE2 

DE3 

0.268 

0.301 

0.168 

0.779 

0.685 

0.682 

0.232 

0.275 

0.196 

FE1 

FE2 

FE3 

0.053 

0.131 

0.241 

0.305 

0.182 

0.114 

0.678 

0.729 

0.717 

The results in Table 4.15 indicate that based on the standard of eigen value more than 1, three 

common factors can be extracted from the items of the scale for real estate related 

diversification, which can cumulatively explain 73.45% of the change in variance. The load of 
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each factor is beyond 0.5and there is no cross load among different factors, which means that 

the scale for real estate related diversification has favorable convergent validity and 

discriminatory validity.  

The results in Table 4.16 indicate that based on the standard of eigen value more than 1, two 

common factors can be extracted from the items of the scale for enterprise performance, 

which can cumulatively explain 78.54% of the change in variance. The load of each factor is 

beyond 0.5and there is no cross load among different factors, which means that the scale for 

enterprise performance has favorable convergent validity and discriminatory validity. 

Through the exploratory factor analysis, the structure validity of the questionnaire designed in 

this dissertation has been verified; and all the measuring items can be retained for later use.  

Table 4. 16 Results of exploratory factor analysis on enterprise performance 

Item Factor 1 Factor 2 

FP1 

FP2 

FP3 

0.693 

0.607 

0.713 

0.113 

0.165 

0.214 

GP1 

GP2 

GP3 

0.231 

0.125 

0.232 

0.598 

0.661 

0.609 

 

4.4.3 Confirmatory factor analysis 

To further test the convergent validity and discriminatory validity of the measurement scales, 

this research adopts the software L1SREL8.7 to do the confirmatory factor analysis. The 

maximum likelihood method (MLE) is used for model estimation, with the evaluating 

indicators including x
2
/df, NFl, AGFl, GFI and CFI.  

Table 4. 17  Fit indices resulted from factor analysis on real estate related diversification 

x
2
 df x

2
/df GFI AGFI NFI CFI RMSEA RMR 

200.1 69 2.99 0.91 0.94 0.93 0.93 0.057 0.039 
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Figure 4. 4Factor analysis on real estate related diversification 

The results of confirmatory factor analysis on real estate related diversification are as shown 

in Table 4.17, in which the value of x2
/df is 2.9, lying within 2-5, the absolute fit indices GFI, 

AGFl, NFI and CFI are 0.91, 0.94, 0.93 and 0.93 respectively, all higher than 0.9 standard. 

The relative fit indices RMSEA is 0.057, less than 0.08; and RMR is 0.039, less than 0.05. 

The test results show the model and the data have good fitting effect (see Figure 4.4) and can 

be used for the analysis in the next step.  

Table 4. 18  Fit indices resulted from factor analysis on enterprise performance 

x
2
 df x

2
/df GFI AGFI NFI CFI 

RMSE

A 
RMR 

28.24 8 3.53 0.96 0.94 0.92 0.92 0.055 0.027 

 

Figure 4. 5Factor analysis on real estate related diversification 

The results of confirmatory factor analysis on enterprise performance are as shown in Table 

4.18, in which the value of x2
/df is 3.53, lying within 2-5, the absolute fit indices GFI, AGFl, 

NFI and CFI are 0.96, 0.94, 0.92 and 0.92 respectively, all higher than the 0.9 standard. The 

relative fit in dice RMSEA is 0.055, less than 0.08; and RMR 0.027, less than 0.05. The test 
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results show the model and the data have good fitting effect (see Figure 4.5) and can be used 

for the analysis in the next step. 

4.4.4 Model analysis and hypotheses testing 

1. Correlation analysis 

Correlation analysis refers to the analysis on two or more correlated variable elements, aiming 

at measuring the degree of correlation between each two variable elements. Before the 

structural equation model analysis, it is necessary to test the correlation between the variables 

of the model. Only after the test can it be practicable to study the relations between the 

variables. Therefore, correlation analysis is the basis of model test. Table 4.19 indicates that 

there is favorable correlation between real estate related diversification and its antecedents 

and enterprise performance. 

2. Structural equation modeling and analysis 

Structural Equation Modeling (SEM) is a statistical tool, utilizing integrating path analysis, 

multiple regression analysis and confirmatory factor analysis. It is used to analyze the 

complicated relations between multiple dependent variables and multiple independent 

variables. In structural equation analysis, the covariance matrix of sample data is often used to 

fit the theoretical model. By evaluating and modifying the initial model, the optimal model of 

lowest fit deviation will be obtained. Especially after the application of professional software 

LISREL and AMOS, the structural equation modeling has become a powerful tool of solving 

the complicated multiple relationship regarding social science data.  

Table 4. 19 Correlation analysis on the variables of the model 

 CD PS CI AOS CS HR PE DE FE FP GP 

CD 1           

PS 0.36** 1          

CI 0.24** 0.41** 1         

AOS 0.33** 0.63** -0.33** 1        

CS 0.23** 0.25** -0.27** 0.51** 1       

HR 0.34** 0.39** 0.17** 0.47** 0.34** 1      

PE 0.42** 0.51** 0.07** 0.65** 0.11** 0.22** 1     

DE 0.33** 0.18** -0.23** 0.63** 0.19** 0.35** 0.44** 1    

FE 0.32** 0.23** 0.19** 0.36** 0.23** 0.20** 0.23** 0.33** 1   

FP 0.42** 0.40** -0.33** 0.41** 0.29** 0.40** 0.34** 0.38** 0.32** 1  

GP 0.38** 0.35** -0.30** 0.38** 0.32** 0.31** 0.41** 0.47** 0.35** 0.38** 1 

SEM is composed of measurement model and structural model. The measurement model 

describes the correlation between manifest variables and latent variables, which indicates a 
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latent variable shall be measured by what kinds of observable variables. The structural model 

describes the correlation between the latent variables, which is a model similar to the one in 

multiple regressions describing the quantitative relations between exogenous variables and 

indigenous variables. The measurement model and the structural model are inseparable 

logically. The following is the usual form of structural equation:  

 

 

(1) Result analysis of initial structural model 

The above analysis shows that the measurement models for various variables, having passed 

the related analyses and tests, are of favorable reliability and validity. To study the 

interactions among the variables in detail; L1SREL8.7 will be used in the following to 

analyze the initial structural model.  

Table 4. 20 Fit indices of initial structural model (M1) 

x
2
 df x

2
/df GFI AGFI NFI IFI CFI RMSEA 

21878.13 641 2.93 0.84 0.82 0.91 0.93 0.91 0.068 

Table 4.20 is the fitting results of the initial structural model M1, in which the x2
/df is 2.93, 

lying within the recommended range (2-5). The RMSEA is less than the upper limit 0.08and 

the NFI and CFI are higher than the lower limit 0.9, which means that the fitting results of the 

initial model (M1) in this research are acceptable. However, as the GF1 and AGFl indices fail 

to meet the 0.9 standard, the initial model needs to be modified further to guarantee an 

optimum fitting model. 

Figure 4.6 Initial structural model M1 
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Table 4. 21 Path analysis on initial research model M1 

Hypothesis Correlation Standardized 

path coefficient 

T value Significant 

or not 

Hypothesis 

test result 

H1a 

H1b 

H1c 

H2a 

H2b 

H2c 

H3a 

H3b 

H3c 

H4a 

H4b 

H4c 

H5a 

H5b 

H5c 

H6a 

H6b 

H6c 

H7a 

H7b 

H7c 

H7d 

H7e 

H7f 

PE←CD 

DE←CD 

FE←CD 

PE←PS 

DE←PS 

FE←PS 

PE←CI 

DE←CI 

FE←CI 

PE←AOS 

DE←AOS 

FE←AOS 

PE←CS 

DE←CS 

FE←CS 

PE←HR 

DE←HR 

FE←HR 

FP←PE 

GP←PE 

FP←DE 

GP←DE 

FP←FE 

GP←FE 

0.51** 

0.35** 

0.20** 

0.32** 

0.39** 

0.12 

0.24** 

0.24** 

-0.33** 

0.05 

0.21** 

0.35** 

0.42** 

0.25** 

0.08 

0.20** 

0.31** 

0.29** 

0.47** 

0.38** 

0.40** 

0.27** 

0.11 

0.36** 

5.56 

3.46 

2.45 

5.89 

5.43 

1.15 

2.66 

2.68 

-3.45 

1.52 

2.33 

3.48 

2.75 

2.71 

0.76 

2.46 

5.42 

3.83 

5.15 

4.59 

2.66 

3.73 

1.03 

2.14 

Yes 

Yes 

Yes 

Yes 

Yes 

No 

Yes 

Yes 

Yes 

No 

Yes 

Yes 

Yes 

Yes 

No 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

No 

Yes 

Support 

Support 

Support 

Support 

Support 

Not support 

Support 

Support 

Support 

Not support 

Support 

Support 

Support 

Support 

Not support 

Support 

Support 

Support 

Support 

Support 

Support 

Support 

Not support 

Support 

Note: ***p<0.001, **P<0.01, *P<0.05 

According to Table 4.21, the standardized path coefficients of the effect of customer demand 

on the three dimensions (product expansion, district expansion, functional expansion) of real 

estate related diversification are 0.51, 0.35 and 0.20 respectively, reaching a significance level; 

the standardized path coefficients of the effect of policy support on the three dimensions 

(product expansion, district expansion, functional expansion) of real estate related 

diversification are 0.32, 0.39 and 0.12 respectively, with the effect of policy support on 
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functional expansion being insignificant; the standardized path coefficients of the effect of 

competitive intensity on the three dimensions (product expansion, district expansion, 

functional expansion) of real estate related diversification are 0.24, 0.24 and -0.33 

respectively, with the effect of competitive intensity on functional expansion being negative; 

the standardized path coefficients of the effect of management and organizational structure on 

the three dimensions (product expansion, district expansion, functional expansion) of real 

estate related diversification are 0.05, 0.21 and 0.35 respectively, with the effect of 

management and organizational structure on product expansion being insignificant; the 

standardized path coefficients of the effect of capital strength on the three dimensions 

(product expansion, district expansion, functional expansion) of real estate related 

diversification are 0.42, 0.25 and 0.08 respectively, with the effect of capital strength on 

functional expansion being insignificant; the standardized path coefficients of the effect of 

human resources on the three dimensions (product expansion, district expansion, functional 

expansion) of real estate related diversification are 0.20, 0.31 and 0.29 respectively, reaching 

a significance level; the standardized path coefficients of the effect of product expansion on 

enterprise performance (financial performance, growth performance) are 0.47 and 0.38 

respectively, reaching a significance level; the standardized path coefficients of the effect of 

district expansion on enterprise performance (financial performance, growth performance) are 

0.40 and 0.27 respectively, reaching a significance level; the standardized path coefficients of 

the effect of functional expansion on enterprise performance (financial performance, growth 

performance) are 0.11 and 0.36 respectively, with the effect of functional expansion on 

financial performance is insignificant.  

(2) Modified model M2 analysis 

Figure 4.7 Modified structural model M2 

On the basis of the initial structural model, the paths of insignificant T values are removed, 

namely, “policy support--function expansion”, “organizational structure--product expansion”, 

“capital strength--functional expansion” and “functional expansion--financial performance”. 

Besides, during the fitting of the model, the correction coefficient indicates two paths shall be 
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added, namely “H8: product expansion--district expansion” and “H9: functional expansion--

district expansion”. The fitting paths of the modified model M2 are as shown in Figure 4.7 

The fitting results of M2 are as shown Table 4.22. The freedom degree of the entire model is 

64; and the ratio between chi-square value and freedom degree is 2.88, which means that the 

overall fitting result of M2 is more favorable than the initial model M1. Besides, the RMR 

and RMSEA values are lower than the popular 0.08 standard. The NFI and CFI are higher 

than the 0.9 standard as recommended by various researches. Although the GFI and AGFI 

values are higher than those of the initial model, they are lower than the 0.9 standard as 

recommended by various researches; the fitting degree values are generally satisfying. Table 

4.26 indicates that after modification the path coefficients and the hypothesis relations have 

all reached the significance level, and thus the research model is supported.  

Table 4. 22 Fitting indices of modified model (M2) 

x
2
 df x

2
/df GFI AGFI NFI IFI CFI RMSEA 

1809.64 644 2.81 0.89 0.87 0.92 0.93 0.92 0.067 

 

Table 4. 23 Path analysis on modified model M2 

Hypot

hesis 

Correlation Standardized path 

coefficient 

T value Significant 

or not 

Hypothesis 

test result 

H1a 

H1b 

H1c 

H2a 

H2b 

H3a 

H3b 

H3c 

H4b 

H4c 

H5a 

H5b 

H6a 

H6b 

H6c 

PE←CD 

DE←CD 

FE←CD 

PE←PS 

DE←PS 

PE←CI 

DE←CI 

FE←CI 

DE←AOS 

FE←AOS 

PE←CS 

DE←CS 

PE←HR 

DE←HR 

FE←HR 

0.47** 

0.37** 

0.27** 

0.33** 

0.40** 

0.15** 

0.15** 

-0.34** 

0.25** 

0.19** 

0.32** 

0.27** 

0.29** 

0.21** 

0.19** 

5.45 

3.44 

2.45 

5.78 

5.40 

2.30 

2.31 

-3.44 

2.66 

2.17 

2.33 

3.73 

2.41 

2.33 

2.17 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Support 

Support 

Support 

Support 

Support 

Support 

Support 

Support 

Support 

Support 

Support 

Support 

Support 

Support 

Support 
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H7a 

H7b 

H7c 

H7d 

H7f 

H8 

H9 

FP←PE 

GP←PE 

FP←DE 

GP←DE 

GP←FE 

DE←PE 

DE←FE 

0.42** 

0.37** 

0.51** 

0.31** 

0.34** 

0.33** 

0.31** 

5.15 

2.68 

2.66 

3.73 

2.14 

2.33 

1.97 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Support 

Support 

Support 

Support 

Support 

Support 

Support 

Note: ***p<0.001, **P<0.01, *P<0.05 

Table 4.24, summarizing the research hypotheses, shows that 20 of the 24 hypotheses of the 

original hypothesis model are supported; and the other 4 are not supported due to their failure 

to reach the significance level. Besides, during the modification, 2 paths are added to make 

the original model more reasonable.  

Table 4. 24 Summary of research hypotheses 

Code Hypothesis description Test results 

H1a 

H1b 

H1c 

H2a 

H2b 

H2c 

H3a 

 

H3b 

H3c 

 

H4a 

 

H4b 

H4c 

 

H5a 

H5b 

H5c 

H6a 

H6b 

Customer demand has significant positive effect  on product 

expansion 

Customer demand has significant positive effect  on on district 

expansion 

Customer demand has significant positive effect  on function 

expansion 

Policy support has significant positive effect  on product expansion 

Policy support has significant positive effect  on district expansion 

Policy support has significant positive effect  on functional expansion 

Competitive intensity has significant positive effect  on product 

expansion 

Competitive intensity has significant positive effect  on district 

expansion 

Competitive intensity has significant positive effect  on functional 

expansion 

Management and organizational structure have significant positive 

effect  on product expansion 

Management and organizational structure have significant positive 

effect  on district expansion 

Management and organizational structure have significant positive 

effect  on functional expansion 

Capital strength has significant positive effect  on product expansion 

Support 

Support 

Support 

Support 

Support 

Not support 

Support 

 

Support 

Support 

 

Not support 

 

Support 

Support 

 

Support 

Support 

Not support 

Support 

Support 
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H6c 

 

H7a 

 

H7b 

 

H7c 

 

H7d 

 

H7e 

H7f 

 

H8 

H9 

Capital strength has significant positive effect  on district expansion 

Capital strength has significant positive effect  on functional 

expansion 

Human resources have significant positive effect  on product 

expansion 

Human resources have significant positive effect  on district 

expansion 

Human resources have significant positive effect  on functional 

expansion 

Product expansion has significant positive effect  on the enterprise 

financial performance 

Product expansion has significant positive effect  on the enterprise 

growth performance 

District expansion has significant positive effect  on the enterprise 

financial performance 

District expansion has significant positive effect  on the enterprise 

growth performance 

Functional expansion has significant positive effect  on the enterprise 

financial performance 

Functional expansion has significant positive effect  on the enterprise 

growth performance 

Product expansion has significant positive effect  on district 

expansion 

Functional expansion has significant positive effect  on district 

expansion 

Support 

 

Support 

 

Support 

 

Support 

 

Support 

 

Not support 

Support 

 

Support 

Support 

The following is a brief analysis on why the above 4 hypotheses are not supported:  

H2c: Policy support has significant positive effect on functional expansion 

As one of the three dimensions of real estate related diversification, functional expansion 

refers to the changes occurring to the internal functional structure during the expansion of an 

enterprise, which belongs to a deep-seated factor in the enterprise. If the functional 

expansion of the related diversification is to be affected, it must be the innovations that the 

enterprise has to experience after the expansion in product and district to adapt to such 

expansions. Therefore, as an important external influencing factor of the enterprise 

expansion, policy support cannot affect the functional expansion of the enterprise directly, 

but affecting the functional expansion through its effect on product expansion and district 

expansion.  

H4a: Management and organizational structure have significant positive effect on product 

expansion 
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In a real estate enterprise, the product and the business are technical indicators. The product 

diversification of real estate development is affected by many factors within the enterprise. 

Whether the enterprise can adopt product diversification is mainly subject to the 

comprehensive assessment on the development strategies, the marketing scheming, the 

engineering budget and the finance of the enterprise; the product diversification also 

imposes requirements on multi-product management capability and organizational 

efficiency of the enterprise. A good and efficient management and organizational structure 

will enable the clarified responsibilities and coordinated progress among the functional 

departments, reducing the burden in coordinating the development of multiple businesses 

and products. It is required to create a harmonious operating environment, rather than 

having direct significant effect on the product expansion.  

H5c: Capital strength has significant positive effect on functional expansion 

The internal functional boundaries of an enterprise and the change in the number of the 

functions originate automatically from the degree and needs of diversification in the stage, 

no noticeable demand on capital currently.  

H7e: Functional expansion has significant positive effect on enterprise financial 

performance  

Financial performance is mainly reflected from the profits of the enterprise. The marketing 

profits of external products directly affect on financial performance, while the scientific and 

appropriate management of inner capital and the capability in risk control can prevent the 

investment risks of the enterprise, having indirect effect on financial performance. However, 

functional expansion refers to the adding and adjustment of the internal posts of the 

enterprise, which involves neither direct increase to the profit, nor the scientific management 

of inner capital, so that it cannot have significant effect on enterprise financial performance.  
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Chapter V: Study on the Regulating Effect of Dynamic Capability on 

Real Estate Related Diversification and Enterprise Performance 

5.1 Previous studies on dynamic capability 

This dissertation first reviews the concept and composition of dynamic capability. Based on 

literature study, it analyzes the relations between real estate related diversification, enterprise 

performance and dynamic capability; then, it proposes the related theoretical hypotheses and 

builds the model of the regulating effect of dynamic capability on the relations between the 

related diversification and enterprise performance as well as the measurement scales for the 

variables in the model. Finally, it tests empirically the regulating effect of dynamic capability 

on the relations between real estate related diversification and enterprise performance.  

5.1.1 Definition and composition of dynamic capability 

The concept of Dynamic Capability has been existed for almost thirty years since it was put 

forward by Teece in 1994. According to the existing studies, the definition of dynamic 

capability can be divided into two categories.  

Table 5. 1Concepts of dynamic capability 

Classification Main content Representative 

Abstract 

capability 

 Capability in integrating and coordinating the 

internal resources and capacities of the enterprise 

 

 Capability in sensing market opportunities 

 Capability in acquiring and releasing 

resources 

 Capability in organizational learning and 

innovation 

Pisano(1994), Teece et al. (1997) 

Teece(1997),O Reilly, 

Tushman(2008),Liao(2009) etc. 

Eisenhardt,Martin(2000),Danneels

(2010) 

Wang et al.(2007),Wu(2010) 

Concrete 

capability 

 Capability in creating new product/service and 

processes 

 

 Capability in marketing, design and R&D 

 

 Capability in developing new products and 

introducing them into new market 

 

 Capability in designing new product and 

process, establishing collaborative customer 

relations and improving the marketing approaches 

Helfat(1997) 

Danneels(2008) 

Mckelvie,Davidsson(2009) 

Drnevich,Kriauciunas(2011) 
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Wu (2010) indicatedthat the capabilities of organization reconfiguration, resource integration 

and coordination capability are the important part of dynamic capability. Based on the above-

mentioned viewpoints, Q’Reilly and Tushman (2008) suggested that opportunity 

identification capability is the basis for the enterprises to cope with the external environment 

change and carry out resource integration and organizational reconfiguration. These three 

capabilities constitute the core capabilities of the enterprises in strategic management. By 

summarizing the past studies, this dissertation demonstrates that dynamic capability is an 

abstract capability of the enterprises in accomplishing their organizational and management 

processes, consisting of the capability to sense opportunities (CSO), the capability to integrate 

resources (CIR) and the capability to reconfigure the organization (COR) (see Figure 5.1). 

 

 

 

 

 

 

 

 

Figure 5. 1Three dimensions of dynamic capability 

1. Capability to sense opportunities (CSO) 

Capability to sense opportunities refers to the interaction capability of the enterprises in 

collecting, rearranging and processing the internal and external information, which originates 

from the enterprise strategies and the needs of competition. Sackman (1991) indicated that 

CSO refers to a series of practices and rules implicit in the enterprise processes and involving 

the interpretation, recognition, estimation and action on the external information, which is 

also a capability of interaction between subjective judgments and actions. Teece (2007) 

pointed out that the uncertainties of external business environment, such as the change in 

customer demand, technical advance and the adjustment in the behavioral styles of the 

competitors, provide the opportunities for the growth and development of the enterprises; 

however, the enterprises only with the strong capability to sense the opportunities can grasp 

them. To upgrade their capability in sensing opportunities, the enterprises must enhance the 

scanning, searching and exploring activities crossing the technical and market boundaries. 

Besides, they should attach importance to the comprehensive collection, compilation, forecast 

and analysis of customer demands on market, exploring the possibilities of putting the 

industrial new technologies into practice and keeping an eye on the evolution of market 

competition structure.  

2. Capability to integrate resources (CIR) 

Dynamic 

capability (DC) 

Capability to sense 

opportunities 

(CSO) 

Capability to 

integrate 

resources (CIR) 

Capability to 

reconfigure the 

organization (COR) 
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Capability to integrate resources refers to the capability of enterprises in integrating the 

existing resources to produce higher and new value. Teece and Pisano concluded that CIR is a 

capability of creating value, which helps the enterprises identify the potential and intrinsic 

value of the existing resources, thus it has significant effect on the strategic strength of the 

enterprises. After studying the influencing factor of competitiveness in the refrigeration 

industry, Gavetti (1998) pointed out that what affects the competitiveness of the enterprises is 

neither the size of the enterprises nor the degree of manufacturing facility automation, but the 

organizations’ CIR. After empirical study on automobile industry, Clark (1991) found that the 

integration of practices can improve significantly the enterprise’s performance in R&D. 

Generally speaking, during the process from making conceptual design to introducing a new 

car into the market, it is necessary to coordinate continuously the differences existing in the 

internal and external undertakings of the enterprises, which is closely related to the 

performance indicators like product cost, development cycle and product quality. 

3. Capability to reconfigure the organization (CRO) 

Capability to reconfigure the organization refers to the enterprises’ capability in changing 

timely the technological structure, resource structure and knowledge structure to achieve 

reasonable configuration of the elements according to the change in environment. When 

putting forward the dynamic capability theory, Teece (1997, et. al) demonstrated that CRO is 

at the core of the dynamic capability. Compared to the capability to integrate resources, COR 

emphasizes more on adapting to the environment and overcoming the existing structural 

inertia of the organization, so that it features more value appreciation. Amit and Schoemaker 

(1993) pointed out CRO is dependent on the understanding of the enterprise on their own 

resources and abilities and their overcoming the existing organizational routines and path 

dependence, so as to achieve resources integration and organizational restructuring. O'Reillym 

and Tushman (2008) considered within the short term the external environment of the 

enterprises changes gradually, which can be adapted to through the adjustment on 

technologies, organization, processes and personnel; but when the external environment 

changes swiftly, CRO is accomplished in parallel, which requires the capability to reconfigure 

the organization to function accordingly.  

5.1.2 Relations between dynamic capability and real estate related diversification 

Real estate related diversification is a complete process of opportunity sensing, resources 

integration and organization reconfiguration. The dynamic capability functions in the whole 

operational activities of the enterprise, charts the course of the diversification strategy and 

controls the risks through the processes and establish reasonable, efficient management and 

organizational structures, in order to ensure the value realization of the related diversification.  

Regarding the study on dynamic capability and the extent of diversification, most researchers 

focused on the effects of dynamic capability on diversification strategy, paying attention to 

the regulating effect of dynamic capability in the process when diversification strategy 

influences enterprise performance. Fang (2007) pointed out in his study that the success of 

enterprise diversification strategy is dependent on its capability in knowledge transmission. In 
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turn, the implementation of diversification strategy will also affect the dynamic capability of 

the enterprise. Nath (2010) demonstrated that diversification strategy and dynamic capability 

are correlated. With the deepening in the extent of diversification, the enterprise will improve 

its own dynamic capability through absorbing and integrating new resources.  

The existing research results show that dynamic capability helps the enterprises to better 

integrate the internal and external resources, furthermore adjusting the real estate enterprises 

to the changes in external environment during diversification; however, there has been rare 

research on the effect of dynamic capability on the relations between real estate related 

diversification and enterprise performance. Based on the above analysis, this research 

suggests that the dynamic capability of the enterprises has regulating effect on the relations 

between the related diversification and enterprise performance, and builds the theoretical 

model as in Figure 5.2:  

 

 

 

 

Figure 5. 2Theoretical model of the research 

5.2 Hypothesis deduction and modeling 

5.2.1 Regulating effect of the capability to sense opportunities 

The SWOT analysis made by the enterprises is actually a process of sensing the opportunities. 

The higher the capability to sense opportunities, the better enterprises will adjust the 

diversification process in a timely and accurate way; and it’ll be guided in displaying their 

resources advantages and improving their performance.  

Martin (2000) described in his study that the capability to sense opportunities improves the 

market performance of the enterprises noticeably; that is, they can understand accurately the 

change in customer demand and improve their products and services in a timely manner. The 

core of real estate related diversification is based on satisfying the customer demand. Whether 

the value can translate into the economic benefits of the enterprises mainly relies on whether 

the value propositions provided by the enterprises meet the customer demand. Besides, the 

enterprises of strong capability to sense opportunities will also be able to explore and dig the 

potential customer demands; through introducing new technologies into the products or 

adopting new marketing modes, to change the original customer demands, attract the 

customers with unique value propositions, open new market spaces and thus improve the 

enterprise performance.  

Fiol (2004) thought that the capability to sense opportunities will enable the enterprises to 

acquire kinds of knowledge more easily, including new developments in industrial 

technologies, new forms of organizational transformation and new marketing models and 
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conceptions. Such new knowledge will be incorporated into the current enterprise models, 

which will effectively optimize the internal processes and increase the competitive advantages. 

Through reviewing the internal resources, organizational structures and processes, the 

enterprises can improve their understanding of strategic resources, build up the design of 

internal processes, strengthen the competitive advantages of core processes and achieve 

higher enterprise performance. Zollo and Winter (1999) indicated that regarding external 

cooperation, the capability to sense opportunities serves as the basis for the enterprises to 

break away from the dependence on traditional paths and develop the external relations. 

Through sharing information with the suppliers and the business partners, the enterprises will 

be able to make use of the virtual organizations and strategic alliances to create value, build 

and establish various external cooperation relationships, thus generating collaborating 

performance with the assistance of external resources and capacities. Therefore, the capability 

to sense opportunities is helpful to enterprises’ increasing their own strategic resources and 

improving their organizational processes.  

Based on the above analysis, this dissertation puts forward the following hypotheses:  

H10: Capability to sense opportunities will regulate positively the relations between real 

estate related diversification and enterprise performance 

H10a: Capability to sense opportunities will regulate positively the relations between product 

expansion and the enterprise financial performance;   

H10b: Capability to sense opportunities will regulate positively the relations between product 

expansion and the enterprise growth performance;  

H10c: Capability to sense opportunities will regulate positively the relations between district 

expansion and the enterprise financial performance;  

H10d: Capability to sense opportunities will regulate positively the relations between district 

expansion and the enterprise growth performance;  

H10e: Capability to sense opportunities will regulate positively the relations between 

functional expansion and the enterprise financial performance;  

H10f: Capability to sense opportunities will regulate positively the relations between 

functional expansion and the enterprise growth performance.  
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The regulating model is indicated in the following figure: 

Figure 5. 3The regulating model of the capability to sense opportunities on the relations 

between real estate related diversification and enterprise performance 

5.2.2 Regulating effect of the capability to integrate resources 

The capability to integrate resources can help the enterprises to improve their current ways of 

utilizing the resources and create more value through new combinations. During the related 

diversification, real estate enterprises will face both the acquisition of new resources and the 

utilization of the existing resources. The capability to integrate resources emphasizes that the 

enterprises must be able to adapt to the changes in external environment, match the resources 

by continuously introducing, transforming and utilizing external knowledge, bring added 

value to the enterprises through synergistic effect and improve the performance.  

Worren (2002) analyzed the effect of the enterprise’s capability to integrate resources from 

three dimensions. Firstly, the capability to integrate resources provides more choices for 

resources integration in the enterprises; enables them to carry out joint designing based on 

customer value; and makes them break away from the traditional design thinking in product 

design and explore the product design programs based on different technologies, which 

improves the flexibility in resources configuration and product development. Secondly, the 

capability to integrate resources will enable the enterprises to fully realize the value of their 

own resources; cultivate and strengthen continuously the status and uses of their superior 

resources; highlight the core resources in the design of internal resources; and establish the 

value-added or energy-saving types of operating system or the efficient system combining the 

two, so as to improve their speed of reacting to the external changes. Finally, during the 

resources integration, the enterprises will not only demonstrate the uses of their own superior 
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resources, but also make full use of the resources of the suppliers, the business partners and 

the intermediary organizations, so as to provide favorable conditions for the creation and 

transmission of value and create profits. 

Based on the above analysis, this dissertation puts forward the following hypotheses:  

H11: Capability to integrate resources regulates positively the relations between real estate 

related diversification and enterprise performance 

H11a: Capability to integrate resources regulates positively the relations between product 

expansion and the enterprise financial performance;  

H11b: Capability to integrate resources regulates positively the relations between product 

expansion and the enterprise growth performance;  

H11c: Capability to integrate resources regulates positively the relations between district 

expansion and the enterprise financial performance;  

H11d: Capability to integrate resources regulates positively the relations between district 

expansion and the enterprise growth performance;  

H11e: Capability to integrate resources regulates positively the relations between functional 

expansion and the enterprise financial performance;  

H11f: Capability to integrate resources regulates positively the relations between functional 

expansion and the enterprise growth performance.  

The regulating model is indicated in the following figure: 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 5. 4The regulating model of the capability to integrate resources on the relations between 

real estate related diversification and enterprise performance 
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5.2.3 Regulating effect of the capability to reconfigure the organization 

The capability to reconfigure the organization facilitates the enterprises to change their 

technological structure, resource structure and knowledge structure; establishes reasonable 

matching among various elements, thus improve the enterprise performance. The effect of the 

capability to reconfigure the organization is reflected from the fact that during the related 

diversification and based on new knowledge and technologies, the real estate enterprises will 

be able to design new operation procedures and organizational systems timely and quickly; to 

establish new external cooperation partnerships and change the communication patterns 

among the organizations. Gilbert (2005) pointed out that to adapt to the external environment 

changes, the enterprises need to make organizational reforms constantly. Through 

reconfiguring and reforming the organizational structure and resources, the enterprises will 

achieve value transformation and have economic gains. Kimberly and Quinn (2004) thought 

the capability to reconfigure the organization could improve enterprise performance through 

adjustment, positioning and transformation. “Adjustment” means to reduce or add to the 

existing product lines, change the supply of products or services and redefine the target 

customers based on the change in market demands. “Positioning” refers to redefine the core 

business processes of the enterprise, change the enterprise’s position in the supply chain and 

establish new organizational forms to realize optimal matching between the enterprise 

resources and the structure. “Transformation” means to redefine the existing flow structure 

and create professional units and linking mechanism to add to the production or change the 

costs. Zhou (2010) described that the capability to reconfigure the organization will enable the 

enterprises to adjust their value propositions, improve the operational modes, enhance the 

resources strategic flexibility, thus promote the reforms and improve the enterprise 

performance. 

Based on the above analysis, this dissertation puts forward the following hypotheses:  

H12: Capability to reconfigure the organization regulates positively the relations between real 

estate related diversification and enterprise performance 

H12a: Capability to reconfigure the organization regulates positively the relations between 

product expansion and the enterprise financial performance;  

H12b: Capability to reconfigure the organization regulates positively the relations between 

product expansion and the enterprise growth performance;  

H12c: Capability to reconfigure the organization regulates positively the relations between 

district expansion and the enterprise financial performance;  

H12d: Capability to reconfigure the organization regulates positively the relations between 

district expansion and the enterprise growth performance;  

H12e: Capability to reconfigure the organization regulates positively the relations between 

functional expansion and the enterprise financial performance;  
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H12f: Capability to reconfigure the organization regulates positively the relations between 

functional expansion and the enterprise growth performance.  

The regulating model is indicated in the Figure 5.5. Through the above analysis, this chapter 

has presented 18 hypotheses on the regulating effect of dynamic capability, and built the 

theoretical model of the research.  

 

 

Figure 5. 5 The regulating model of the capability to reconfigure the organization on the 

relations between real estate related diversification and enterprise performance 

Table 5. 2Summary of the research hypotheses in this chapter 

Code Content of hypotheses 

H10a 

 

H10b 

 

H10c 

 

H10d 

 

Capability to sense opportunities regulates positively the relations  

between product expansion and the enterprise financial performance 

Capability to sense opportunities regulates positively the relations  

between product expansion and the enterprise growth performance 

Capability to sense opportunities regulates positively the relations  

between district expansion and the enterprise financial performance 

Capability to sense opportunities regulates positively the relations  

between district expansion and the enterprise growth performance 

Capability to reconfigure the 

organization 

Growth 

performance 

Financial 

performance 

Functional 

expansion 

District 

expansion 

Product 

expansion 
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H10e 

 

H10f 

 

H11a 

 

H11b 

 

H11c 

 

H11d 

 

H11e 

 

H11f 

 

H12a 

 

H12b 

 

H12c 

 

H12d 

 

H12e 

 

H12f 

Capability to sense opportunities regulates positively the relations  

between functional expansion and the enterprise financial performance 

Capability to sense opportunities regulates positively the relations  

between functional expansion and the enterprise growth performance 

Capability to integrate resources regulates positively the relations 

 between product expansion and the enterprise financial performance 

Capability to integrate resources regulates positively the relations 

between product expansion and the enterprise growth performance 

Capability to integrate resources regulates positively the relations  

between district expansion and the enterprise financial performance 

Capability to integrate resources regulates positively the relations  

between district expansion and the enterprise growth performance 

Capability to integrate resources regulates positively the relations 

 between functional expansion and the enterprise financial performance 

Capability to integrate resources regulates positively the relations  

between functional expansion and the enterprise growth performance 

Capability to reconfigure the organization regulates positively the relations  

between product expansion and the enterprise financial performance 

Capability to reconfigure the organization regulates positively the relations  

between product expansion and the enterprise growth performance 

Capability to reconfigure the organization regulates positively the relations  

between district expansion and the enterprise financial performance 

Capability to reconfigure the organization regulates positively the relations  

between district expansion and the enterprise growth performance 

Capability to reconfigure the organization regulates positively the relations  

between functional expansion and the enterprise financial performance 

Capability to reconfigure the organization regulates positively the relations  

between functional expansion and the enterprise growth performance 

5.3 Research design 

According to the classification and definition of dynamic capability measuring dimensions, 

this section will build the measurement scales for dynamic capability, including the 

capabilities to sense opportunities, to integrate resources and to reconfigure the organization.   
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Through the above analysis, it is clear that the measurement scales for dynamic capability 

adopted in this dissertation are composed of 12 measuring items, as detailed in Appendix B 

Formal Questionnaire.  

Table 5. 3Measurement scale for the capability to sense opportunities 

Dimension Measuring item Literature resources 

Capability to 

sense 

opportunities

（CSO） 

Be concerned about the change in customer 

demands and the demands of potential 

customers 

Understand in time the change in the 

marketing methods of the competitors 

Follow up the latest policies and technological 

developments 

Understand in time the industry and the 

industrial development tendency 

Lawson,Samson(2001 ), 

Teece(2007),  

Jiaohao (2008),  

Hu Wangbin et al (2010) 

Table 5. 4Measurement scale for the capability to integrate resources 

Dimension Measuring item Literature resources 

Capability to 

integrate 

resources

（CIR） 

React quickly to market changes 

Obtain in time the external resources to supplement or 

renew the existing resources 

Adjust flexibly the internal and external enterprise 

organizational structure to establish the cooperative 

relationship 

Share the industrial or market information within the 

enterprise 

Optimize continuously the internal enterprise resources 

to improve the core competence 

Gibson、

Birkinshaw(2004), 

Wang 

andAhmed(2007), 

He Xiaogang(2006) 

Table 5. 5Measurement scale for the capability to reconfigure the organization 

Dimension Measuring item Literature resources 

Capability to 

reconfigure the 

organization

（COR） 

Redesign the existing products and services 

according to the needs 

Redesign the existing work flows and systems 

Adjust the internal and external enterprise 

relationshipnetwork and the ways of network 

communication 

Helfat and 

Peteraf(2003), Wang 

and Ahmed(2007) 

5.4 Empirical analysis results and discussion 
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5.4.1 Sample description 

As in Table 5.6, the statistical mean values of the items in dynamic capability regulating scale 

are within 3.13-4.03 and the standard deviation within 0.805-0.957. The absolute skewness of 

the values is less than 3; and the absolute kurtosis less than 10, which indicate the statistical 

values of dynamic capability measuring items obey normal distribution.  

Table 5. 6 Descriptive analysis of dynamic capability measuring items 

Code 
Sample 

size 

Mean 

value 

Standard 

deviation 

Skewness Kurtosis 

Statistics 
Standard 

deviation 
Statistics 

Standard 

deviation 

CSO1 

CSO2 

CSO3 

CSO4 

CIR1 

CIR2 

CIR3 

CIR4 

CIR5 

COR1 

COR2 

COR3 

334 

334 

334 

334 

334 

334 

334 

334 

334 

334 

334 

334 

4.03 

3.85 

3.69 

3.87 

3.72 

3.95 

3.23 

3.62 

3.64 

3.80 

3.99 

3.18 

0.918 

0.805 

0.957 

0.814 

0.856 

0.904 

0.854 

0.922 

0.944 

1.103 

0.772 

0.943 

0.109 

0.131 

-0.233 

-0.176 

-0.175 

0.092 

0.177 

-0.636 

-0.102 

-0.333 

-0.324 

-0.231 

0.119 

0.119 

0.119 

0.118 

0.119 

0.119 

0.119 

0.118 

0.119 

0.119 

0.118 

0.119 

-0.104 

-0.606 

-1.338 

-0.546 

-0.076 

-1.270 

-1.339 

-0.148 

-1.239 

-0.074 

-0.233 

-0.938 

0.237 

0.237 

0.237 

0.236 

0.237 

0.237 

0.237 

0.236 

0.237 

0.237 

0.236 

0.237 

5.4.2 Test of measurement model 

1. Internal consistency analysis 

Table 5. 7Results of internal consistency analysis on dynamic capability measurementscale 

Dimension Item code CITC 
Alpha if Item 

Deleted 
Cronbach ɑ 

CSO 

CSO1 

CSO2 

CSO3 

CSO4 

0.681 

0.763 

0.803 

0.779 

0.841 

0.853 

0.832 

0.875 

0.943 

CIR 
CIR1 

CIR2 

0.753 

0.766 

0.819 

0.829 
0.932 
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CIR3 

CIR4 

CIR5 

0.786 

0.722 

0.765 

0.832 

0.854 

0.845 

COR 

COR1 

COR2 

COR3 

0.775 

0.856 

0.799 

0.822 

0.919 

0.845 

0.943 

According to Table 5.7, the CITC values of all the items in dynamic capability measurement 

scale are beyond 0.7, exceeding the 0.5 standard value; and the Cronbach ɑ on each 

dimension is beyond 0.9, exceeding the 0.7 standard value, which demonstrates good 

reliability of the measurement scale.  

2. Exploratory factor analysis 

After the analysis on the internal consistency reliability of the variables, the calculating results 

in this research is indicated in Table 5.8, which shows the KMO value of dynamic capability 

measurement scale is 0.901, meaning the factor analysis is applicable.  

Table 5. 8KMO and Bartlett’s test of dynamic capability measurement scale 

Kaiser-Meyer-olkin 
Measure of sampling 

adequacy 
0.921 

Bartlett’s test of sphericity 

Approximate chi-square 

distribution 

Degree of freedom 

Significance 

2480.423 

87 

0.000 

Table 5. 9 Exploratory factor analysis on dynamic capability measurement scale 

Item Factor 1 Factor 2 Factor 3 

CSO1 

CSO2 

CSO3 

CSO4 

CIR1 

CIR2 

CIR3 

CIR4 

CIR5 

0.680 

0.658 

0.705 

0.588 

0.607 

0.109 

0.214 

0.093 

0.341 

0.033 

0.097 

0.102 

0.117 

0.092 

0.779 

0.623 

0.685 

0.312 

0.178 

0.231 

0.264 

0.190 

0.113 

0.245 

0.321 

0.235 

0.801 
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COR1 

COR2 

COR3 

0.289 

0.301 

0.319 

0.198 

0.228 

0.189 

0.765 

0.768 

0.583 

The results of factor analysis on the dynamic capability measurement items based on the 

sample data are indicated in Table 5.9. 

Through exploratory factor analysis, the 3 factors with the eigen value beyond 1 as extracted 

on dynamic capability explain cumulatively 75.126% of the change in variance. The factor 

loadings of all the items are beyond 0.5 in a single dimension, which indicates favorable 

convergent validity and singularity; and there is no cross-factor loading, which indicates the 

effectiveness of discriminatory validity. Therefore, the structural validity of the questionnaire 

on the regulating effect of dynamic capability has been confirmed, which is applicable to 

retain all the remaining items for the coming study.  

5.4.3 Research model and hypothesis test 

1. Correlation analysis 

According to the research hypotheses and the analysis results, this research carries out the 

correlation analysis on the variables of the model, including real estate related diversification, 

enterprise performance and dynamic capability, with the results indicated in Table 5.10: 

Table 5. 10 Correlation analysis on the variables in the research model 

 PE DE FE FP GP CSO CIR COR 

PE 1        

DE 0.53** 1       

FE 0.32** 0.57** 1      

FP 0.43** 0.66** 0.27** 1     

GP 0.40** 0.59** 0.23** 0.74** 1    

CSO 0.36** 0.64** 0.24** 0.92** 0.89** 1   

CIR 0.36** 0.64** 0.24** 0.92** 0.89** 0.64** 1  

COR 0.36** 0.64** 0.24** 0.92** 0.89** 0.64** 0.24** 1 

The results of correlation analysis show that the three dimensions of real estate related 

diversification and different dimensions of enterprise performance and dynamic capability 

have significant positive correlation. The correlation coefficients of the three dimensions of 

the related diversification and enterprise performance are all beyond 0.23, with the correlation 

coefficient between district expansion and financial performance being the highest at 0.66. It 

is necessary to make multiple regression analysis on the variables and their values to further 

test the relations among them.  
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2. Regression analysis on the regulating effect 

When the relations between two variables are influenced by another variable, it is called the 

regulating effect of the influencing variable. As in Figure 5.6, the variable M influences the 

relations between the independent variable X and the dependent variable Y to different 

degrees; that is, in one value of the variable M, the relations between the variables X and Y 

are closer, while in another value of M, the relations between X and Y is rather loose, even 

being 0 statistically; besides, the variable M may have positive effect in a certain value, but 

negative in another. Different from the mediating variable, the regulating variable is basically 

on the same level as the measured variable; therefore, the regulating variable may probably be 

an independent variable explaining part of the variations in dependent variables.  

 

 

 

 

Figure 5. 6 Regulating effect scheme 

According to the above-mentioned hierarchical regression analysis, this dissertation will test 

in three steps how the dynamic capability influences the enterprise performance through its 

effect on the relations between real estate related diversification and enterprise performance.  

Step I: Make the centralization of dynamic capability and real estate related diversification; 

and design two groups of models to test the regulating effect of dynamic capability: the 

independent variables in models 1 and 3 include business mode and dynamic capability; the 

independent variables in models 2 and 4 include the related diversification, dynamic 

capability and the product term of the related diversification and dynamic capability.  

Step II: Test the regulating effect of dynamic capability on business mode and market 

performance by comparing the changes of R2 in models 1 and 2.  

Step III: Test the regulating effect of dynamic capability on business mode and financial 

performance by comparing the changes of R2 in models 3 and 4. 

(2) Test of the regulating effect of the capability to sense opportunities 

In this research, SPSS11.5 is used to analyze the regulating effect of the capability to sense 

opportunities. 

Table 5. 11 Regression analysis on the regulating effect of the capability to sense 

opportunities on product expansion and enterprise performance 

Independent variable 

Dependent variable: 

financial performance 

Dependent variable: growth 

performance 

Model1 Model2 Model3 Model 4 



 

97 
 

Product expansion 1.378** 1.652** 1.547** 1.776** 

Capability to sense 

opportunities 
0.423** 0.408** 0.523** 0.433** 

Product 

expansion*Capability to 

sense opportunities 

 0.340*  0.520* 

△R
2
 0.486 0.074 0.391 0.019 

R
2
 0.486 0.560 0.391 0.410 

F 15.173** 15.220** 17.644** 17.157** 

R
2 
after adjustment 0.376 0.392 0.466 0.542 

According to the results of regression analysis in Table 5.11, regarding the financial 

performance as the dependent variable (from model 1 to model 2), after adding the product 

term of product expansion and capability to sense opportunities, the R
2
 of enterprise financial 

performance increases by 7.4%. The product-term coefficient of significance indicates the 

capability to sense opportunities can regulate the relations between product expansion and 

enterprise financial performance; that is, the hypothesis H10a in this dissertation passes the 

test. Regarding the growth performance as the dependent variable (from model 3 to model 4), 

after adding the product term of product expansion and capability to sense opportunities, the 

R
2
 of enterprise growth performance increases by 1.9%, which indicates the capability to 

sense opportunities can regulate the relations between product expansion and enterprise 

growth performance; that is, the hypothesis H10b in this dissertation is confirmed. 

Table 5. 12 Regression analysis on the regulating effect of the capability to sense 

opportunities on district expansion and enterprise performance 

Independent variable 

Dependent variable: 

financial performance 

Dependent variable: growth 

performance 

Model 1 Model 2 Model 3 Model 4 

District expansion 1.273** 1.212** 0.841** 0.824** 

Capability to sense 

opportunities 
0.535** 0.568** 0.345** 0.383** 

District 

expansion*Capability to 

sense opportunities 

 0.740**  0.450** 

△R
2
 0.409 0.056 0.335 0.004 

R
2
 0.409 0.465 0.335 0.339 

F 17.004** 19.321** 22.133** 22.126** 

R
2 
after adjustment 0.296 0.298 0.316 0.317 
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According to the results of regression analysis in Table 5.12, regarding the financial 

performance as the dependent variable (from model 1 to model 2), after adding the product 

term of district expansion and capability to sense opportunities, the R
2
 of enterprise financial 

performance increases by 5.6%. The product-term coefficient of significance indicates the 

capability to sense opportunities can regulate the relations between district expansion and 

enterprise financial performance; that is, the hypothesis H10c in this dissertation passes the 

test. Regarding the growth performance as the dependent variable (from model 3 to model 4), 

after adding the product term of district expansion and capability to sense opportunities, the 

R
2
 of enterprise growth performance increases by 0.4%, which means that the product-term 

coefficient is not significant and indicates the capability to sense opportunities fails to 

regulate effectively the relations between district expansion and enterprise growth 

performance; that is, the hypothesis H10d in this dissertation is not confirmed. 

Table 5. 13 Regression analysis on the regulating effect of the capability to sense 

opportunities on functional expansion and enterprise performance 

Independent 

variable 

Dependent variable: 

financial performance 

Dependent variable: growth 

performance 

Model1 Model2 Model3 Model 4 

Functional 

expansion 
0.645** 0.682** 0.774** 0.804** 

Capability to sense 

opportunities 
0.423** 0.412** 0.375* 0.397** 

Functional 

expansion*Capabilit

y to sense 

opportunities 

 0.233  0.450 

△R
2
 0.333 0.003 0.340 0.018 

R
2
 0.333 0.336 0.340 0.358 

F 22.385** 21.455** 22.817** 23.454** 

R
2 
after adjustment 0.306 0.308 0.323 0.339 

According to the results of regression analysis in Table 5.13, regarding the financial 

performance as the dependent variable (from model 1 to model 2), after adding the product 

term of functional expansion and capability to sense opportunities, the R
2
 of enterprise 

financial performance increases by 0.3%, which means that the product-term coefficient is not 

significant and indicates the capability to sense opportunities fails to regulate effectively the 

relations between functional expansion and enterprise growth performance; that is, the 

hypothesis H10e in this dissertation fails to pass the test. Regarding the growth performance 

as the dependent variable (from model 3 to model 4), after adding the product term of 

functional expansion and capability to sense opportunities, the R
2
 of enterprise growth 
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performance increases by 1.8%; and the product-term coefficient of significance indicates the 

capability to sense opportunities can regulate the relations between functional expansion and 

enterprise growth performance; that is, the hypothesis H10f in this dissertation is confirmed.  

(2) Test of the regulating effect of the capability to integrate resources 

Table5. 14 Regression analysis on the regulating effect of the capability to integrate 

resources on product expansion and enterprise performance 

Independent variable 

Dependent variable: 

financial performance 

Dependent variable: growth 

performance 

Model1 Model2 Model3 Model 4 

Product expansion 
1.017

** 
1.132** 0.841** 0.824** 

Capability to integrate 

resources 

0.532

** 
0.628** 0.414** 0.428** 

Product 

expansion*Capability to 

integrate resources 

 0.834*  0.650* 

△R
2
 0.409 0.026 0.361 0.032 

R
2
 0.409 0.435 0.361 0.393 

F 
20.88

2** 
21.671** 19.652** 20.620** 

R
2 
after adjustment 0.386 0.418 0.342 0.377 

According to the results of regression analysis in Table 5.14, regarding the financial 

performance as the dependent variable (from model 1 to model 2), after adding the product 

term of product expansion and capability to integrate resources, the R
2
 of enterprise financial 

performance increases by 2.6%; and the product-term coefficient of significance indicates the 

capability to integrate resources can regulate the relations between product expansion and 

enterprise financial performance. That is, the hypothesis H11a in this dissertation passes the 

test. Regarding the growth performance as the dependent variable (from model 3 to model 4), 

after adding the product term of product expansion and capability to integrate resources, the 

R
2
 of enterprise growth performance increases by 3.2%, which indicates the capability to 

integrate resources can regulate the relations between product expansion and enterprise 

growth performance; that is, the hypothesis H11b in this dissertation is confirmed. 

According to the results of regression analysis in Table 5.15, regarding the financial 

performance as the dependent variable (from model 1 to model 2), after adding the product 

term of district expansion and capability to integrate resources, the R
2
 of enterprise financial 

performance increases by 7.9%. The product-term coefficient of significance indicates the 

capability to integrate resources can regulate the relations between district expansion and 
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enterprise financial performance; that is, the hypothesis H11c in this dissertation passes the 

test. Regarding the growth performance as the dependent variable (from model 3 to model 4), 

after adding the product term of district expansion and capability to integrate resources, the R
2
 

of enterprise growth performance increases by 6.6%, which indicates the capability to 

integrate resources can regulate the relations between district expansion and enterprise growth 

performance; that is, the hypothesis H11d in this dissertation is confirmed. 

Table 5. 15 Regression analysis on the regulating effect of the capability to integrate 

resources on district expansion and enterprise performance 

Independent variable 

Dependent variable: financial 

performance 

Dependent variable: growth 

performance 

Model1 Model2 Model3 Model 4 

District expansion 0.654** 0.711** 0.645** 0.788** 

Capability to 

integrate resources 
0.833** 0.943** 0.745** 0.882** 

Product 

expansion*Capability 

to integrate resources 

 0.954*  0.966* 

△R
2
 0.634 0.097 0.554 0.066 

R
2
 0.634 0.731 0.554 0.620 

F 17.776** 18.914** 17.654** 19.872** 

R
2 
after adjustment 0.618 0.725 0.537 0.601 

Table 5. 16 Regression analysis on the regulating effect of the capability to integrate 

resources on functional expansion and enterprise performance 

Independent variable 

Dependent variable: financial 

performance 

Dependent variable: growth 

performance 

Model 1 Model 2 Model 3 Model  4 

Functional expansion 1.378** 1.652** 1.547** 1.776** 

Capability to sense 

opportunities 
0.423** 0.408** 0.532** 0.433** 

Product 

expansion*Capability to 

integrate resources 

 0.340*  0.520* 

△R
2
 0.391 0.019 0.486 0.074 

R
2
 0.391 0.410 0.486 0.560 

F 25.173** 21.227** 27.665** 29.124** 
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R
2 
after adjustment 0.376 0.392 0.466 0.542 

According to the results of regression analysis in Table 5.16, regarding the financial 

performance as the dependent variable (from model 1 to model 2), after adding the product 

term of functional expansion and capability to integrate resources, the R
2
 of enterprise 

financial performance increases by 1.9%. The product-term coefficient of significance 

indicates the capability to integrate resources can regulate the relations between functional 

expansion and enterprise financial performance; that is, the hypothesis H11e in this 

dissertation passes the test. Regarding the growth performance as the dependent variable 

(from model 3 to model 4), after adding the product term of functional expansion and 

capability to integrate resources, the R
2
 of enterprise growth performance increases by 7.4%, 

which indicates the capability to integrate resources can regulate the relations between 

functional expansion and enterprise growth performance; that is, the hypothesis H11f in this 

dissertation is confirmed. 

(3) Test of the regulating effect of the capability to reconfigure the organization 

Table 5. 17Regression analysis on the regulating effect of the capability to reconfigure the 

organization on product expansion and enterprise performance 

Independent variable 

Dependent variable: 

financial performance 

Dependent variable: growth 

performance 

Model 1 Model 2 Model 3 Model 4 

Product expansion 0.767** 0.886** 1.547** 1.776** 

capability to reconfigure the 

organization 
0.534** 0.655** 0.435** 0.412** 

Product expansion*capability 

to reconfigure the organization 
 0.450*  0.430* 

△R
2
 0.423 0.143 0.412 0.051 

R
2
 0.423 0.575 0.412 0.463 

F 23.113** 24.034** 23.960** 25.477** 

R
2 
after adjustment 0.416 0.558 0.387 0.446 

According to the results of regression analysis in Table 5.17, regarding the financial 

performance as the dependent variable (from model 1 to model 2), after adding the product 

term of product expansion and capability to reconfigure the organization, the R
2
 of enterprise 

financial performance increases by 14.3%. The product-term coefficient of significance 

indicates the capability to reconfigure the organization can regulate the relations between 

product expansion and enterprise financial performance; that is, the hypothesis H12a in this 

dissertation passes the test. Regarding the growth performance as the dependent variable 

(from model 3 to model 4), after adding the product term of product expansion and capability 
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to reconfigure the organization, the R
2
 of enterprise growth performance increases by 5.1%, 

which indicates the capability to reconfigure the organization can regulate the relations 

between product expansion and enterprise growth performance; that is, the hypothesis H12b 

in this dissertation is confirmed. 

Table 5. 18 Regression analysis on the regulating effect of the capability to reconfigure the 

organization on district expansion and enterprise performance 

Independent variable 

Dependent variable: financial 

performance 

Dependent variable: growth 

performance 

Model 1 Model 2 Model 3 Model 4 

District expansion 0.738** 0.676** 0.649** 0.723** 

capability to 

reconfigure the 

organization 

0.352** 0.378** 0.532** 0.433** 

District 

expansion*capability 

to reconfigure the 

organization 

 0.541*  0.422* 

△R
2
 0.401 0.015 0.382 0.025 

R
2
 0.401 0.416 0.382 0.407 

F 25.173** 21.772** 13.664** 14.434** 

R
2 
after adjustment 0.376 0.392 0.356 0.372 

According to the results of regression analysis in Table 5.18, regarding the financial 

performance as the dependent variable (from model 1 to model 2), after adding the product 

term of district expansion and capability to reconfigure the organization, the R
2
 of enterprise 

financial performance increases by 1.5%. The product-term coefficient of significance 

indicates the capability to reconfigure the organization can regulate the relations between 

district expansion and enterprise financial performance; that is, the hypothesis H12c in this 

dissertation passes the test. Regarding the growth performance as the dependent variable 

(from model 3 to model 4), after adding the product term of district expansion and capability 

to reconfigure the organization, the R
2
 of enterprise growth performance increases by 2.5%, 

which indicates the capability to reconfigure the organization can regulate the relations 

between district expansion and enterprise growth performance; that is, the hypothesis H12d in 

this dissertation is confirmed. 

Table 5. 19Regression analysis on the regulating effect of the capability to reconfigure the 

organization on functional expansion and enterprise performance 

Independent variable Dependent variable: Dependent variable: growth 
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financial performance performance 

Model 

1 
Model 2 Model 3 Model 4 

Functional expansion 
0.574*

* 
0.712** 1.547** 1.776** 

capability to reconfigure the 

organization 

0.333*

* 
0.348** 0.345** 0.383** 

Functional 

expansion*capability to 

reconfigure the organization 

 0.340  0.820 

△R
2
 0.312 0.002 0.367 0.034 

R
2
 0.312 0.314 0.367 0.401 

F 
17.683

** 
17.117** 17.665** 19.124** 

R
2 
after adjustment 0.295 0.298 0.346 0.379 

According to the results of regression analysis in Table 5.19, regarding the financial 

performance as the dependent variable (from model 1 to model 2), after adding the product 

term of functional expansion and capability to reconfigure the organization, the R
2
 of 

enterprise financial performance has no noticeable change, which indicates the capability to 

reconfigure the organization fails to regulate effectively the relations between functional 

expansion and enterprise growth performance; that is, the hypothesis H12e in this dissertation 

fails to pass the test. Regarding the growth performance as the dependent variable (from 

model 3 to model 4), after adding the product term of district expansion and capability to 

reconfigure the organization, the R
2
 of enterprise growth performance increases by 3.4%, and 

the product-term coefficient of significance indicates the capability to reconfigure the 

organization can regulate the relations between functional expansion and enterprise growth 

performance; that is, the hypothesis H12f in this dissertation is confirmed. 

After the above analysis, the test results of the hypotheses put forward in this chapter are 

summarized as in Table 5.20.  

Table 5. 20 Summary of research hypotheses 

Code Content of hypothesis Test results 

H10a 

 

H10b 

H10c 

Capability to sense opportunities regulates positively the relations 

between product expansion and the enterprise financial performance 

Capability to sense opportunities regulates positively the relations 

between product expansion and the enterprise growth performance 

Capability to sense opportunities regulates positively the relations 

Support 

 

Support 

Support 
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H10d 

 

H10e 

 

H10f 

 

H11a 

 

H11b 

H11c 

H11d 

 

H11e 

 

H11f 

 

H12a 

 

 

H12b 

 

 

H12c 

 

H12d 

 

H12e 

 

H12f 

between district expansion and the enterprise financial performance 

Capability to sense opportunities regulates positively the relations 

between district expansion and the enterprise growth performance 

Capability to sense opportunities regulates positively the relations 

between functional expansion and the enterprise financial 

performance 

Capability to sense opportunities regulates positively the relations 

between functional expansion and the enterprise growth performance 

Capability to integrate resources regulates positively the relations 

between product expansion and the enterprise financial performance 

Capability to integrate resources regulates positively the relations 

between product expansion and the enterprise growth performance 

Capability to integrate resources regulates positively the relations 

between district expansion and the enterprise financial performance 

Capability to integrate resources regulates positively the relations 

between district expansion and the enterprise growth performance 

Capability to integrate resources regulates positively the relations 

between functional expansion and the enterprise financial 

performance 

Capability to integrate resources regulates positively the relations 

between functional expansion and the enterprise growth performance 

Capability to reconfigure the organization regulates positively the 

relations between product expansion and the enterprise financial 

performance 

Capability to reconfigure the organization regulates positively the 

relations between 

Capability to reconfigure the organization regulates positively the 

relations between district expansion and the enterprise financial 

performance 

Capability to reconfigure the organization regulates positively the 

relations between district expansion and the enterprise growth 

performance 

Capability to reconfigure the organization regulates positively the 

relations between functional expansion and the enterprise financial 

performance 

Capability to reconfigure the organization regulates positively the 

relations between functional expansion and the enterprise growth 

performance 

 

Not support 

 

Not support 

 

Support 

 

Support 

 

Support 

 

Support 

 

Support 

 

Support 

 

Support 

 

Support 

 

 

Support 

 

Support 

 

 

Support 

Not support 

Support 
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According to the above regression test, 15 of the 18 hypotheses built in this dissertation have 

passed the test and the below is an analysis on why the remaining three fail.  

Hypothesis H10d: Capability to sense opportunities regulates positive the relations between 

district expansion and the enterprise growth performance. 

Hypothesis H10e: Capability to sense opportunities regulates positively the relations between 

functional expansion and the enterprise financial performance. 

The capability to sense opportunities can help the enterprises identify various business 

opportunities brought by the changes in external environment, creating the channels for the 

enterprises to acquire rare resources. Through sensing the opportunities, real estate enterprises 

understand the development demands and potentials of the markets in different regions 

directly, which provides perspective directions to the district expansion, so that the enterprise 

financial performance is directly promoted. Enterprise growth performance mainly refers to 

the improvement in the internal performance, such as the optimization of enterprise 

management structure and the initiative and satisfaction of the personnel, while the capability 

to sense opportunities have not been affected directly in this respect; therefore, the capability 

to sense opportunities cannot regulate positively the relations between district expansion and 

enterprise growth performance.  

Meanwhile, functional expansion refers to the expansion in internal departments and structure 

due to the related diversification of the enterprises. With the capability to sense opportunities, 

the internal functional design of the enterprises react quickly to the identified market demands 

and establish an efficient and flexible functional structure, which affects the improvement of 

growth performance; however, it has no effect on financial performance. Therefore, the 

capability to sense opportunities cannot regulate positively the relations between functional 

expansion and enterprise financial performance.  

Hypothesis H12e: Capability to reconfigure the organization regulates positively the relations 

between functional expansion and enterprise financial performance. 

Capability to reconfigure the organization stresses the reforms on the internal and external 

organizational structures and processes of the enterprises, which is also the objective of 

functional expansion in real estate related diversification. The organizational reforms within 

the enterprises can improve the reasonableness of the work division in the internal functional 

departments and the work efficiency; and improve enterprise growth performance through 

institutional perspective. The financial performance includes the growth of external sales 

profits and the internal capital management capability and the sole reconfiguration of 

functional departments will not affect it directly; therefore, the capability to reconfigure the 

organization cannot regulate positively the relations between functional expansion and 

enterprise financial performance.  
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Chapter VI: Risks in Real Estate Related Diversification and Their 

Control 

6.1 Risks in real estate related diversification 

Generally speaking, the risks in diversification can be regarded as the accumulation of two 

risks: risk in industrial combination and risk in diversification operation. The relations 

between the two risks and the industrial correlation is as shown in Figure 6.1, which visually 

demonstrates that when the correlation among the industries of the enterprises is too high or 

too low, there will be high overall risks. Only when the correlation between two industries is 

at an appropriate position, can the overall risks be truly reduced. As Peter Drucker (a well-

known management expert) pointed out diversification is a strategy, which is not good or bad; 

however, correct diversification can enable the enterprise performance comparable with that 

of highly concentrated single technology or single market, while wrong diversification will 

make the enterprise highly concentrated in a wrong industry, leading to disastrous 

consequences.  

Figure 6. 1Relations between two risks and industrial correlation 

Generally speaking, the non-related diversification of the enterprise will put it under various 

risks in expansion, such as political risks, economic fluctuation risks, new business risks, 

social cultural and human resource risks, product market and product technology risks, 

financial risks, management risks and integration risks etc. Compared with the non-related 

diversification, the related diversification has less operational risks due to its low entry barrier 

and shared core technologies. However, both the related and non-related diversifications are 

the expanding efforts based on the original business scope and scale Regardless of whether 

the diversification is based on the core knowledge of the enterprise, there ought to be certain 

risks during the process. Therefore, when implementing the related diversification, real estate 

enterprise shall never take it lightly or make decisions imprudently, but trying to be clear 

about any risks.  

Risk 

High 
Overall risks  

Diversified operation risks 

Industrial portfolio risks 

Industrial correlation Optimum combination point 
Low 
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6.1.1 External risks 

1. Political risks 

The influence of social politics on economic development is multi-dimensional and profound. 

The change in the former will inevitably cause changes in the latter; therefore, political 

stability and the degree of consciousness on social risks will both affect the actual investment 

activities in new real estate projects. Some of the negative factors in the activities constitute 

the social and political risks. The political risks in macroscopic level mainly include war, 

labor disturbance and social instability. The outbreak of war will not only impose a heavy 

blow to real estate industry, but will cause disastrous effects to the economic development of 

the warring area. The buildings possessed by real estate operators might be destroyed in a 

short while. Commodity prices on real estate market will face a sharp downturn and almost no 

one will carry out real estate investment or transaction, so that the whole real estate market 

activities will be stagnant. For instance, in 1991, when Kuwait was invaded by Iraq, the 

construction projects of Kuwait stopped immediately, the properties deteriorated in the value 

and letting rates; and the foreign capital just fled. At that time, the investment had no 

guarantee and even when the buildings were finished, no customer would like to buy them. 

The labor disturbance due to strikes will lead to direct or indirect losses to real estate market 

and the prolonged construction period and increased costs, which make real estate developers 

suffer losses in profit.  It will also indirectly lead to people’s indifference to real estate market 

and result in the depression of real estate market activities, which also bring losses to the 

investors engaged in real estate production and operation. Due to the inaccuracy of people’s 

estimation on the economy in a turbulent environment, the investment in fixed commodities 

like real estate will be confined to a certain range, which will seriously reduce the transactions 

on real estate market and reduce the profitable opportunities for real estate practitioners. 

Therefore, when carrying out the related diversification in different places (or foreign 

countries), real estate enterprises must assess and understand the situation of the investment 

regions (or countries) as top priority. 

Under the socialist market economic system of China, the lands belong to the state. In view of 

the fact that real estate industry is regarded as a pillar industry affecting the national economy 

and the people’s livelihood, the political environment will have tremendous effect on the 

routine operation and diversification of real estate industry. Political environment mainly 

refers to the factors influencing the management philosophy and ideas of real estate 

enterprises. Domestically in particular, it is related guideline, principles, policies, laws and 

regulations as released by the Party and the Government. For instance, in recent years, in 

accordance with the people’s consumption habits, the Government enhanced the financial 

support and subsidies to the tourism industry and the endowment industry; and issued various 

preferential policies to attract the investments in these sectors, which provides some 

administrative guarantee to real estate related diversification in tourism and endowment 

industries. On the contrary, as China is still in continuous reform, some policies and 

regulations for certain industries are not complete and lack of incentives or confinements; 

therefore, it will certainly affect the enterprises’ initiative to enter these fields. In that case, 
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even it is practical for the enterprises to carry out some activities at present, it may become 

illegal later, will directly affect the progress of new businesses during the related 

diversification.  

In the mean time, the diversification of enterprises is also subject to the risk factors from the 

government, including the democracy in decision making, the administrative transparency, 

the administrative efficiency and the dedication of the officials
 [84]

.When the enterprise carries 

out cross-regional project investment, the local government, as an investor, will usually 

support the enterprise in an active way and ensure the smooth progress of the job. However, 

when the chief leadership changes, or when various political forces within the government 

fight for their own interests, the diversification project may not be focused on by current 

leader, in which case the construction work will face a great many difficulties and resistances, 

which will seriously impede real estate related diversification.  

2. Economic fluctuation risks 

The economic cycle consists of four stages--recovery, growth, depression and stagnation, with 

different effects on the enterprises in different stages. The reason lies in that the periodical 

change of macroscopic environment determines the market situation. As the main body of 

economic foundation, the enterprises, especially the capital-intensive real estate enterprises, 

have their profits closely related to the external market situation. There are various 

opportunities of investing in new businesses, from which the investors may choose, in the 

regions where the economy develops fast and the momentum is well maintained, or where the 

macroscopic economy is in the stages of recovery or growth. The entrepreneurs are generally 

inclined to be over optimistic about the economic situation and prospect and their own 

capabilities, which activates their adventurous spirit and their initiative and business risks are 

relatively less. Consequently, the enterprise profits and surplus resources increase and the 

enterprises have relatively low financial costs, so that there will be fewer financial obstacles, 

which will create the favorable conditions for the related diversification. On the contrary, 

when the economy is in downturn, crisis or depression, or even facing inflation, the 

government will usually tighten the monetary policies, which will cause the new businesses to 

face the risks of increased production costs, difficult financing and even stoppage. In that case, 

the capability to expand rapidly and the necessary external market opportunities as required 

by diversification are not available. If the enterprise carries out the related diversification, its 

capital chain may be easily interrupted, and then the whole system may collapse.  

Inflation is also a critical factor for the strategy of related diversification. Although moderate 

inflation can stimulate the economy to grow, soaring inflation may cause unpredictable 

damages to the economy; and the social psychological damage caused by high inflation will 

have deep effect on the market demand and supply. If an enterprise has not foreseen the 

inflation, the related diversification will fail in the end when the degree of inflation exceeds 

the sustainability of the enterprise. 

Interest rate and foreign exchange rate should be concerned of as they fluctuate with the 

economic condition of a country. The level of interest rate will directly determine the capital 
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cost of an enterprise. The money supply increases and the loan interest rate decreases when 

the government adopts “double loose” policies, namely, loose fiscal and monetary policies, 

which means reduced operational costs for the enterprise at the time. On the contrary, when 

the government adopts “double tight” policies (tight fiscal and monetary policies), the money 

supply shrinks and the loan interest rate increases, which means increased capital and 

operational costs and higher risks for the enterprise at the time. If the enterprise also has the 

loan in the form of foreign currency, it may also face the risks of change in foreign exchange 

rate. When the foreign currency borrowed revalues in the loan period, the actual amount that 

enterprise needs to repay on expiration of the loan will be higher than the expected amount on 

the initial loan. When the foreign currency borrowed devalues, the enterprise of the loan will 

have the “holding gains”, in which case the enterprise will repay the capital and its interests 

according to the original rate on its expiration, so that the amount of actually repaid loan and 

interests decreases. In a word, the changes in interest rate and foreign exchange rate have 

great effect on the enterprise’s strategy of the related diversification.  

6.1.2 Internal risks 

1. Financial risks  

Compared with non-related diversification, real estate related diversification is cost-saving in 

the respects of management, R&D and marketing, and the combined sale of different projects 

will to some extent ease the enterprise’s pressure in capital turnover. However, it is 

undeniable that real estate industry has inborn great dependence on capital. The related 

diversification also needs the support of large amount of capital, so that the shortage of cash 

will constitute a “short plank” for the enterprise to engage in new projects, which will lead to 

serious financial risks if not handled appropriately. The financial risks mainly include the 

internal cash flow risk, fund-raising risk and investment risk. 

(1) Internal cash flow risk. The internal cash flow risk mainly refers to the uncertainty of 

future cash flow level of the enterprise. The stability of internal cash flow is affected by the 

original businesses of the enterprise. According to BCG Matrix (see Figure 6.2), only when 

the original businesses are at the “cash cow” position, can they bring surplus capital for 

developing new businesses; while when the original businesses are at the “question mark” or 

“star” position, they need to be supported via the enterprise raising large amount of cash, 

unable to provide cash support to new businesses. In this situation, the enterprise will face the 

dilemma that the original and new businesses contend for resources within the enterprise. 

Besides, turnover of account receivable in the enterprise also affects the stability of cash flow, 

as it is included in the enterprise’s profits. If the turnover of account receivable is low, it will 

take longer time for the account receivable to become cash, thus the cash flow level remains 

unstable. 
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Figure 6. 2BCG Matrix 

(2) Fund-raising risks. Fund-raising risks usually refer to the uncertainties in financial results 

when the enterprise raises or borrows money facing the changes in the capital supply and 

demand and macroscopic economic environment. It has two implications: one is the risk of 

decrease in the owner earnings when the enterprise adopts indebted fund raising; the other is 

that the indebted fund raising may put the enterprise in financial difficulty or even in danger 

of bankruptcy. For real estate related diversification, it is insufficient to just rely on its own 

capital accumulation, but the enterprise has to raise external funds to meet the needs. 

According to statistics, 80% of the working funds of Chinese state-owned enterprises are from 

the banks, with the asset-liability ratio as high as 70%. Although it is quite normal for an 

enterprise to operate on certain amount of borrowings in the related diversification, due to the 

great demand on capital, once the balance between internal capital supply and external capital 

source is lost, the enterprise may probably enter a debt crisis with too much dependence on 

external funds. There are two external fund sources for an enterprise: one is equity 

financingandthe other is borrowed fund. The equity financing, in the ways of absorbing new 

investors or issuing shares, is limited in many aspects and cannot be a regular activity for the 

enterprise. Therefore, the enterprise has to obtain money through the way of indebted 

financing like bank loan and the issuance of bonds, which often leads to high-debt operation. 

With the increase in asset-liability ratio, the creditor will be even stricter in qualification 

review; and if the enterprise is to get further loans, the interest rates will increase steadily and 

thus the costs in capital utilizing also increase. Therefore, if during the process of related 

diversification the enterprise enters the situation of high interest rate and heavy debt (or even 

foreign debt), the solvency of the enterprise is not guaranteed and the pressure in repayment 

will face the enterprise with high financial risks.  

(3) Investment risks. Investment risks refer to the risks that arise when real estate enterprise 

invests in certain projects and then the investment results change for some reasons. If the 

enterprise chooses to retain the capital planned for exploiting the new fields, it may further 

improve its market share, expand its operation and gain stable revenue. However, if it chooses 

to put these resources into the new fields, it may face the slow growth of profits or even a 
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failure, which may cause double losses. The real estate enterprise must take into full 

consideration of the financial issues like good coordination between asset structure and capital 

structure as well as between profitability and liquidity, estimate and balance appropriately the 

risks and benefits during operation. Otherwise the blind diversification without awareness of 

its own capacity will probably overdraw its own resources. Once the capital chain is broken, 

the survival of real estate enterprise will be in danger. 

2. Human resource management risks 

Land acquisition, fund raising and insufficient human resources are the three major problems 

restricting the development of real estate enterprises. Land and capital are the external 

resources, while human resources are the internal resources; and only through continuous 

strengthening of internal resources, can the enterprise obtain more extensive external 

resources and then gain better development. Land and capital can be obtained through market 

disposition, but only human resources can be the core competence of real estate enterprise. 

Because of the uniqueness of real estate enterprise, compared with other industries, the human 

resource of real estate enterprise has its own characteristics, namely, integrated management, 

shortage in talents, incorporation of local cultures, informationized and diversified 

management and staging demand on talents.  

Statistics show that since 1998, the total investment in Chinese real estate development has 

been in rapid growth, soaring from 25.33 billion Yuan at the beginning to 1938.20 billion 

Yuan in 2006. Till May 2011, the total capital of nationwide real estate development reached 

3234 billion Yuan, increasing by 505.16 billion Yuan compared with the same period last 

year (data source: National Bureau of Statistics). With the nationwide expansion of real estate 

enterprises, the business situation involving multiple regions, levels and projects has brought 

challenges to human resource management, increasing the complexity of cross-region human 

resource management. Because there are differences among the projects regarding natural and 

social environments, in view of the huge influence of macroscopic policies, the cross-region 

management will face the following pressures: first, the strong industrial correlation and the 

complicated operational procedures, which causes much more difficulties in management; 

second, the difficulties in communication; third, the increased management costs; fourth, the 

decrease in management efficiency; fifth, less controlling forces of the headquarters on the 

subsidiaries. For the real estate enterprises adopting the related diversification, the main 

problems in human resource management are the inappropriate structure and unscientific 

distribution of human resources, which is reflected from the following: unreasonable rank 

structure, with surplus management personnel; insufficient investment in human resource, 

with high turnover rate and a shortage of comprehensive management personnel and 

professionals; defective staff appraisal system and incentive mechanism, which tends to limit 

the maximized demonstration of the staff’s initiative and creativity.  

Most of the enterprises have optimized their human resource control systems and workflows, 

established the complete human resource structure, fulfilled the basic human resource routines 

like the specification of job duties; and set up the complete work standards for the functional 
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modules like recruiting and training. However, with the progress in cross-region diversified 

businesses, the salary system and performance management system, which are weak points 

usually, are facing new tests. The main issues to be considered by the real estate enterprises 

engaged in the related diversification as to human resource management shall be how to 

realize the scientific and systematic management of human resources and to establish the 

dynamic, fair and effective salary system and performance management system adaptable to 

the conditions of different regions.  

3. Resource configuration risks 

The local environment of real estate projects is dynamic, with a lot of actual influencing 

factors. In real estate diversification, the object of management is fixed on various projects. 

Due to the dynamic changes of the projects, the content or objects of the whole related project 

management is also dynamic and consequently accompanied by some new characteristics: 1) 

Complexity. The real estate projects involve multiple external interested parties and various 

internal departments, which requires the use of professional knowledge. Different from 

single-project management, the management of the related diversification projects is not only 

about the interface management between the projects and the functional departments and the 

interactive management between different projects, but also about consideration of the 

coordination management of newly started industrial projects. All above determines the 

complexity of resource configuration in real estate related diversification. 2) Resource sharing. 

For real estate enterprise, it is necessary to put large quantity of human, material and financial 

resources into each engineering projects to guarantee their smooth progress. When multiple 

projects are in progress, it is impossible to let any single project hold the resources, but shall 

allocate the resources among these projects. Besides, some of the resources are themselves 

schedulable, that is, some resources can serve multiple projects, or when the resources idle in 

some project, they can be scheduled to other projects appropriately. Therefore, the resources 

in multiple projects of real estate enterprise can be shared. 3) Wholeness. The objective of the 

related diversification is to further expand the enterprise, during which the success of every 

single project is the basis for the success of multiple projects; and smooth progress or delay of 

one project will cause benefits or losses to the whole operation. Facing various projects and 

the relatively unfamiliar industries, during resource configuration, real estate enterprise must 

consider the whole and balanced progress; and through assessment and comprehensive 

weighing, achieve maximized benefits under the overall objectives.  

The optimization of resource configuration is not to allocate the resources evenly among the 

projects, but in accordance with the weighting factors of various projects. The overall benefits 

resulting from resource configuration shall also be a factor to be considered, whether it is 

beneficial to the realization of final objectives of the related diversification shall be the 

principle. Therefore, to avoid the imbalance and conflict of resources in a single project and to 

try to avoid the similar conflicts among the projects shall be an impelling issue to be dealt 

with in real estate related diversification, so as to configure the resources reasonably and 

improve the resource utilization efficiency.  
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4. Organizational structure risks 

The implementation of the strategy of Real estate related diversification will add greatly to the 

complexity of enterprise management and coordination work. As pointed out by Peter 

Drucker, the wider the diversification scope of an enterprise is, the more the coordination 

work and the possible delays will be. In implementing the related diversification, the 

enterprise will be influenced by the expansion scale, the diffusion in business areas, the 

integration of old and new businesses and the conflict on management philosophy. As the 

management efficiency decreases substantially, the management is much more difficult, so 

that the enterprise is faced with the risks originating from the current organizational structure.  

First of all, the related diversification will usually lead to more subsidiaries within the 

enterprise, which makes it more difficult to coordinate between the top management and the 

department chiefs and between different department chiefs, thus there will be information 

asymmetry cost, more decision-making mistakes and lower management efficiency.  

Second, there are requirements on the enterprise organizational control capability. The 

enterprise organizational structure usually serves the strategies. Different strategies work with 

different organizational structures. In the actual situation, the organizational structure is 

usually formulated some time later than the strategies, which leads to the contradiction 

between the piloting strategies and the lagging organizational structure; thus brings certain 

risks to the implementation of strategic goals.  

Finally, the conflict between flexible strategies and stable organizational structure to some 

extent also bring risks to the implementation of strategies. As the enterprise environment is 

ever-changing, the strategies must change accordingly, but the organizational structure is 

relatively stable and difficult to change after its formation; therefore, the adjustment on the 

organization in the future will meet with much resistance. As the enterprise has entered a new 

industry, the new strategic thinking largely differs from the original organizing thinking; and 

if the old thinking is still used to direct the operation of new businesses, it will be inharmonic 

between the thinking and the actions, which would cause the failure of implementation of 

strategies.  

6.2 Control of the risks in real estate related diversification 

As Zhang Weiying, a professor in Peking University, said, “In the past, a Chinese 

entrepreneur might find a cave, slip in and sit there, and then he became a Buddha. But in the 

future, as all the caves would have been occupied, if you want to drill a hole and force 

yourself in, I doubt whether you can become a Buddha again.” What he said means that in the 

past China had more opportunities than challenges, but now there are more challenges than 

opportunities. Challenges are always together with risks; therefore, it is crucial for the 

entrepreneurs to have good control of the risks to ensure the enterprise development.  

6.2.1 Risk control measures 

1. Self-evaluation of the enterprise 
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Before scheming the strategies of the related diversification, real estate enterprise must 

evaluate itself in a comprehensive way to see if it has acquired the conditions of the related 

diversification as to capabilities and resources.  

First of all, whether the enterprise has its mature core competence is a key to the control of 

various risks during the related diversification. According to McKinsey & Company of the 

USA, core competence refers to the combination of a series of knowledge and skills internal 

to a certain organization, which is capable of making its one or several businesses to reach 

first class in the competitive field. It is required that enterprise needs to have complete 

resources and profound experiences to make its basic ability of developing become the core 

competence. Besides, the new businesses in the related diversification shall be closely 

correlated to the original businesses with regard to product technologies and marketing 

channels, so that the core knowledge can be shared to different extents. Only after it is 

evaluated and confirmed that enterprise has acquired the core competence that can be shared 

safely, will the enterprise have the chance of scheming the related diversification in the next 

step. If an enterprise has not acquired or cultivated its core competence but carries out the 

diversification activities, it would be a blind expansion that is deemed to put the enterprise in 

jeopardy.  

Second, real estate enterprise must have sufficient resources for the related diversification. In 

various resources of an enterprise, human and financial resources are of the most significance.  

(1) Human resources. Although the related diversification has not gone out of the previous 

scope of production and operation, with the increase in product range, the enterprise will 

inevitably face different procedures and rules as well as sales markets, which requires the 

management to not only be familiar with the original work procedures, but also grasp the new 

development procedures and rules. It imposes higher requirements on the qualification of the 

management personnel. After the enterprise anticipates the market activities relating to new 

products and reforms itself to have ample management personnel, it can then consider 

implementing the diversification strategy. In the process, the enterprise may carry out the 

following reforms on human resource management: 1) e-HR system selection. e-HR 

management system, a vehicle of comprehensive human resource management, is a 

standardized network platform established through Internet technology for human resource 

management. From system structure and business procedure to implementation and technical 

support, the whole system endeavors to improve the top management’s ability in 

understanding the situation of human resources, providing the interactive network 

management of the staff at top, middle and basic levels, reducing the workload of the 

enterprise in human resource management and improving the satisfaction of the employees. 

Real estate enterprise shall make e-HR system selection according to its own situation, so as 

to do better in breaking the geographic and organizational boundaries, solve the problem in 

communication, control the information related to each employee as a whole through a 

database, which will help the HRM personnel out of the boring daily routines and put their 

energy into the more challenging and creative work like human resource analysis & planning, 

employee motivation and strategy. 2) Enhancing performance management and talent 
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breeding. Research shows that the improvement in human resource management has 

significant effect in promoting the company’s performance and financial safety. The company 

can achieve better financial performance by adopting high-performance or high-involvement 

human resource management. Real estate enterprise must design its performance management 

system according to its own situation. The human resource department shall enter the indices, 

weights and formula of performance appraisal into the computer system, and specify the 

appraisal objects, processes and appraisers, so that all the performance appraisal records will 

be saved in the system as historical data and provide effective reference basis for the 

promotion and reward of the employees. The enterprise shall establish a healthy and 

harmonious atmosphere for the staff to give them a sense of happiness and achievement in 

work. The enterprise shall also formulate new management philosophy according to market 

development, aiming at providing the chances and space for sustainable development of the 

staff; and make the best of the human resources to create a comfortable and relaxing office 

environment to stimulate the staff’s creative desire. 3) Management localization. During real 

estate related diversification, cross-region expansion is a prominent type of diversification, 

while the human resource localization is a threshold that cannot be evaded by any trans-

regional company. The so-called localization is actually the localization of management; 

therefore, the top management, despite its globalized thinking, must localize the operation. 

There are two ways of localization: one is to select and cultivate the local talents and enable 

them to grasp the management techniques and specialized technologies of the company; the 

other is to cultivate the personnel dispatched by the parent company into “local expert” who 

are familiar with local culture. From the perspective of operational costs and long-term 

strategies of the enterprise, the former is the first choice of most enterprises, and more 

enterprises take the internal promotion as the priority. Therefore, effective selection and 

promotion of local excellent management personnel concerns the success of the enterprise. 

The selection of any type of management personnel is done in a specific country by a specific 

enterprise and within certain physical and psychological backgrounds. The employment 

criteria and appraisal procedures (determined or designed by the selectors and the values) and 

the candidates’ behaviors, knowledge and skills have local characteristics; that is they are 

localized.  

(2) Financial resources. The financial resources include the enterprise’s own funds and its 

financing capacity. In implementing the diversification strategy, the enterprise needs to input 

large amount of capital coming from two sources: one is the internal accumulated capital; the 

other is the funds raised by the enterprise externally. In particular, first of all, the enterprise 

shall have relatively sufficient own funds, especially cash. The situation of the own funds can 

be viewed from the liability ratio of the enterprise: if the liability ratio is high, it means that 

the enterprise’s own funds are insufficient. The enterprise is not in a position to carry out non-

related diversification, because without stable and sufficient own funds, the enterprise has to 

develop its new business by relying completely on the loans from financial institutions, in 

which case once the government adjusts its macroscopic policies and causes the interest rates 

and foreign exchange rates to change, the enterprise will face a financial crisis. Second, the 
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enterprise shall have good financial capacity, such as raising funds by listing itself on stock 

market, as it is impractical to meet the demands of non-related diversification only with its 

own funds. Therefore, the capacity of raising funds from external channels shall also be one 

of the important conditions to be considered by the enterprise in non-related diversification. 

2. Comprehensive evaluation of the object of the related diversification 

The correct selection of the object of the related diversification determines largely the success 

of the related diversification strategy. To choose and enter the correct industry, the enterprise 

has to evaluate the new businesses in a comprehensive way: (1) Understand in depth the 

policies, regulations and development cycles concerning the new businesses. Try to enter the 

industries supported by the national policies and in the “input” or “growth” stage. (2) 

Understand fully the existing and potential competitors in the new businesses, and whether 

there is fierce competition or too high entry barrier. (3) According to the overseas and 

domestic market demands, technologies and economic development trend, compared with 

other industries, it is of apparent advantages to choose developing the projects of high 

technological content, high added value, low energy consumption. 

3. Improve the management level of real estate enterprise 

The strategy of the related diversification is a breakpoint for the transformation and upgrading 

of real estate enterprises. Facing the variety and complexity of management objects, real 

estate enterprises must have the management level adaptable to the extent of their related 

diversification.  

(1) Implementing the brand strategy aggressively. In real estate industry, the brand influence 

is quite limited; however, after the enterprise enters tourism industry or endowment industry, 

the chain effect of brand will be gradually magnified. Therefore, the enterprise shall try to 

implement overall quality management system regarding real estate; and enhance the control 

on product quality, cost and marketing, so as to compete on the market with its efficient and 

quality services.  

(2) Adopting strong and efficient leadership and professional management as required by the 

diversification strategy. There are four organizational patterns, namely, the functional, the 

matrix, the project-based and the divisional. For different organizational patterns, the ways of 

project management are varied; and the enterprise shall choose the appropriate pattern 

according to its own situation and the external environment. For instance, real estate 

enterprise only engaged in local urban development shall adopt the matrix pattern; while real 

estate enterprise engaged in multiple projects located in different regions shall set up the 

departments of early decision-making and contract budgeting at the headquarters and the 

departments of engineering, sales and property management in the project companies in other 

places. These patterns have their respective merits and defects. Under the functional pattern, 

the functional departments like the early decision-making, contract budgeting, design, 

engineering, sales and property management shall get involved in the project management in 

different development stages. This patter is featured with clear work division among the 
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management departments and adequate use of the internal department resources, with the 

deficiencies of frequent communications among the departments, which requires strong 

coordinating capacity and leads to slow reaction to external environmental changes. Under the 

matrix pattern, the functional departments provide the resources to the projects and supervise 

the implementation of the projects. This pattern is featured with vague work division among 

the departments and quick reaction to external environmental changes, with the deficiency of 

overlapping double leadership. In addition, under the project-based pattern, the group 

company gives full authorization to the project companies; and the latter is fully responsible 

for the projects and reacts quickly to the external environment, with the deficiencies of the 

group company’s little control on projects, which means once the projects are out of control, 

the whole situation will be irretrievable and the idling of resources is also a serious problem. 

Therefore, the enterprise should be preferably based on the divisional pattern, with continuous 

optimization of the organizational structure. The company adopting the divisional pattern is 

capable of solving the problem of “entrusted agent”, guaranteeing the shareholders’ interests 

and monitoring the managers. When expanding to new fields and businesses, the enterprises 

shall introduce and employ a large number of professional technical personnel and cultivate 

excellent management personnel within the enterprise as the reserve force.  

(3) Giving full authorization and establishing clarified power-responsibility framework. To 

strengthen the capacity of the top functional department in coordinating, information 

management and fund raising and avoid the conflict among the departments on objectives will 

not affect the diversification of the enterprise. In multi-project management, people usually 

hear the complaints of a group company’s subsidiaries that the authorities are not in place, for 

instance, the general manager of a subproject company would complain that he is not 

authorized to appoint or dismiss his department managers, or has no power to decide on some 

small amount of cost overrun etc. As the multi-project management often involves the 

interests of multiple project participants like project stakeholders, the authorization on project 

manager is a dilemma-- too little authorization will lead to tiny speech right at the side of the 

project manager, which impedes smooth work progress; while too much authorization will 

prevent the group company from imposing absolute control on the projects. Therefore, it is 

crucial to find an optimum balancing point as to how to authorize. The group company shall 

authorize the subsidiary managers the following rights: the right of personnel administration, 

the right of using funds (cost control) under certain restrictions and the rights of handling 

emergencies. When authorizing adequate rights, the group company shall also establish the 

relevant reward and punishment measures for the rights authorized, so that the subsidiaries 

have both their rights and constraints. The adequate authorization and the establishment of 

relevant right and responsibility system solve the problem of work division between the 

subsidiary leader and the departments.  

4. Enhance the cash flow management and the consciousness of fund raising and investment 

risk prevention  

(1) Establish the enterprise financing conceptions centering on cash flow management, 

strengthen the cash budget making and application, and adopt the source control of cash flow. 
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Try to grasp the skills and methods of daily cash flow management, establish a complete 

mechanism of capital budgeting, increase the income, reduce the expenditure, improve the 

efficiency and improve the operational performance.  

(2) According to the actual situation of the enterprise, formulate the liability-based financial 

plan, determine an appropriate amount of debts, maintain reasonable debt ratio; and in view of 

the financial risks due to the change in interest and foreign exchange rates, study in detail the 

demand and supply on capital market, adapt to the trend of interest and foreign exchange rates 

and establish an effective risk prevention mechanism.  

(3) Before investing in a project, joined by the functional departments and the project review 

group, make strict and scientific review and feasibility study to avoid blind operation. Screen 

and invest in the favorable construction projects, use the limited capital on efficient projects, 

adopt the portfolio strategy, and optimize the allocation of capital to realize its revaluation. 

Besides, never make commitments on the risks of foreign-funded projects, nor apply shortfall 

payment guarantee or make promise on constant return rate.  

5. Exploit the new market stage by stage 

The correlated industries of diversification can be divided into two groups: one is that there 

are no products of the enterprise on the new market; the other is that the new market has 

already been occupied by other enterprises, in which the “new” refers to the enterprise’s 

products are new to the market while other enterprises’ products are not. In the first situation, 

the market is fresh new, so that it is relatively easy to enter. For a fresh new market, those 

who strike first will gain the advantage, but those who come later will be the loser. Most 

research reports have suggested that the pioneer of a new market can often obtain the most 

advantages. However, in the second situation, there have been the pioneers on the market, 

they and the interest-related bodies have erected high barriers, and the factors including 

consumer preference, patent protection and government macroeconomic policies will add to 

the difficulties to enter. Therefore, the enterprise shall not push its products hastily into the 

new market that has already been occupied by others. As to Chinese private enterprises, in 

case the limited resources of the enterprise are fully utilized and the risks are confirmed to be 

low, by comparing several strategies, the author of this dissertation suggests that the 

enterprises should enter gradually a market that has already been occupied by others in the 

following five stages:  

(1) Brand formation stage. To implement the strategy of the related diversification, the 

enterprise shall have its brand as the guarantee. Brand decision shall be made first of all to 

establish the brand reputation of the original products and acquire the core competence of the 

brand, because without the support of a powerful brand, the subsequent implementation of 

product portfolio strategy is not guaranteed.  

(2) Market survey stage. In this stage, the enterprise prepares for penetrating and entering the 

market by making all-round survey on target market. Particularly, it will obtain the related 
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data through PEST analysis, understand the maximum necessary information, and make 

rational decisions.  

(3) Market penetration stage. This is one of the development strategies for the enterprises, the 

implementation of which is dependent on obvious advantages of the products and services or 

strong promotion campaigns of the enterprise, or on some weaknesses or negligence of the 

competitors.  

(4) Fortification stage. When the penetration strategy is accomplished, as a follower of the 

market, the enterprise shall concentrate its superior forces to make a “proper blow” at a 

critical time and place, so as to hit the component hard and obtain the market share. Here, in 

reference to the three ways of entering a new global market as put forward by Barwise et.al 

for transnational brands, the author presents the three ways of entering a new market for 

Chinese enterprises, namely, introducing the existing brand of the company into the target 

market, i.e., the so-called “geographic expansion”; acquiring the brand sold on the target 

market but not owned by the company; establishing certain type of brand alliance with other 

companies (such as joint venture, partnership or franchising). Besides, Barwise et al also gave 

three important criteria for evaluating different ways of entry: speed, control and investment.  

(5) Consolidation stage. In this stage, the enterprise tries to maintain its acquired market share 

and establish the market barriers.  

6.2.2 Risk control process 

Real estate related diversification is a relatively safe but still risky process. Based on the 

above analysis, this dissertation explains the potential risk points faced by the enterprise from 

the initial decision making to various stages of the related diversification.  

 

 

 

 

 

 

 

 

 

 

 

Figure 6. 3 Risk control process diagram for real estate related diversification 
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The risk control process diagram for real estate related diversification is as indicated in Figure 

6.3. First, the enterprise shall evaluate its own system to see if it has fulfilled the 

preconditions of adopting the related diversification. If the evaluation result is favorable, the 

enterprise shall then determine the new industry to be entered. In this stage, according to the 

four aspects including political policy and regulation risk, economic fluctuation risk, social 

cultural risk and new business risk, it is suggested to avoid being addicted to the industries of 

high profits at present. It is better to evaluate comprehensively whether it is necessary to enter 

the new industry. If the degree of risks falls out of the risk capacity that is bearable to the 

enterprise, it shall abandon the original scheme. This dissertation holds that after determining 

the new industry to be entered and before implementing the strategy of the related 

diversification. The enterprise still needs time to make some preparations, mainly in human 

resource accumulation and core competence building as to the correlated industry, the 

readiness of which is critical to the final success of the strategy. At the stage of implementing 

the related diversification, the enterprise will face the risks in product market, finance, 

organizational structure and resource configuration, the control of which is dependent on all 

the preparations made in the previous stages. Such risks usually occur in various 

combinations, with the probabilities and magnitudes difficult to assess. At this stage, concerns 

shall also be constantly given to the external macro risks and the internal management risks.  

In practice, these risks shall be evaluated and compared with the preset criteria of risk 

tolerance; and sorted according to the magnitudes of risks, so as to understand what the risks 

to be dealt with in priority are. During the risk control, the interested parties shall always be 

consulted and communicated to ensure their maximum support and understanding. What’s 

more, the performance of risk control shall be constantly checked and evaluated to adapt to 

the changing environment and ensure the smooth progress of the related diversification.  
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Chapter VII: Conclusions and Prospects 

7.1 Main conclusions and innovations 

1. This dissertation identifies the antecedents of real estate related diversification, develops 

the measurement scale for the antecedents and analyzes empirically the reliability and validity 

of the measurement scale. Based on the existing literature study, this dissertation first defines 

“real estate related diversification” as the expansion activities that real estate enterprises are 

engaged as to the development of other related industries with the existing resources or 

technologies, aiming at seeking strategic competitive advantages. Through questionnaires and 

interviews, this dissertation proposes the components of the antecedents of real estate related 

diversification, including customer demand, policy support, competitive intensity, 

management & organizational structure, capital strength and human resources. Regarding the 

reliability of the scale, the coefficients Cronbach ɑ are beyond the 0.7 standard. The 

composite reliability also exceeds the 0.50 standard, indicating good reliability of the scale; 

regarding the validity of the scale, as it passes the tests on convergent validity, discriminatory 

validity, AVE value and cross validity, its validity has been confirmed. 

2. This dissertation builds the theoretical model on the effect of real estate related 

diversification and its antecedents on enterprise performance, carrying out empirical tests on 

the model. In the effects of the antecedents on real estate related diversification, customer 

demand has the maximal effect on product expansion, with the path coefficient of 0.47; policy 

support has the maximal effect on district expansion, and with the path coefficient of 0.40; 

management and organizational structure has the maximal effect on functional expansion, 

with the path coefficient of 0.27. In the effect of real estate related diversification on 

enterprise performance, district expansion has the maximal effect on financial performance, 

with the path coefficient of 0.51; functional expansion has the maximal effect on growth 

performance, with the path coefficient of 0.34. Therefore, the three dimensions of the related 

diversification have different effects on the two dimensions of enterprise performance. 

Besides, the study adds two hypotheses regarding the correlations among product expansion, 

district expansion and functional expansion, showing that the three dimensions of real estate 

related diversification affect each other. 

3. This dissertation puts forward that dynamic capability has regulating effect on the relations 

between real estate related diversification and enterprise performance, building the research 

model and empirically test it as well as the hypotheses. The study shows that the capability to 

sense opportunities can significantly regulate the relations between product expansion and 

enterprise performance, especially its relations with financial performance. The capability to 

sense opportunities can significantly regulate the relations between district expansion and 

financial performance, but fails to significantly regulate the relations between district 

expansion and growth performance; the capability to sense opportunities can significantly 

regulate the relations between functional expansion and growth performance, but fails to 

regulate significantly the relations between functional expansion and financial performance. 
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The capability to integrate resources can regulate significantly the relations between product 

expansion and enterprise performance, especially its relations with growth performance; the 

capability to integrate resources can regulate significantly the relations between district 

expansion and enterprise performance, especially its relations with financial performance; the 

capability to integrate resources can significantly regulate the relations between functional 

expansion and enterprise performance, especially its relations with growth performance. The 

capability to reconfigure the organization can regulate significantly the relations between 

product expansion and enterprise performance, especially its relations with financial 

performance; the capability to organizational reconfiguration can significantly regulate 

significantly the relations between district expansion and enterprise performance, especially 

its relations with growth performance; the capability to reconfigure the organization can 

regulate significantly the relations between functional expansion and growth performance, but 

fails to regulate significantly its relations with financial performance. 

4. This dissertation discusses the risks in real estate related diversification and their control. 

The major risks to be dealt with in real estate related diversification are listed: political 

environment risk, economic fluctuation risk, financial risk, human resource management risk, 

resource configuration risk and organizational structure risk. In view of the risks in question, 

the dissertation suggests that first of all the enterprise shall carry out early self-evaluation to 

determine whether it is in a position to implement the related diversification and anticipate the 

internal and external risks to be faced in the related diversification, so as to enhance the core 

competence building and human resource accumulation to be fully prepared in the respect of 

resources. During the related diversification, the enterprise shall also keep alert to prevent it 

from the risks in product market, internal finance, resource configuration and organizational 

structure. Accordingly, this dissertation works out the risk control process diagram for real 

estate related diversification, which visually shows the different risks in various stages of the 

related diversification and the key measures to be taken.  

7.2 Suggestions for management 

1. Real estate enterprises shall take advantage of the available chances according to the 

dimensions of the related diversification.  

According to the analysis of this dissertation, real estate related diversification is divided into 

three dimensions, including product expansion, district expansion and functional expansion, 

which affect the antecedents of the related diversification in different domains and different 

extents. Different dimensions have different degrees of effect on the financial and growth 

performances of the enterprises. Therefore, during the particular situations of the related 

diversification, real estate enterprises shall balance various influencing factors as a whole 

according to the development stages of the enterprise. On that basis, real estate enterprises 

should focus on the key dimensions of diversification in each stage.  For instance, importance 

shall be attached to the effects of customer demand in the stage of product expansion, while in 

the stage of district expansion, to the effects of policy support. Besides, as enterprise 

performance consists of financial performance and district performance, at the initial stage of 
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expansion, the enterprises usually focus on financial performance, i.e., product expansion and 

district expansion. While in the long run, the enterprises shall also weigh more on the status of 

functional expansion and consider growth performance and financial performance in a 

comprehensive way.  

2. The enterprises are urged to attach more importance to customer demand.  

Customer demand is the prerequisite for product expansion and district expansion. Real estate 

enterprises shall establish close cooperation relationship with the customers; and their product 

design and production shall be always based on customer demands. Therefore, during real 

estate related diversifications, they shall be more concerned about the realization of customer 

value. As the customer demands are always changing, the enterprise administrators shall 

review in a regular manner whether the value propositions of the enterprises are needed by the 

customers; and whether the customer demands can be better satisfied, which will further 

provide new thinking for improving the diversification of the enterprises.  

3. The enterprises are recommended to strengthen the cultivation of dynamic capability.  

Dynamic capability is an effective tool of strategic management in the enterprises; it can 

overcome the rigidity of core capabilities and help the enterprises adapt to the changes in 

circumstance and build continual competitive advantages. The internal and external 

circumstances faced by real estate enterprises in the related diversification are becoming more 

and more complicated. To ensure smooth progress of the related diversification in its decision 

making and implementation and improve factually the enterprise performance, it is necessary 

to make appropriate adjustments. Dynamic capability is an advanced capability that changes 

the capacities, which can help the enterprises to find business opportunities, optimize the 

resources configuration and establish their new value systems. For instance, through the 

adjustment on dynamic capability, the circumstances of intense market competition may even 

create more business opportunities for the enterprises. In practice, many enterprises copied the 

expansion models of some superior enterprises, but with unfavorable final results, which 

indicates dynamic capability plays an important role on whether the related diversification can 

work. Therefore, to maintain their advantages in diversification, real estate enterprises must 

attach importance to the cultivation of dynamic capability.  

4. The enterprises shall choose the breakpoint of the related diversification according to its 

own situation. 

Generally speaking, real estate related diversification has fewer risks than the non-related 

diversification. Nevertheless, to break away from the traditional singular development and 

expand to the correlated industries, the enterprise will be faced with various internal and 

external risks. When adopting the related diversification, real estate enterprise must get clear 

understanding of its own situation and make in-depth survey to the industry to enter, so as to 

ensure the controlled smooth accomplishment of the related diversification.  

7.3 Research limitations and prospects 

7.3.1 Research limitations 
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This research studies empirically the relations between real estate related diversification and 

enterprise performance and presents some creative academic ideas. However, as the 

theoretical system of the related diversification, under exploration at present, is not perfect 

and many issues are to be probed further, this research has the following limitations:  

1. The choices of research sample are limited.  

Due to the limit of time and energy of the research group, this research only chooses the real 

estate enterprises in three provinces of southwest China as the respondent. Although the total 

number of samples meets the requirements of statistical analysis and the research models and 

hypotheses are well tested, in view of the research objective, i.e., studying the effect of the 

related diversification on the performance of Chinese real estate enterprise, the choice of 

sample is rather under-represented. In addition, the geographic distribution is not enough to 

reflect the characteristics in the developed areas of China. Therefore, the universality of the 

research conclusions is to be verified further.  

2. The definitions and measurements of research variables are to be optimized.  

The definitions and the measurement items in the research model of this dissertation relating 

to real estate related diversification and its antecedents are based on the questionnaires and the 

literature view. Although all the measurement scales have passed the reliability tests of 

research software, it is generally superficial regarding the definitions of certain concepts, 

which are to be further verified.  

3. The data used in the research are to be improved.  

The data used in the research are mostly the data of the same time-point, belonging to cross-

section data, so that the conclusions drawn actually reflect the correlations between the 

variables. To explore the causal relationship among the variables, longitudinal historical data 

are to be introduced in the study. Due to the limits in time, cost and the feasibility of data 

collection, it is inapplicable to do that at the stage of preparing a dissertation and it is hoped to 

make further studies later.   

7.3.2 Research prospects 

According to the research design in this dissertation, the following aspects may be covered if 

possible in the future studies:  

1. Optimization of the antecedents of real estate related diversification and the measurement 

scale 

This research adopts questionnaire and field interview to identify the components of the 

antecedents of real estate related diversification. Furthermore, it develops the measurement 

scale according to the existing literature, although the variable model only includes the 

limited six influencing factors. In the future studies, other methods may be adopted to further 

optimize the components of the antecedents of real estate related diversification; the 

measurement scale may be analyzed empirically in a wider range; and the large-sample data 
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from the developed areas of China may be used, so that the designed measurement scale for 

the antecedents of real estate related diversification will have better adaptability.  

2. Studies on the internal interactive relationship of the antecedents of real estate related 

diversification  

In building the antecedents of real estate related diversification in Chapter III, this research 

stresses that the influencing factors of the related diversification interact on each other. The 

empirical study also demonstrates the six dimensions of the antecedents of real estate related 

diversification are significantly correlated (with significant covariance), while further 

verification on the interactive relationship of the six dimensions is not made. The external 

factors of real estate related diversification will affect the related diversification through its 

effect on the internal factors; and the external and the internal factors interact on each other. 

All of these issues above are to be verified and developed further in later studies.  

3. Definition and analysis of enterprise performance  

The measurement on financial performance and growth performance are used in the analysis 

of organizational performance’s definition and measurement. However, real estate enterprises 

shall have their own unique and more comprehensive methods of enterprise performance 

assessment. Besides, the effect of growth performance on financial performance has already 

been verified by the researchers, although the relations between the two are not dealt with in 

detail in this research. Therefore, in later studies, detailed discussion can be made with regard 

to enterprise performance.  

4. Studies on the effect of real estate related diversification on dynamic capability 

The theoretical analysis of this dissertation shows that real estate related diversification is a 

fundamental construction in analyzing the strategies of real estate enterprises; and it is also 

the basic framework for the cultivation of dynamic capability. Therefore, real estate related 

diversification will affect dynamic capability; that is, they interact on each other, on which 

further hypotheses can be put forward and empirical analysis made.  

5. Studies on the influences of risk factors in real estate related diversification  

This dissertation has suggested some risk factors in real estate related diversification, and later 

studies may put forward more complete factors through questionnaire. Regarding how these 

risk factors will influence the related diversification and what the influences are, new 

conclusions can be drawn through detailed demonstration.  
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APPENDICES 

Appendix A: Open-ended Questionnaire 

 

Dear leader,  

This research is to explore the correlations between real estate related diversification and 

enterprise performance and the antecedents of real estate related diversification, and will 

provide the decision-making basis for real estate enterprises to improve their performances 

and competitiveness during the actual diversification. Your participation in this research will 

supply us with precious data and information.  

The questionnaire is an anonymous one, and the data and information obtained will only be 

used in academic study, so you are reassured to give your frank opinions.  

 

1. According to the actual situation in your enterprise, please list what the major 

influencing factors of the related diversification of the enterprise (i.e., the 

antecedents of real estate related diversification) are. You may list as many as 

you can (or at least 3 items) in the sequence of importance as you think.  

（1）＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿ 

（2）＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿ 

（3）＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿ 

（4）＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿ 

（5）＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿＿ 

2. You don’t need to sign your name, but for the convenience of total statistics 

and feedback, please fill up the following background information:  

(1) Your gender: ① Male  ② Female 

(2) Your age:  

(3) Your educational background: ① Below undergraduate  ② Undergraduate  

③ Master or beyond  
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(4) Nature of the real estate enterprise you are in: ① State-owned  ② Private  ③ 

Foreign-owned  ④ Joint venture  ⑤ Joint stock 

(5) Your job title in the enterprise: ① Board chairman  ② General manager  ③ 

Department manager ④ Business executive ⑤ Others (please indicate)＿＿＿

＿＿ 

(6) Years of your working in the current enterprise: ① Below 3 years  ②4-6 

years  ③7-9 years ④10 years or more 

 

Thank you very much for your taking time to complete 

this questionnaire honestly.  
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Appendix B: Formal Questionnaire 

Dear leader,  

Thank you for your taking time to fill up this questionnaire. As an academic investigation, the 

objective of the questionnaire is to better understand the effects of real estate related 

diversification and its antecedents on enterprise performance. The answers you give are not to 

be checked on being true or false, and our only hope is that you should express your true 

opinions and ideas.  

Your enthusiastic participation will be helpful to the smooth accomplishment of this research, 

for which we want to pay our most heartfelt thanks to you in advance! 

The ①→⑤ of the answers to the measuring items represent respectively “total non-

conformity”, “mostly non-conformity”, “partial compliance”, “mostly compliance” and 

“total compliance”.  

 

 

Part I 

Please choose the ones most compliant with the situation of your company:  

(1) Years of the company after its foundation: ① Below 2 years ②3-5years ③6-

10 years ④11-15years    ⑤Beyond 16 years 

(2) Number of the staff in your company: ①Below 50 ②50-100  ③101-200  ④

201-300  ⑤301 or beyond 

(3) Nature of your enterprise: ① State-owned  ② Private  ③ Foreign-owned  ④ 

Joint venture  ⑤ Joint stock 

(4) Number of types of the development projects your enterprise is engaged in: 

①2  ②3   ③4   ④5 or more 

(5) Your gender: ① Male  ② Female 

(6) Your age: ①Below 30 ②31-40 ③41-50 ④51 or more 

(7) Your job title in the enterprise: ① Board chairman  ② General manager  ③ 

Department manager ④ Business executive ⑤ Others (please indicate)＿＿＿

＿＿ 
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Party II 

The following items describe different aspects of the antecedents of related diversification of 

real estate. Please judge whether they are in compliance with the actual situation of your 

enterprise, and complete the forms accordingly.  

Code Measuring item 

Total non-

conformity→Total 

compliance 

CD1 Market demands are becoming diversified ① ② ③ ④ ⑤ 

CD2 
Market demands are becoming more and more 

individualized 
① ② ③ ④ ⑤ 

CD3 
The change cycle of market customer value is becoming 

shorter and shorter 
① ② ③ ④ ⑤ 

CD4 
Market demand on service quality is becoming stronger 

and stronger 
① ② ③ ④ ⑤ 

PS1 
The expansion activities match with the current 

government policies 
① ② ③ ④ ⑤ 

PS2 
The current financial policies support strongly the 

expansion activities 
① ② ③ ④ ⑤ 

PS3 

The governments and their functional departments 

coordinate the projects in a powerful and frequent 

manner 

① ② ③ ④ ⑤ 

CI1 
The degree of homogeneous competition regarding 

products/services on market is high 
① ② ③ ④ ⑤ 

CI2 Competition in new product development is intense ① ② ③ ④ ⑤ 

CI3 There are a number of competitors on market ① ② ③ ④ ⑤ 

CI4 Competition on prices is intense ① ② ③ ④ ⑤ 
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AOS1 The internal processes of the company are efficient ① ② ③ ④ ⑤ 

AOS2 
The company reacts quickly to the problems in the 

expansion projects 
① ② ③ ④ ⑤ 

AOS3 The company responds quickly to customer demands ① ② ③ ④ ⑤ 

AOS4 The departments of the company cooperate closely ① ② ③ ④ ⑤ 

CS1 
The company is highly flexible in capital operation and 

capable of spreading the risks 
① ② ③ ④ ⑤ 

CS2 The company has low asset-liability ratio ① ② ③ ④ ⑤ 

CS3 The cash flow of the company is in good condition ① ② ③ ④ ⑤ 

CS4 The company has multiple financial channels ① ② ③ ④ ⑤ 

HR1 
The individual work efficiency within the enterprise is 

high 
① ② ③ ④ ⑤ 

HR2 
The organizational aims and the individual work and 

goals are consistent 
① ② ③ ④ ⑤ 

HR3 
The psychological contract between the enterprise and 

the employees are firm 
① ② ③ ④ ⑤ 

HR4 
The employment mechanism of the enterprise is 

adaptable to the expansion 
① ② ③ ④ ⑤ 

HR5 The middle-top management is capable and trustworthy ① ② ③ ④ ⑤ 

HR6 
The individuals are ambitious and have organizational 

pride 
① ② ③ ④ ⑤ 
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Part III 

The following items describe different aspects of real estate related diversification. Please 

judge whether they are in compliance with the actual situation of your enterprise, and 

complete the forms accordingly.  

Code Measuring item 

Total non-

conformity→Total 

compliance 

PE1 
The business types of new development projects 

are very different 
① ② ③ ④ ⑤ 

PE2 
The enterprise projects are consistent in 

technologies and knowledge 
① ② ③ ④ ⑤ 

PE3 

Compared with other companies in the industry, 

the products/businesses of our enterprise are 

wider in range 

① ② ③ ④ ⑤ 

DE1 
The new development projects are widely 

distributed in location 
① ② ③ ④ ⑤ 

DE2 
The company’s projects or subsidiaries in other 

regions have increased in number 
① ② ③ ④ ⑤ 

DE3 

The ratio of the sales in other regions in 

proportion to the total sales of the enterprise is 

increasing 

① ② ③ ④ ⑤ 

FE1 
There have been more functional departments in 

the enterprise in recent two years 
① ② ③ ④ ⑤ 

FE2 
The job content of the departments is becoming 

more complicated 
① ② ③ ④ ⑤ 

FE3 
It’s necessary to learn new knowledge to adapt 

to the needs of the enterprise 
① ② ③ ④ ⑤ 
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The following items describe different aspects of the performance of real estate enterprises. 

Please judge whether they are in compliance with the actual situation of your enterprise, and 

complete the forms accordingly. 

Code Measuring item 

Total non-

conformity→Total 

compliance 

FP1 

Compared with other enterprises in the industry, 

this enterprise has had quicker growth in sales in 

recent two years 

① ② ③ ④ ⑤ 

FP2 

Compared with other enterprises in the industry, 

this enterprise has higher investment return rate 

than before 

① ② ③ ④ ⑤ 

FP3 
Compared with other enterprises in the industry, 

this enterprise has higher profit rate 
① ② ③ ④ ⑤ 

GP1 
This enterprise had smaller staff turnover rate in 

recent two years 
① ② ③ ④ ⑤ 

GP2 

This enterprise has had high internal efficiency 

and smooth coordination within the departments  

in recent two years 

① ② ③ ④ ⑤ 

GP3 
Compared with other enterprises in the industry, 

this enterprise’s brands are more popular 
① ② ③ ④ ⑤ 

 

The following items describe different dimensions of dynamic capability. Please judge 

whether they are in compliance with the actual situation of your enterprise, and complete the 

forms accordingly. 

Code Measuring item 

Total non-

conformity→Total 

compliance 

CSO1 
Be concerned about the change in customer 

demands and the demands of potential customers 
① ② ③ ④ ⑤ 

CSO2 
Understand in time the changes of the 

competitors in marketing methods 
① ② ③ ④ ⑤ 
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CSO3 
Trace the latest progress in policies and technical 

development 
① ② ③ ④ ⑤ 

CSO4 
Understand in time the industry and the 

tendencies of industrial development 
① ② ③ ④ ⑤ 

CIR1 React quickly to market changes ① ② ③ ④ ⑤ 

CIR2 
Acquire external resources in time to supplement 

or renew the existing resources 
① ② ③ ④ ⑤ 

CIR3 

Adjust flexibly the internal and external 

organizational structures of the enterprise to 

establish well-coordinated relationships 

① ② ③ ④ ⑤ 

CIR4 
Share the industrial or market information within 

the enterprise 
① ② ③ ④ ⑤ 

CIR5 
Optimize the internal resources of the enterprise 

continuously to improve the core competence 
① ② ③ ④ ⑤ 

COR

1 

Redesign the existing products and services if 

necessary 
① ② ③ ④ ⑤ 

COR

2 

Redesign the existing work processes and 

systems 
① ② ③ ④ ⑤ 

COR

3 

Adjust the internal and external relation network 

of the enterprise and the ways of communication 
① ② ③ ④ ⑤ 
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